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THE FIELD OF

Advertising management is heavily focused on the analysis, planning, con-
trol, and decision-making activities of this core institution—the advertiser. The ad-
vertiser provides the overall managerial direction and financial support for the
development of advertising and the purchase of media time and space, even
though many other institutions are involved in the process. A focal point is the de-
velopment of an advertising program or plan for the advertiser. In cases where sev-
eral different kinds of products or services are offered by the advertising
organization, a separate program may be developed for each. The resulting adver-
tisement is usually aired or placed several times, and the resulting schedule of ex-
posures is referred to as an advertising campaign. The development and
management of an advertising campaign associated with an advertiser's brand,
product, or service is thus a major point of departure for advertising management.
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CHAPTER 1

In developing and managing an advertising campaign, the advertiser basi-
cally deals with numerous institutions, as Figure 1-1 illustrates. The advertising
agency, the media, and the research suppliers are three supporting or facilitating
institutions external to the advertiser’s own organization. The agency and the
research suppliers assist the advertiser in analyzing opportunities, creating
and testing advertising ideas, and buying media time and space; the media, of
course, supply the means by which to advertise. Others are, ir ffect, control in-
stitutions that interact with and affect the advertiser’s decision-making activities
in numerous ways. Government and competition are the two most important ex-
ternal control institutions. Most advertisers are affected by a wide range of gov-
ernment regulations concerning their products, services, and advertising. Direct
or indirect competitors are usually present and serve as a major external con-
trol. What competitors do and how they react is thus an important part of ad-
vertising management.

The markets or consumers the advertiser is attempting to reach through ad-
vertising can be thought of as yet another kind of external institution that both fa-
cilitates and controls advertising. The concepts of markets and consumers will be
used interchangeably to refer to any classification of individuals, organizations, or
groups the advertiser is attempting to reach or “get a message™to.” Examples could
be homemakers; electronic engineers; automobile dealers; voters; hospital pa-
tients; government officials; or other industrial, retail, government, or nonprofit or-
ganizations. Without an existing or potential target for advertising messages, the
rationale for advertising would not exist. The consumer is a controlling force,
mainly through a whole range of behavioral possibilities, such as viewing or not
viewing, buying or not buying, voting or not voting, and so on. It is the consumer,
in this broad sense, to whom advertising campaigns are directed, for whom media
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Institutions
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Advertising
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Government
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Competition
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Markets and Consumer Behavior

Figure 1-1. Major institutions involved in the field of advertising management.
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are used and advertising agencies create copy, and on whom advertising research
is done. The identification and understanding of markets and consumer behavior
is thus also a vital part of advertising management.

In this chapter, background information is presented on advertisers and on
the three major facilitating institutions: advertising agencies, the media, and re-
search suppliers. A discussion of several perspectives on the subject of advertis-
ing, including the one adopted in this book, follows. The balance of the book, from
the perspectives of Figure 1-1, deals, in one way or another, with advertising plan-
ning and decision making in the context of markets, competition, and governmen-
tal constraints.

THE ADVERTISER. . . . . . . .. . e e e e

The advertiser is the core institution of the field of advertising management, and
expenditures of advertisers provide the basis for estimates of the size of the
advertising industry. Annual expenditures by all advertisers in all media (news-
papers, magazines, business papers, television, radio, direct mail, outdoor bill-
boards, and so on) were estimated to be $138 billion in 1993.' One estimate is that
by the year 2000, annual advertising expenditures in the U.S. will reach $320 billion
and will exceed $780 billion worldwide.? It has been estimated that the level of an-
nual advertising expenditures in the U.S. has remained stable at about 2.1 to 2.2
percent of gross national product (GNP) for about the last fifty years.’

The Standard Directory of Advertisers® lists 17,000 companies engaged in ad-
vertising in a typical year. Most are small, private, or nonprofit organizations uti-
lizing broadcast or print media on a local basis in the immediate region or
metropolitan area in which they are located. Even this large figure excludes public
service advertisements (PSAs),’ nonpaid advertisements by nonprofit organiza-
tions, and classified advertisements in local newspapers purchased by private cit-
izens. Advertisers utilizing local media, although large in number, do not account
for the majority of advertising expenditures. In 1993, for example, local advertising
that largely reflects media use by small advertisers accounted for about 42 percent
of all advertising expenditures, whereas national advertising, reflecting large-scale
users, accounted for the remaining 58 percent.®

Small- and large-scale advertisers can be distinguished according to the de-
gree to which they use the facilitating institutions shown in Figure 1-1. Private cit-
izens and many local small-scale advertisers, for example, buy media time or space
directly and do not use an advertising agency or the services of a research sup-
plier. The typical large national advertisers will have one or more advertising agen-
cies under contract and will buy numerous types of research services, as well as
conduct research on their own. In general, they make full use of the system shown
in Figure 1-1, whereas small-scale advertisers, for budgetary reasons, use only
parts of the system. Although many of the case examples, models, and research
techniques and results presented in this book focus on the full system, and are
thus most directly applicable to large-scale advertisers, the underlying principles
involved are equally applicable to any advertiser, large or small, profit or non-
profit, and so on.
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Advertisers differ according to the markets they serve, the goods and ser-
vices they produce, and the media they use. In the private sector, advertisers can
be distinguished according to whether they are predominantly consumer, indus-
trial, or retail advertisers. Consumer advertisers are those mainly involved in the
manufacture of durable or nondurable goods and services for consumer markets.
Industrial advertisers predominantly manufacture and market products for indus-
trial markets, and retailers often advertise locally to attract store patronage. Many
large firms, such as General Motors, Kraft General Foods, and Sears, Roebuck ser-
vice more than one market, which makes attempts to classify advertisers on this
basis less meaningful. The media-use distinctions, however, are comparatively
clear-cut. Retail advertisers, particularly at the local level, use newspaper adver-
tising extensively. Consumer goods and services advertisers make heavy use of
television, radio, and consumer magazines. Industrial advertisérs generally make
heavy use of trade magazines, business papers, direct mail, and trade shows. The
audience for industrial advertising is made up of professionals who are often more
willing and able to accept and process detailed information than is an audience
made up of members of households.

About 52 percent of all national advertiser expenditures is accounted for by
ninety-nine private corporations and the federal government.’ After a recession-
based slump in overall advertising expenditures in 1990 and 1991, the industry re-
bounded in 1992 and 1993. Table 1-1 shows expenditures for thirty-one product
and service categories in 1993, which accounted for a total of over $48 billion. The
highest-spending industries were retail, automotive, business and consumer ser-
vices, entertainment and amusements, foods, toiletries and cosmetics, drugs and
remedies, travel, hotels, and resorts, direct response companies, and candy,
snacks, and soft drinks. As can be seen, industrial categories spend relatively less
on advertising.

The top 10 national advertisers for 1989 and 1993 are shown in Table 1-2. In
1993, they accounted for over $12.2 billion of advertising investment, or more than
31 percent of all expenditures of the leading 100 national advertisers, which were
$37.9 billion. Notice that with some exceptions, the same companies tend to ap-
pear in the top 10. Procter & Gamble once again regained its position as the na-
tion’s leading advertiser, with expenditures of almost $2.4 biilion. Philip Morris
(including its subsidiary, Kraft General Foods) was the nation’s second largest ad-
vertiser in 1993, with expenditures of over $1.8 billion (outside the United States,
Unilever and Nestlé are the other biggest spenders).? These are huge consumer
packaged-goods companies, and their brands have huge budgets. Business-to-
business marketing companies spend heavily in trade papers and business maga-
zines. Although their advertising expenditures are much less than consumer
companies, the expenditures are nevertheless significant. In 1993, for example, the
top 5 and their expenditures in millions of dollars were IBM ($96.7), AT&T ($51.2),
Microsoft ($45.5), Hewlett-Packard ($44.9), and Digital Equipment Corp. (844.5)".

In many instances, advertising management is done by a brand manager who
is responsible for managing all marketing-related aspects of the brand. His or her
job has been likened to the president’s position in a small company because the
amount of money involved in advertising individual brands runs into the millions



Table 1-1. Product and Service Categories Represented by Top 100 Advertisers, 1993
(millions of dollars)

Rank . ‘Category Expenditures
1  Retall - , 8,0823
2 Automotive s 7.754.5
3 Business & consumer services \ 5,259.4

4 Entertainment & amusements 3,749.9
5 Foods , o 34428
6 Tolletries & cosmetics . 2,608.4
7 | Drugs & remedies - ; 22047
8 Travel, hotels & resorts e 2,030.5

g Direct response companies e 1,404.8
10 * Candy, snacks & softdrinks . 1,286.7

" - Insurance & real estate L 12823
12 Apparel S e : 1,090.5
13 sporting goods, toys & games 9909
14 - Publishing & media o 806.6
15 Computers, office equipment , 799.8
16 Beer & wine - : 1 779.0
17 Household equipment & supplies = 696.7
18 . Soaps, cleansers & polishes 668.4
19 Electronic equipment 4324
20 Jewelry & cameras L . 353.4
21 Cigarettes ' 340.2
22 Building materials - N 336.9
23 ~ asoline, lubricants & fuels f 300.9
2 Household furnishings o 3018
25 Horticulture & farming ' 229.4
26 tiquor : i 218.4
27 Pets & petfoods 4 195.0

28 Freight & . 148.7

29 “Industrial materials s 124.0
30 Business propositions o 46.6
3 ~ Airplanes (not travel) o 181
32 Other P 308.3

Total - e ! o 83512

Reprinted with permission from Adveitising Age, September 28, 1994. © Crain Communications, Inc. All
rights reserved.
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of dollars. Table 1-3 shows the advertising expenditures of leading brands in vari-
ous product categories in 1993. In pain relievers, for example, over $91 million was
spent on Advil advertising. Nike spent over $132 million, and $75.6 million was
spent on advertising for Marlboro cigarettes. Other leading brands in their cate-
gories (Folgers coffee, Crest toothpaste, Kleenex, Tylenol pain reliever, and so on),
had very large advertising budgets. Shown at the left are brands and companies
whose expenditures exceeded $100 million, ranging from AT&T with $511.1 million
to Budweiser beer with $113.2 million. The brand managers in charge of Miller beer
and Coca-Cola products were responsible for about $217 and $133 million of ad-
vertising expenditures, respectively, in 1993. Leading brands in the less-than-$50-
million category are shown at the right. Managers of leading brands such as those
given in these examples are in charge of significant human and financial resources
and have jobs that are not unlike the presidents of similarly-sized corporations.

Since consumer products are bought by virtually every household, most of
their budgets are spent on television advertising: over 71 percent of Philip Morris’s
advertising and almost 83 percent of Procter & Gamble’s total measured media
budget went into television (national, spot, cable, and syndicated).10 In contrast, a
manufacturer of durable goods will typically be more inclined toward print media
than will a manufacturer of packaged goods, because a durable product is more
complex and requires longer and more detailed copy. Print advertising, especially
newspapers, are also more used by retail advertisers. Sears, Roebuck, the fourth
largest advertiser in 1993, spent millions of dollars in newspaper advertising.
Whereas national advertising for retailers such as department stores or food
chains is the exception, local advertising is vital for these advertisers. Much local
retail advertising features item and price listings, but some retailers take a broader
view and emphasize store image. John Wanamaker, a retail executive in the early
1900s, was among the first to focus on store image, using such headlines as “The
quality is remembered long after the price is forgotten.”

Nonprofit organizations, such as schools, colleges, churches, hospitals, and
libraries, are increasingly making use of local advertising. They have many of the
same problems as business firms. They must identify the groups they serve, de-
termine their needs, develop products and services to satisfy those needs, and
communicate with their constituencies. This communication can often be done
most effectively by advertising. National advertising is also increasing among non-
profit organizations, particularly for fund-raising or behavior-change efforts by the
major medical associations and such groups as the Boy Scouts, Girl Scouts, and
the United Way. One of the most dramatic advertising stories of the early 1990s
was the use of advertising and mass media by government and nonprofit groups to
reduce cigarette consumption in the United States. Consumers were bombarded
with a constant stream of antismoking messages which, combined with legislation
which banned smoking in many public places, significantly reduced smoking be-
havior. The federal government was the thirty-eighth largest national advertiser in
1993, spending $304.4 million, a decline from $342.4 million in 1992. The largest
governmental advertising effort was for the U.S. Postal Service ($78.6 million), fol-
lowed by the military, Amtrak, HUD, and Veterans Affairs."

An interesting, unusual form of advertising, called advocacy advertising, be-
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gan about 1973. Business institutions using this type of advertising take a public
position on controversial issues of social importance, aggressively state and de-
fend their own viewpoints, and criticize those of their opponents. Professional
groups, like lawyers, are now legally allowed to advertise their services and thus
became yet another type of advertiser.

There are thus dozens of different types of advertisers and an equally large
number of forms of advertising, including national, local, consumer, industrial, ser-
vice, comparative, cooperative, corrective, advocacy, counter, and public service
advertising. Each is discussed in various sections of this book.

The Role of the Brand Manager

As mentioned earlier, the brand manager, for many large advertisers, both indus-
trial and consumer, is a central figure in the development and management of
advertising. The brand manager, either directly or through a staff advertising man-
ager, makes the advertising policy decisions and interacts with the advertising
agency. He or she is responsible for all marketing aspects of the brand and, inter-
nally, draws upon the full range of line and staff resources of the corporation. This
includes such departments as sales, new product planning, marketing research,
and so on. In many cases, the advertising budget is the most significant expendi-
ture associated with marketing the brand. The brand manager usually represents
the interests of just one corporation brand and oversees the development of the
advertising and marketing program for it. Table 1-3 shows advertising expendi-
tures of some leading brands in 1993.

In recent years, some large client companies have moved away from tradi-
tional brand management organizational structures. Many companies that market
multiple brands within the same product category have introduced a higher-level
post of “category manager,” a person who is responsible for supervising and coor-
dinating the brand managers for individual brands and making sure that competi-
tion between the company’s own brands does not become unproductive. In
Procter & Gamble, for instance, brand managers for Tide and Cheer and other de-
tergents report (through another organizational layer called ad managers) to the
category manager for laundry products. The category managers are charged with
overseeing personnel, sales, product development, advertising and promotion of
their respective categories.' In an effort to cut costs, Procter & Gamble and other
companies have also recently begun to reduce the number of organizational layers
in their brand management structures.

The brand manager role is particularly important in the study of advertising
management, even though it is not the only one for which the materials in this
book are relevant. Basically, the concepts, models, and decision aids presented
here are completely general, even though they are often presented from the view-
point of a brand manager in a consumer packaged-goods organization. It should
also be emphasized that they apply when the object of the advertisement is other
than a packaged consumer product; it may be a service, a political candidate, or a
government program. The same concepts apply when the target of the advertising
is other than a consumer; for example, an organization, an industrial buyer, a voter,
or a client of an organization.
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A product or a specific version of a product—a brand—is thus a major refer-
ence point for the study of advertising management. We use the term “product” or
the term “object” in a general sense throughout the book to refer to the reference
point for advertising. It can be something tangible like Green Giant peas, a service
like Allstate Insurance, or even an idea like “Just Say No” in an antidrug campaign.
As noted, the organizational role most often used to identify the manager of day-to-
day advertising operations in a great number of cases is that of the brand manager.

FACILITATING INSTITUTIONS . . . . _ . e e e e ..

All advertisers, by definition, use some form of media to accomplish organizational
objectives. Where significant amounts of media expenditures are involved, the ad-
vertiser will also use the services of an advertising agency and one or more re-
search suppliers. Together, these three types of institutions make up the primary
facilitating institutions of advertising management. In this section, we present an
overview of the role, nature, and scope of these three institutions. Much of the or-
ganizational dynamics of advertising management is best understood by observ-
ing the role of the facilitating institutions in relation to the advertiser, as shown in
Figure 1-2.

First, note that the advertising agency is represented in a position “between”
the advertiser and the media. A major role of the advertising agency is the pur-
chase of media time and space. The agency, on the one hand, is interacting with
the advertiser and, on the other, with one or more media organizations. A second
point to note is the role of research. Although not shown explicitly in Figure 1-2,
most large firms, at each of the levels of advertiser, agency, and media, will have
their own internal research departments, and each will also be purchasing re-
search data externally from some outside research supplier. The research input to
the system is a vital aspect on which many of the formal models, theories, and de-
cision aids presented in this book are based.

Another insight from Figure 1-2 is that a typical advertising campaign evolves
from the activities of a project or planning group composed of representatives of
the advertiser, the agency, and one or more research suppliers. Basically, many
meetings of this group will take place over the course of campaign development.
Oral presentations of creative ideas and media plans will be made by the agency
representatives. Similarly, research suppliers will make oral presentations on the

Advertiser Agency Media

Research Suppliers

Figure 1-2. Role of facilitating institutions.
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results of a consumer survey, a copy test, and so on. Much written and telephone
communication also takes place during this process. ;

In the previous section, it was suggested that the brand manager was the ma-
jor representative of the advertiser’s interests. The analogous positions at each of
the three facilitating institution levels are the account executive for the agency, the
media representative for media, and the project supervisor for research suppliers.
Each level of the system is also represented by a professional trade association.
For example, the Association of National Advertisers (ANA) represents advertiser
interests; the American Association of Advertising Agencies (AAAA) serves the
agency comporient; and asscciations like the National Association of Broadcasters
(NAB), the American Newspaper Publishers Association (ANPA), the Magazine
Publishers Association (MPA), the Direct Marketing Association (DMA), and the
Outdoor Advertising Association of America (OAAA) serve the major media. The
Advertising Research Foundation (ARF) is heavily concerned with the research as-
pects of the system.

The Advertising Agency

A unique aspect of advertising is the advertising agency, which, in most cases,
makes the creative and media decisions. It also often supplies supportive market
research and is even involved in the total marketing plan. in some advertiser-
agency relationships, the agency acts quite autonomously in its area of expertise;
in others, the advertiser remains involved in the creative and media decisions as
the campaign progresses.

The first advertising agent, Volney B. Palmer, established an office in Phila-
delphia in 1841."° He was essentially an agent of the newspapers. For 25 percent of
the cost, he sold space to advertisers in the various 1,400 newspapers throughout
the country. He made no effort to help advertisers prepare copy, and the service
he performed was really one of media selection. His knowledge of and access to
the various newspapers were worth something to an advertiser.

Although the nature of an agency has changed considerably since Palmer’s
day, the fixed-commission method of compensation is still the one used most of-
ten. The basic compensation for most agencies is a fixed percentage of advertising
billings, 15 percent, which they receive from the media in which the advertise-
ments are placed. On “noncommissionable” (nonmedia) services (such as prepar-
ing brochures and collateral materials), an agency usually marks up the supplier’s
invoice cost by 17.65 percent so that it still keeps 15 percent of the total cost to the
client company (of every $100 paid by the client, if the agency keeps $15 and pays
$85 to its supplier, it is keeping 17.65 percent of the $85). The fixed-commission
system has been criticized because it encourages the agency to recommend
higher media budgets than may be appropriate, may not relate to the actual
amount of work the agency does for the client, and is not linked to the success of
the advertising campaign. Thus, many client companies (including IBM, General
Foods, R. J. Reynolds, Nestlé/Carnation, and the German detergent giant Henkel)
now either pay their agencies a fixed, negotiated dollar fee or some combination of
commission and fee.'"* Many companies now also link the compensation to cam-
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paign performance, paying the agency a bonus (or a highér commission rate) if the
campaign exceeds agreed-upon communication goals.”® The subject of how the
success or failure of ad campaigns ought to be evaluated is discussed at length in
Chapter 3, and agency compensation is discussed in Chapter 14.

By the turn of the century, agencies started to focus their attention on the
creation of advertising for clients. Probably the first agency with a reputation for*
creative work was Lord and Thomas, which was blessed with two remarkable
copywriters, John E. Kennedy and Claude Hopkins. Kennedy believed that adver-
tising was “salesmanship in print” and always tried to provide a reason why peo-
ple should buy the advertised goods. One of Kennedy's first tasks when he joined
Lord and Thomas in 1898 was to re-create an advertisement for a new washer that
had relied on the headline “Are you chained to the washtub?” appearing over a fig-
ure of a worn, disgruntled housewife shackled to a washtub.® Kennedy's adver-
tisement showed a woman relaxing in a rocking chair while turning the crank of a
washer. The copy emphasized the work of the ball bearings and the time and
chapped hands the machine would save. The cost of the resulting inquiries de-
creased from $20 each to a few pennies.

Claude Hopkins, who joined Lord and Thomas in 1907, was regarded by many
as the greatest creator of advertising who ever practiced the aft. One year, soon af-
ter joining the firm, he made nearly $200,000 just writing copy."” He was particu-
larly good at understanding the consumer and at integrating the advertising into
the total marketing effort. His first account was Campbell’s Pork & Beans.'® He dis-
covered, using his own research, that 94 percent of American housewives baked
their own beans. Yet the advertisers of the day were focusing on the relative ad-
vantages of their own brands compared to competitors’. Hopkins’s campaign ar-
gued against home baking, reminding housewives of the sixteen hours involved in
preparing the beans and the probability of ending up with crisp beans on top and
mushy beans below. His “primary demand” appeal (getting people to buy the prod-
uct—any brand) was enormously successful. In response to the competitive reac-
tion, he boldly ran advertisements challenging consumers to “Try Our Rivals Too.”
He also secured distribution among restaurants and then advertised to the con-
sumers the fact that restaurants had selected the Campbe]! brand. Hopkins knew
the importance of developing an advertising program that was based on consumer
desires. In his words, “Argue anything for your own advantage and people will re-
sist to the limit. But seem unselfishly to consider your customess’ desires and they
will naturally flock to you.”* o

Hopkins also tock on the task of advertising the company’s evaporated milk,
a new product for Campbell.?’ In introducing the brand, Hopkins used a technique
on which he often relied. He offered to buy housewives a 10-cent can as an indica-
tion of his confidence in the brand. In a single newspaper advertisement that ran
in New York for one day only, he inserted a coupon that could be redeemed at a re-
tail store for one can of milk. His idea proved to be brilliant. It provided incentives
for people to try the product without tarnishing its image, as a 50-cents-off coupon
might have done. More important, it encouraged retailers to stock the brand to sat-
isfy customer demands and to share in the profit represented by the offer. Entering
a New York market dominated by another brand, the technique gained for Camp-
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bell 97 percent distribution practically overnight. More than 1.46 million cus-
tomers redeemed the coupon featured in the single New York advertisement. The
$175,000 cost of the program was recovered in less than nine months, and Camp-
bell captured the New York market.

The agencies grew in size and influence through the years as they demon-
strated an ability to create effective advertising. Lord and Thomas grew from less
than $1 million in billings in 1898 to more than $6 million in 1910 and to $14 million
in 1924.2' In 1993, Foote, Cone & Belding, the successor to Lord and Thomas, had
worldwide billings of more than $5.33 billion.

Table 1-4 shows the top ten advertising organizations and agency brands in
1993.2 Because of mergers and acquisitions, many of the largest and well-known
agencies are now part of large advertising organizations or groups such as the
WPP Group, the Interpublic Group, and the Omnicom Group. In Table 1-4, billings
represent media cosis, whereas income is the money retained by the agency, gen-
erally around 15 percent of billings. The largest agency organization in 1993 was
the WPP Group, headquartered in London, England, followed by Interpublic and
Omnicom. WPP had billings of about $18.5 billion in that year, an enermous num-
ber when you think of this as the amount of money spent on advertising and mar-
keting activities being managed by this one group. Saatchi and Saatchi is another
huge British advertising organization headquartered in London, England; in 1995,
it changed its name to The Cordiant Group.

Notice in Table 1-4 that the top-ten list of advertising organizations is made
up of companies from several different countries and is no longer dominated by
U.S. agencies and “Madison Avenue.” Using the top-ten criterion, the United States,
Britain, Japan, and France are the countries that dominate advertising worldwide.
The competition from European and Asian manufacturing companiés is, as might
be expected, quite well reflected in the top-ten advertising organizations. Note that
significant volume in all but the two Japanese agencies represented in the top ten
is generated in the United States. The three largest groups derive from 32 percent
to 47 percent of total billings from the U.S. In contrast, the two Japanese agencies,
Dentsu and Hakuhodo generate only about 1 percent of their volume in the U.S.

Many of the “megagroups” that now exist in advertising are the result of a
wave of acquisitions and mergers in the advertising agency business during the
1980s. The WPP group acquired (among many others) the Ogilvy & Mather and
J. Walter Thompson advertising agency groups.” In addition to its advertising
agency group holdings, WPP Group also owns direct marketing agencies, sales pro-
motion agencies, public relations firms, marketing research companies, and spe-
cialized companies concentrating on health, entertainment, recruitment, and
Yellow Pages advertising. Other leading agency megagroups are Saatchi and
Saatchi (which owns that agency, plus Backer Spielvogel Bates), the Interpublic
Group (which owns McCann-Erickson, ‘Lintas-Campbell-Ewald, Ammirati and
Puris/Lintas, and Lowe and Partners/SMS), and Omnicom (which owns BBDO and
DDB Needham). (Changes in ownership and name occur all the time, and those
presented here may well be out-of-date by the time you read them.)

There are several reasons for this wave of acquisitions and growth and the
consequent building of worldwide agency networks. First. most client companies
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are themselves merging, and growing substantially outside the United States, thus
demanding larger agency office networks worldwide. Procter & Gamble, for exam-
ple, already gets 40 percent of its business from outside the United States, a figure
expected to grow to 60 percent by 2000. This focus on non-U.S. markets is due, in
part, to the fact that population—and, thus, market size—is growing more rapidly
outside than within the United States and the fact that the effect of advertising on
sales is also greater outside the United States.”® Such globalization is often accom-
panied by the growth of “global brands” that employ similar ad campaigns world-
wide. The campaigns for Marlboro cigarettes and Dewar’s Scotch whisky, for
example, are very similar in concept around the world.* Not all brands and ad
campaigns can be so standardized, however, and the reader is cautioned to be
somewhat critical of the concept of “global marketing.”® Chapter 20 discusses this
subject in detail.

When companies grow worldwide, the agencies that hope to have a client’s
business worldwide (or not at all) must therefore create worldwide servicing net-
works, by owning overseas agencies or creating partnerships with them. McCann-
Erickson, for example, now has 144 agencies in 67 countries and used to service
Coca-Cola in almost all of these markets. It even has a global account director for
Coca-Cola in New York, responsible for the agency’s work on that account world-
wide. In 1989, almost 39 percent of McCann-Erickson’s total billings came from Eu-
rope, 13 percent from Asia and the Pacific, and 10 percent from Latin America. It
should be noted that in addition to the client-derived “demand” for overseas
growth, another reason for the agencies’ overseas expansion is simply that adver-
tising spending rates are higher overseas than in the United States, since the per
capita base levels are usually lower overseas. The volume of total advertising
spending outside the United States now roughly equals that in the United States.”

The second major reason for the creation of these megagroups is the realiza-
tion that ad agencies and media advertising are only one part of a client’s total
communications and marketing mix, which also includes sales promotions, public
relations, direct marketing, marketing to minorities, and so on. Chapter 3 dis-
cusses this idea of using “integrated marketing communications.” Since many of
these other elements of the mix are, in fact, growing faster than advertising (with
advertising dollars often being moved to sales promotions or direct marketing), it
makes sense for companies to offer clients not simply media advertising capabili-
ties but these other capabilities as well. The claim is that a client’s total communi-
cations needs can be better coordinated and served if thz client has all these
different needs serviced by units of the same megagroup, an idea expressed by
phrases such as “complete orchestration” or “the whole egg.” Not many client
companies appear to have bought into this claim, however, and it appears in hind-
sight that many of these agency megagroups might have overdiversified, leading to
financial strains. The Saatchi and Saatchi group, for instance, which pioneered this
concept, had to sell off many of its holdings in 1989 and 1990. A schematic of the
diversified agency megagroup WPP appears in Figure 1-3.

The third reason for the creation of agency holding groups that own several
agency networks is to avoid account conflict. A client will almost never give an ac-
count to an agency that also services a competitor. It is hoped, however, that if the
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THE WPP GROUP IN MAY 1989

I Ogilvy & Mather Worldwide
|-Ogilvy & Mather Advertising
[-Ogilvy & Mather Direct Response
A. Eicoff & Co.
Targeted Communications
Ogilvy & Mather Yellow Pages
I-Ogilvy Public Relations Group
Adams & Rinehart
Ogilvy & Mather Public Affairs
Charles E. Walker Assaciates
Ogilvy & Mather Public Relations
“Specialized Services
Graphic Services
Silver Bullet Productions
Speech Dynamics
Sussman & Sugar
Evyepatch Productions
[~ Scali, McCabe, Sloves
Fallon McElligott
Martin Agency
Stevens & Buchsbaum
Mort Goldberg Inc.
-SAGE Worldwide
SAGE Worldwide Retail
Interactive Media
SAGE Worldwide Promotion
Promotion Campaigns
PMSi
Thomson-Leeds Co.
Alert Marketing
- Independent Associated Agencies
L Cole & Weber

~-Research International
Decisions Center
Cambridge Reports

1
Media Advertising
J. Walter Thompson Co.
Lord, Geller, Federico, Einstein
Conquest Europe
|- Public Relations
- Hill & Knowlton
|- Cart Byoir
~ Timmons .
- Strategic Marketing Services
Henley Centre for Forecasting
[-Market Research
~MRB Group
|-Simmons Market Research Bureau
|-Winona Market Research
= British Market Research Bureau
—-Mass-Observation
-MRB International
|-Basisresearch
- Japan Market Research Bureau
— Millward Brown
- Non-Media Advertising
rGraphics & Design
- Business Design Group
FOYA Group
- Sampson/Tyrrell/JST Advertising
- SBG Partners
[-McColl Group
VAP Group/Greaves Hall
— Walker Group/CNI
- Incentive & Motivation
Grass Roots Group
P & L International Vacationers
Sales Promotion
Einson Freeman
Mando Group
Scott Stern Associates
The Marketing Consultancy
- Audio Visual & Video Communications
MetroVideo/Mighty Movie Co.

— Specialist Communications

|- Anspach Grossman Portugal

|- Brouillard Communications

- EWA

[~ Entertainment Group

[~ Harvard Group

—HLS Corp.

- J. Walter Thompson Direct

—J. Waiter Thompson Healthcare Group
I-Mendoza Dilion & Asociados

|- Pace Communications

— Reese Communications/Targeting Systems
= Thompson Recruitment Advertising
— Tromson Monroe Advertising

Figure 1-3.

Reprinted with permission from the May
cations, Inc. All rights reserved.

The different parts of the WPP agency megagroup in May 1989.
22, 1989 issue of Advertising Age. Copyright by Crain Communi.
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competitor’s account is at one of a megagroup’s agencies, a potential client will
still consider the group’s other agency networks, since the different agency net-
works are supposedly run autonomously.

Obviously, clients do not pick agencies on the basis of size and servicing ca-
pabilities alone. Creative reputations also matter a great deal. A survey of agency
reputations was conducted for Advertising Age by SRI Research Center in the last
quarter of 1984.” A random sample of 300 advertising directors of companies with
revenues over $25 million per year selling to the top twenty U.S. markets was in-
terviewed. Six attributes of the agency were identified as most important: (1) cre-
ativity, (2) account executives, (3) media, (4) top management, (5) marketing, and
(6) research. J. Walter Thompson ranked first on five of the attributes, a reputation
distinguished by its across-the-board strength. Ogilvy & Mather, Chiat/Day (now
part of Omnicom) and Doyle Dane Bernbach (now part of DDB Needham) were per-
ceived as strongest on creativity.

This survey also identified factors considered most important in assessing
the strengths of an agency and those on which agencies were perceived as weak.
Figure 1-4 shows the results. Creative talent and knowing the client’s business
were the two most important “necessary strengths” of an advertising agency. Qual-
ity of people was also very important. Not knowing client business, inadequate
cost estimating, lack of creativity, poor account executives, and misrepresentation
were most frequently mentioned as weak spots.

Recent Trends

Some of the key trends have already been mentioned or will be discussed below:
the growth of global brands and global agency networks; the shift of marketing dol-
lars away from mass advertising and into sales promotions and direct marketing:
the desire for more integrated marketing communications; new developments in
the media environment; the change in agency compensation levels and arrange-
ments, and so on.”

Possibly the biggest change, however, has been the perception among some
leading advertisers that the traditional advertising agency business has not been
providing the “creative spark” that some advertisers need. Some advertisers, no-
tably Coca-Cola, have thus begun to “diversify” their sources of creative talent and
ideas. In the case of Coca-Cola, many of its ads for the flagship Coca-Cola Classic
brand now come not from their long-time ad agency, McCann-Erickson, but instead
from a Hollywood talent agency, Creative Artists Agency (CAA). In addition, the
Coca-Cola agency has diversified its agency roster by giving assignments to sev-
eral of the “hot,” perceivedly more creative agencies, including Chiat/Day, Fallon
McElligot, and Wieden and Kennedy.

Relatedly, more and more large clients are separating the job of media buying
from their many different ad agencies and passing that on to the new independent
media buying services, consolidating it (often on a media-by-media basis) with one
particular agency, or even setting up their own media buying operations. As is dis-
cussed below, this leads to greater negotiating clout with the media owners, thus
lower media costs.

As a result, many agencies are scrambling to “reinvent” or “reengineer” them-
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Necessary Agency Strengths

Creative Talent
35.6%

Know Client's
Business 24.8%

‘ Talent to Listen 2.0%
Integrity & Honesty 4.0%
Organized/Consistent 5.9%

Client Relationship 5.9%

Quality People 10.9%

Don’t Know & Other 10.9%

Agency Weaknesses

Don’t Know &
Other 21.9%

Client Bus./Lack
Know. 27.0%

~— "=} Bad Media Buying 1.0%
Don’t Meet Deadline 3.1%
Too Much Creat. Focus 4.2%
Inconsistent Service 4.2%

_Personnel Turnover 4.2%

Cost Estim
11,

ating
5%

Poor Account Execs 7.3% Hype & Misrepresent 7.3%

Lack Creativity 8.3%

Figure 14, Advertising agency strengths and weaknesses.

Reprinted with permission from the March 28, 1985 issue of Advertising Age. Copyright 1985 by Cruin
Communications, Inc. All rights reserved.

selves. As a case in point, the Interpublic Group (the owner of McCann-Erickson,
which has part of the Coca-Cola account) has recently (a) acquired several smaller,
Creative agencies, such as Ammirati and Puris/Lintas and merged them into its net-
works, (b) “spun off” smaller “creative boutiques” under its umbrella, and (¢) ac-
quired Western International Media, one of the leading independent media buying
services. In addition, this agency group, like many others, is exploring how best to
use the newer media options, including interactive media, for its clients.®

Many of these trends, and others, are discussed further in the two readings at
the end of this part of the book (after Chapter 2).
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Agency Organization

A modern agency employs three different types of people in addition to those han-
dling administration. The first is the creative services group, which includes copy-
writers, artists, and people concerned with advertising production. This group
develops the advertising campaign, prepares the theme, and creates the actual ad-
vertisements. The second is the marketing services group, whose responsibility
includes media and market research. This group contains the technical special-
ists—the psychologists who direct market research efforts and the operations re-
searchers who develop the media buying models. The final major group is the
client services group, which includes account executives. An account executive is,
in many respects, an agency’s counterpart to a client’s brand manager. An account
executive is responsible for contact with the client. One of his or her important
functions is to understand and perhaps contribute to the development of the
client’s advertising objective and then to communicate it to the créative services
and marketing service groups. As the advertising campaign is developed, the ac-
count executive obtains advice and decisions from the client as they are needed.
In addition to these operating groups, there is usually a review board consisting of
key agency people who review all campaigns generated within the agency.

In recent years, several agencies have embraced another organizational in-
novation called “account planning,” first developed in the United Kingdom. An ac-
count planner is a specialist in consumer attitudes and motivations who relies on
qualitative in-depth research and who works with the account and creative teams
in ensuring that the campaign is built with a deep and thorough understanding of
the consumer’s point of view. In the United States, the Chiat/Day agency, which is
well known for its creativity, has championed this approach. It is more frequently
used (and talked about) by smaller agencies, who wish to show that their creative
leaps are also strategically sound. Many of the largest agencies do not have an ex-
plicit account planning function, although some of the same work is performed by
research specialists who work closely with the account; these people are often
called “consumer insights” specialists.*

The Full-Service Agency and Alter natives

The dominant type of agency provides a full spectrum of services, including mar-
ket research, new product introduction plans, creative services, and media pur-
chases, and is termed a full-service agency. Alternatives to the full-service agency
for large advertisers have recently appeared. Basically, these involve the replace-
ment of the large agency with smaller specialized organizations, perhaps supple-
mented by a greater in-house client involvement in the process. It is stimulated by
the development of organizations that specialize in media purchases (such as
Western International Media, or Vitt Media International, which keep about a 3 per-
cent commission) and others that provide only creative services—the “creative
boutiques.” The perceived need to make advertising and media dollars work
harder—by negotiating bigger media discounts by consolidating media buying and
by using smaller agencies that are sometimes perceived to be more creative than
the larger ones—have led to these developments. Several client companies and ad-
vertising agencies have set up subsidiaries through which media buys are consol-
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idated, and thus made more cheaply, while medium-sized advertising agencies of-
ten turn to external media buying companies to benefit from the negotiating clout
of these companies.*

Magnavox is a firm that has had experience with a la carte buying of adver-
tising services. A Magnavox executive explained the reasoning behind the move.
pointing out that the new wave of a la carte advertisers seems to be eliminating
many costs related to agency middleman functions, such as account management
and marketing and research processors. Along with the elimination of the full-
service agency’s overhead factors, this probably reduces the 15 percent commis-
sion that the agency normally collects by at least one-third. The advertiser should
be able to obtain the needed services for the remaining 10 percent and, if it does
some of the media buying internally, for print, it can come in under 10 percent. The
15 percent agency commission on ad production, research, and other functions
that an agency buys outside is also saved.®

The American Association of Advertising Agencies has set forth a position
paper in which it presents the case for the full-service agency, arguing against
“piecemealing.” They identified ten advantages of a full-service agency, including
centralization of responsibility and accountability, simplified coordination and
administration of a client’s total advertising program, greater objectivity, sales-
oriented creative work, synergistic experience, a stronger pool of talent, and a bet-
ter working climate.

The Media

.

The amount of money spent on advertising in the various media from 1935 to 1993
is shown in Table 1-5. Through the years, the largest media category has been
newspapers, which carried about 23 percent of all advertising placed in 1993, mea-
sured in terms of total client expenditures of $32.03 billion. The second-largest
medium in 1993 was television, which was nonexistent until 1945, with $30.6 billion.
Direct mail was the third-largest medium, with expenditures of about $27 billion,
Thus, direct mail, a medium with low visibility in many respects, garnered almost
three times as much advertising revenue as did radio ($9.5 billion). Direct mail has
dramatically increased its share of media expenditures in recent years, rising from
14 percent of all media expenditures in 1980 to 19.7 percent in 1993. In contrast,
newspapers during the same period dropped from 28.5 percent to 23.2 percent.
Television increased in media share from 20.7 percent to 22.2 percent, whereas
magazine share dropped from 5.9 percent to 5.3 percent. The strength of direct mail
is its potential for pinpointing an audience and its capacity to present large quanti-
ties of advertising. It is a rapidly growing medium, and we discuss it in detail in
Chapter 3. Business papers are primarily the trade magazines used by industrial
advertisers and others who target their advertising to nonconsumer audiences.
Media developments have dramatically influenced the thrust of advertising
through the years. Perhaps the most significant contribution to advertising was
the development of the printing press by Guttenberg in 1438. Forty years later, in
1478, William Caxton printed the first English language advertisement, a handbill
for a book of rules for the clergy at Easter.* The printing press, of course, made
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possible newspapers and magazines, the print media on which most advertising
still relies.

The first important medium was newspapers. The earliest agencies, in the
mid-nineteenth century, were essentially agents for newspapers. They provided a
classic wholesaling function for the newspapers, each of which was too small by
itself to sell space directly to the national advertisers. To a large extent, news-
papers, particularly the smaller ones, still employ agents to sell their space to
national advertisers, although these agents are now organizations distinct from
agencies. However, the newspaper is really the domain of the local merchant. More
than 80 percent of newspaper advertising is placed at the local level, and the most
important newspaper advertisers are local retailers. There were about 1,640 daily
newspapers in the country in 1990, reaching 63 percent of all adults (and a higher
percentage of these highly educated and with high incomes). The highest-
circulation newspapers are'1 The Wall Street Journal (1.9 million weekday circula-
tion) and USA Today (1.3 million).®

For all the attention that television, cable, and the new multimedia forms of
audio-visual communications have received, it is nevertheless interesting that to-
tal television advertising (including network, cable, spot, and syndication) in 1993
was still exceeded by total newspaper advertising (see Table 1-5). Furthermore, al-
though the total share of newspaper advertising has declined since the advent of
television, the decline has only amounted to a few percentage points. In 1993,
about 23 percent of all advertising expenditures went into newspapers, and most
of this went into local newspapers. Local newspaper advertising expenditures in
1993 were $28.4 billion, down slightly from 1989, when they were $28.6 billion. The
strength of newspapers comes from their dominant role in local advertising, espe-
cially by retailers such as department stores and automobile companies.

During the last decades of the 1800s, magazines began to assume increasing
importance. In that period, Lord and Thomas concentrated on religious and agri-
cultural periodicals, becoming the exclusive agent for many of them. After the Civil
War, a young space salesman, J. Walter Thompson, decided to focus on the general
magazine field, particularly the just-emerging area of women'’s magazines.* He pro-
vided advertisers with a list of several dozen from which they could choose. His
choice of emphasis partly explains the phenomenal early success of the agency
that still bears his name.

Until television arrived, magazines were the largest national advertising
medium. With the advent of television, the magazine industry—and particularly
the mass-circulation magazines—began to feel the heavy pressure of competition.
With the failure of such classic magazines as The Saturday Evening Post, Look, and,
finally, Life, many began to question the long-term future of the magazine industry.
Actually, magazines have considerable strength and vitality, despite these visible
setbacks. The year that the Post stopped publishing, 20 other magazines also
merged or closed their doors, but more than 100 new ones appeared.”’ In 1950,
magazine circulation was 140.2 per 100 population; twenty years later, it was 170.5
per 100 population and was still growing.*

The character of magazine publishing is changing, however. Despite the con-
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tinued success of the Reader’s Digest and TV Guide, whose circulations were each
more than 16 million in 1990, it is a fact that magazines are becoming more spe-
cialized.* (In 1990, the highest-circulation magazine was actually Modern Maturity,
with 20 million.) Magazines today are aiming at special-interest groups and are of-
ten regional in scope. In 1990, there were about 2,100 consumer and farm maga-
zines and about 4,900 business magazines.* (Note that media people usually refer
to magazines as “books.”) As a result of magazine specialization, the audience is of-
ten more specialized and is therefore desirable to an advertiser who is attempting
to reach more specific audiences.

Magazines are innovating and attempting to capitalize on their physical con-
tact with the audience to make their advertisements more effective.* Perfumed ink
was used as early as 1957 for Baker’s coconut in a Better Homes & Gardens adver-
tisement. Since then, it has been used in advertisements for perfume, cologne,
vodka, and soap. Recordings, such as Remington’s “Music to Shave By,” are in-
cluded in advertisements. They are particularly effective in business advertise-
ments that have a lengthy, detailed Istory to tell. Actual product samples have
appeared in .advertisements for Band-Aids, candy, facial tissues, and computer
software. Catalogs and other booklets have been included in magazine advertise-
ments. These and other innovations reflect the willingness of magazines to build
on their strengths.

Radio emerged in 1922 as an exciting, new advertising medium. Its coverage
of the 1922 World Series established it dramatically as a unique communication
medium. The 1930s and 1940s were the golden years of radio. Without the compe-
tition of television, the network programs—irom the soap operas to the major
evening shows that starred such luminaries as Jack Benny, Eddie Cantor, Fred
Allen, and Bing Crosby—caught and held the attention of the American people’
With the advent of television, however, radio went into the doldrums. But in the
1960s, radio started to make a comeback, finding a useful niche for itself by pro-
viding entertainment, news, and companionship, particularly for those in a car or
otherwise occupied outside the home. It seemed to serve a purpose in a mobile
and restless society. Radio’s revitalization has been achieved by such program-
ming innovations as talk shows, the all-news format, and hard-rock programs, and
by such technological innovations as transistors and the “Walkman,” which makes
radios highly portable for people of all ages. Like magazines, radio has become
more specialized as stations try to serve well-defined segments of the population.
It has been particularly successful in developing a youth appeal. Like newspapers,
it is a good medium for local advertisers, who provide radio with more than 60 per-
cent of its advertising. In 1990, there were over 5,000 AM and 5,000 FM stations,
plus about 1,700 noncommercial FM stations, and although individual radio sta-
tions only command, on average, a 1 percent share of local listenership, radio net-
works enable advertisers to reach 8 to 9 percent of all U.S. adults at any one time
and up to 75 to 80 percent of all U.S. adults cumulatively in a week.”

Television, delayed by World War II, began in the mid-1940s. In 1948, Milton
Berle premiered his show, which was to dominate the ratings during the early
years of commercial television. During the first decade of television, the advertiser
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usually sponsored and was identified with an entire program. This differs from the
present practice of having several advertisers share a program. Advertisers were
naturally attracted to this new medium because it provided an opportunity for pre-
senting live demonstrations to large audiences. Television grew rapidly during the
1950s and 1960s. The number of homes with television sets in the top fifty markets
increased from 6 million in 1950 to 30 million in 1960 and to 40 million in 1970.% To-
day, about 92 million of the 94 million U.S. homes can be reached by television,
through the approximately 200 affiliates of each of the big three broadcast net-
works, the Fox network, and major cable channels like ESPN, CNN, WTBS, USA,
Nickelodeon, MTV, and TNN. Each of these cable channels is now available in ap-
proximately 50 million TV homes.

The installation of fiber-optic cable to households throughout the United
States and many parts of the world promises to speed the development of the so-
called information highway with many important implications for the media in-
dustry. Some of the likely developments during the 1990s will be the addition of
many more kinds of interactive services in which consumers can play games, or-
der products, do their banking, and search libraries and databases. Whether the
television set, an elaborate telephone, or a computer workstation becomes the
dominant entry vehicle remains to be seen. All these functions may well be in-
tegrated into one comprehensive communications unit. Also, this new vision
promises consumers hundreds of cable television channels, on-line access via In-
ternet to computer networks throughout the world, movies that will be provided
instantly on demand, and dozens of other services. Much of the merger activity
among telephone, entertainment, cable, and computer companies that took place
during the early 1990s and continues today is motivated by a desire to take advan-
tage of these new media environments.

The advent of cable television, pay television, video recorders, and video-
discs promises to bring to television the same level of specialized audiences that
magazines now deliver. In 1993, cable TV was in approximately 62 percent of U.S.
homes with television. One consequence of these new technologies are the rela-
tive decline of the three major television networks (ABC, CBS, and NBC), which
have lost audience share to cable channels and independents in homes with cable
TV; from 91 percent in 1978, the network share declined to 62 percent in 1990.*
Another development has been the widespread use of remote control devices to
“zap” commercials by switching TV channels whenever ads appear. These new
technologies have thus moved us to the era of the “invited commercial,” because
viewers with the capability of bypassing commercials will only tend to watch
commercials that are exceptionally entertaining, informative, or involving. Reach-
ing this audience will require very different approaches to advertising creation
and testing. These consequences are discussed later in this book at appropriate
points.

Through other developing media technologies, including the ability to specif-
ically “address” each cable TV home from the cable “head,” the capability of offer-
ing programs to small special interest audiences is slowly emerging. Further, these
“addressable” cable systems are beginning to be tied into systems that, using gro-
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cery store checkout-lane scanner data, can create consumer databases that bring
together data on what every household saw in terms of advertising and then pur-
chased in local stores. Clearly, these technologies might someday make possible
some very sophisticated targeting of consumers, for it may be possible for adver-
tisers to schedule ad exposures to only those consumers considered most impor-
tant from either a retention or switching assessment. Also rapidly emerging are
new developments in direct-to-home satellite transmission, with the ultimate
prospect of reaching world audiences using visual approaches that are not tied to
any particular language.

Like the top advertisers and top advertising agencies, there are top media
companies. An important characteristic of the media industry is that most of the
leading companies are diversified and are large multinational conglomerates span-
ning all forms of media. Many of them also have significant revenues generated
from nonmedia sources as well. These worldwide media giants include Time
Warner which owns, among others, magazines such as People and Sports Illus-
trated, Home Box Office and Warner Amex Cable, Warner books and Warner
records, Time-Life Books, and the Warner Brothers movie studio. Other companies
include the Germany-based Bertelsmann, Italy’s Fininvest, Canada's Thompson,
Australia’s News Corporation (which owns TV Guide and Fox broadcasting in the
United States), France's Hachette, and the United Kingdom’s Maxwell Corporation.

Table 1-6 shows the top-ten leading media companies in the United States in
1993. The biggest company was Time Warner, with $5.72 billion in U.S. media rev-
enues in 1993. Notice that the three big broadcast networks (ABC, CBS and GE's
NBC) are represented in the top ten. To understand the media history, it is impor-
tant to appreciate that newspapers still dominate all other media in terms of rev-
enue. Among the top-ten media companies in 1993, for example, four own mostly
newspapers (Gannett. Advance Publications, Times Mirror, and Knight-Ridder). The
importance of magazines is reflected in the top group by Time Warner, publisher of
Time, Fortune, Life, Money, People, and Sports lllustrated. The largest cable television
companies in 1993 were Time Warner and Tele-Communications, Inc., which re-
ported about $3.6 billion and $4.2 billion in cable TV revenue, respectively.

Various types of sales promotions can also be considered by the advertiser
and represent yet another kind of media. The sales promotion industry has grown
rapidly in recent years, faster than advertising expenditures. In 1983, about 37 per-
cent of the total advertising and promotion budgets of packaged-goods companies
was spent on advertising, another 37 percent on trade promotions, and 26 percent
on consumer promotions. By 1993, the advertising share was down to 25 percent
tracde promotions were up to 47 percent, and consumer promotions were up to 28
percent.” Like the major media, each form of promotional activity is represented
by a professional trade association. Thus, the Promotion Marketing Association of
America (PMAA) and the National Premium Sales Executive Association (NPSEA)
focus on premiums, promotions, contests, couponing, sampling, price-offs. and
cash refunds: the Point-of-Purchase Advertising Institute (POPAI) covers point-of-
purchase and aisle display materials; the Specialty Advertising Association In-
ternational (SAAI) is concerned with specialty advertising, such as imprinted
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business cards and gifts; and the Trade Show Bureau (TSB) with trade shows.
Direct mail, represented by the Direct Marketing Association, is also often included
in this category.

A major trend in the media industry for the 1990s is the so-calied information
highway built with fiber-optic cable and connecting millions of households and
businesses throughout the United States and other parts of the industrialized
world. Dozens of multimedia services are being developed, to take advantage of
the new information age, from home movies on demand to bill paying, home bank-
ing, and in-home shopping. Interactive media, with which consumers can request
movies and do their shopping and banking from home computers or television
sets, is also evolving. Advertising will play a major role in these developments and
they, in turn, will undoubtedly shape advertising in new and different ways.

Another trend is toward consolidation and new competitive forms in the me-
dia, telephone, computer, entertainment, and electronic industries. Barriers to
competition between traditional telephone companies and cable companies are
breaking down and some rather hasty mergers and acquisitions have taken place.

Research Suppliers

The final type of facilitating institution is made up of companies that supply re-
search services to advertisers, advertising agencies, and the media. Currently,
there are more than 500 firms in the United States® that supply all kinds of re-
search information for advertising-planning purposes and for specific decisions,
such as copy and media decisions.

The first advertising researchers developed methods for assessing the effec-
tiveness of print advertising. From these early beginnings, research companies
have sprung up to provide a wide variety of services to advertisers, ranging from
consumer surveys and panels to copy testing, audience measurement, and many
others.*” The progress of the field of advertising research closely parallels the de-
velopment of each of the major media. The Audit Bureau of Circulations (ABC) was
one of the earliest firms to develop the first audits of newspaper circulation in
1914. The notion of auditing circulation quickly spread to magazines, and Daniel
Starch, a professor at Harvard University, developed the recognition method for
measuring magazine readership in 1919. Later, in 1932, Starch founded the firm of
Daniel Starch and Staff, which is still one of the largest firms that supply research
on print advertising. It is now called Starch INRA Hooper.

Radio research, and broadcast ratings in general, first began in the 1920s,
when Archibald Crossley started the Crdssley Radio Ratings. The industry ex-
panded greatly during the 1930s and 1940s, as politicians and advertisers realized
the potential of radio for reaching national audiences. Frank Stanton, later to be-
come president of CBS, began his career in radio research and, with Paul Lazars-
feld and others, initiated an office of radio research at Princeton University.
Lazarsfeld later moved this office to Columbia University to form the Bureau of Ap-
plied Social Research.

Television research became one of the numerous specialties of the A C.
Nielsen Company, and this company is particularly well known for its television
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program rating services. A. C. Nielsen, Sr., who founded the company in Chicago,
began by developing auditing services of the movement of products through retail
stores. This service is an important part of the current range of research services
supplied by this company, with revenues in 1993 of $1.05 billion. Nielsen’s other
major service focuses on media research and had revenues of about $204 million
in 1993. The company was acquired by Dun & Bradstreet in 1984 and is currently
part of D&B Marketing Information Services, Cham, Switzerland, a subsidiary of
D&B, Westport, Connecticut. A. C. Nielsen has long been known as the largest re-
search supplier in the United States, with five to six times the research revenues of
its closest competitors.

In a similar way to the internationalization of client, agency, and media firms,
research suppliers are increasingly international companies with offices in many
countries around the world. D&B Marketing Information Services, the parent of
A. C. Nielsen, derived 61 percent of its research revenues outside of the United
States in 1993.* Table 1-7 shows the largest U.S. research companies in 1993 and
their research revenues. As can be seen, D&B Marketing Information Services,
which includes IMS International (a company specializing in research for the phar-
maceutical industry), as well as A. C. Nielsen, heads the list with total research rev-
enues of over $1.868 billion. Information Resources Inc. (IRI), which has grown
very rapidly and is best known for its supermarket scanner services, was in sec-
ond place, followed by Arbitron, Walsh International, and Westat. Most of the firms
shown on the list provide data for advertising planning, implementation, and con-
trol purposes. D&B, IR, and Arbitron, offer syndicated services to which advertis-
ers subscribe on an ongoing basis. Others, such as Market Facts, provide custom
services tailored to the individual client’s specific needs.

Some companies tend to specialize in either copy testing (ad testing is com-
monly called copy testing even though it is the whole advertisement that is usually
tested, not just the copy) or audience measurement and provide information most
useful for copy and media decision making. In broadcast, ASI Market Research,
ARS, McCollum Spielman Worldwide, and the Gallup Organization are well known
for their copy-testing services. Among the better known copy-testing services for
print advertisements are those of Starch INRA Hooper. Concerning audience mea- .
surement, D&B (A. C. Nielsen) is the most prominent in broadcast. Simmons Mar-
ket Research Bureau is one of the leaders in print audience measurement. Dozens
of specialized services, such as Scarborough and CMR (CMR monitors advertiser
spending rates), are available for media planners. In print, ABC provides basic cir-
culation and other data for magazines and newspapers, and BPA provides similar
information for business, technical, and trade papers. SRDS (Standard Rate and
Data Service), Simmons, and MRI (Mediamark Research, Inc.) provide very useful
information on all media. Information Resources is an example of a firm that uses
supermarket checkout scanner data to evaluate advertising and other marketing
effects. Their service, called BehaviorScan, has grown rapidly and has now at-
tracted competing companies.

Market research is a significant industry in the United States and is the
source of much of the information used in advertising management. Throughout
the book, we will show how research information enters at various stages of ad-
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vertising management and discuss specific services in more detail. Here it is im-
portant to gain an inijtial impression of the diversity and range of such services arid
to appreciate the importance of their role in advertising management.”

PERSPECTIVES ON ADVERTISING « . . . .. ......

There is an extensive literature on advertising, made up of books, monographs, re-
ports, journa! articles, and speeches, most of which have been written since the
turn of the century. David A. Revzan of the University of California lists more than
450 books on the subject of advertising written between 1900 and 1969.”° There are
at least six advertising handbooks, eight histories, and several biographical ac-
counts of advertising people. Among recent such assessments are Stephen Fox’s
The Mirror Makers and Eric Clark’s The Want Makers.”

In addition to handbooks and historical perspectives, advertising has been
approached through a variety of paths and traditions. These different paths partly
reflect the perspectives of such various disciplines as economics, psychology, so-
cial philosophy, and management. They also reflect the needs of the audiences to
which they are addressed. Although many of the paths cross and some are ill de-
fined, it is possible and useful to identify some of the main tracks that have been
followed through the years. ;

Several books with an economic perspective, including Roland Vaile's Eco-
nomics of Advertising, were published in the 1920s.” The depression of the 1930s
increased public concern with the role advertising plays in our competitive eco-
nomic system. Critics argued that advertising inhibits competition. In this envi-
ronment, Harvard professor Neil Borden published a classic study of the economic
effects of advertising.” The evaluation of advertising as an economic force in soci-
ety has continued to receive attention over the years. A recent book in this tradi-
tion is Julian Simon’s Issues in the Economics of Advertising® The economic
perspective tends to deal with aggregate statistics of firms and industries and is
concerned with public policy implications.

The writings of sociologists, religious leaders, philosophers, and politicians
are also extensive, many reflecting critical views of advertising. Thus, in 1932,
Arthur Kallet and F. J. Schlink published 700,000,000 Guinea Pigs, followed by such
works as A. S. J. Basker’s Advertising Reconsidered in 1935, H. K. Kenner's The Fight
for Truth in Advertising in 1936, Blake Clarke’s The Advertising Smoke Screen in
1944, F. P. Bishop’s The Ethics of Advertising in 1949, and later works like Vance
Packard’s The Hidden Persuaders, Francis X. Quin's Ethics, Advertising and Re-
sponsibility, and Sidney Margolius’s The Innocent Consumer vs. the Exploiters.” Ad-
vertising is a controversial subject about which scholars, intellectuals, and
businesspeople tend to form strong and often contradictory opinions.”

Another approach to advertising, descriptive in nature, typifies the intro-
ductory texts covering the principles of advertising that have appeared from the
early 1900s to the present time. They describe such institutions of advertising as
advertising agencies and the various media, often from an historical perspective.
The relative importance and the operation of these institutions is of central in-
terest. Books of this type often also describe in some detail the physical process
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of creating advertising—the selection of type faces, the production process, and
other practical particulars. The descriptive approach generally focuses on what
advertising is in a macro sense and how it works at a detailed level. A good ex-
ample is William Wells, John Burnett, and Sandra Moriarty, Advertising Principles
and Practice.”

Behavioral approaches to advertising can be traced to Walter Dill Scott’s 1913
book, The Psychology of Advertising.*® Since then, there has been a steady stream of
books firmly tied to the behavioral disciplines, such as D. Lucan and C. E. Benson’s
Psychology for Advertisers in 1930 and, more recently, Edgar Crane’s Marketing Com-
munications.” This approach is largely concerned with the analysis of the commu-
nication process, using behavioral science theory and empirical findings. The
interest in motivation research in the 1950s and consumer buyer behavior in the
1960s provided impetus to this area of thought. During the past decade, in partic-
ular, an enormous amount of progress has been made in using theories and mod-
els from psychology, social psychology, and sociology to help understand buyer
behavior, the communication process, and the link between the two.

The research tradition in advertising parallels the development of the various
media research services discussed earlier. It has also done much to motivate acad-
emic work on basic advertising research and studies of advertising effectiveness.

The managerial tradition is really more recent in origin. Perhaps the first
book truly devoted to the subject of advertising management was a case book by
Neil Borden and Martin Marshall, Advertising Management: Text and Cases, pub-
lished in 1950 and revised in 1959.° This book, and the others that followed, ap-
proached the subject from the viewpoint of a manager faced with the tasks of
preparing an advertising budget, deciding how to allocate funds to different media,
and choosing among alternative copy strategies. These books were thus decision-
oriented and provided a contrast to the principles approach, in which the nature
and role of advertising institutions and advertising techniques tended to be the
point of emphasis.

Still another approach to advertising, even more recent in origin, is the
model-building perspective originating from the fields of operations research
and statistics. Although it had early predecessors, it really began in the late
1950s with the development of decision models concerned with allocating the
media budget.

The Approach of This Book

This book: like others, will touch on all these traditions, although its main thrust is
really to blend the last four. The managerial perspective will largely motivate the
book. The focus is on decision making, specifically those decisions that generate
an advertising campaign. The book involves an attempt to analyze .and structure
systematically the various decision areas within advertising and to present mater-
ial that shows promise of helping decision makers generate better alternatives and
improve their decision-making process.

In doing this, the book will draw heavily on the models and theories that have
originated from the behavioral disciplines and the more quantitative models that
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have emerged from operations research and statistics and the research techniques
and approaches that underlie each. Our goal will be to extend and organize these
models in such a way as to reveal their potential utility to decision makers.

SUMMARY. . . . ... ... ..

There are four major advertising institutions with which the reader should be fa-
miliar: the advertiser, the advertising agency, the media, and the research suppli-
ers. There is a wide variety of advertisers. Those who are classified as national
advertisers spend the largest share of advertising dollars. The balance is spent by
local advertisers. Advertisers can also be distinguished by the product type with
which they are involved: consumer packaged goods, consumer durables, retail
stores, or industrial products, for example.

In most cases, an advertising agency actually creates the advertisements and
makes the media-allocation decisions. For this service, it receives from the various
media 15 percent of the advertising billings it places. During the 1980s, advertising
agencies underwent a wave of acquisitions and mergers leading to the creation of
huge megagroups. Reasons for this trend include the high number of mergers in
client firms, the rise in other communications mix activities like promotions and
direct mail, and the need to reduce client conflict.

Media developments have dramatically influenced the thrust of advertising
through the years. The printing press made possible newspapers and magazines,
the major media before the advent of the broadcast media, television and radio.
Radio in 1922 and television in 1948 provided a new dimension to advertising and
sparked a period of growth. Despite the competition of the broadcast media,
newspapers continue to be the largest medium, with more than $32 billion tn ad-
vertising revenues in 1993. Television was second with about $30.6 billion, fol-
lowed by direct mail advertising’s over $27 billion. The rapid expansion of cable
television and the new computer networks that will make up the “information high-
way,” as well as the capacity of interactivity between sender and receiver promises
to bring television the same level of specialized audiences that magazines now de-
liver. Increased competition from cable has also cut deeply into market shares of
the major broadcast television networks. The marriage of computer and television
technologies, and the explosion of acquisitions and mergers in these and related
telephone, entertainment, and electronic industries are profoundly affecting our
views of what is meant by print and broadcast media and the roles that they will
play in the next century.

Modern advertising management is heavily involved with research, and a siz-
able industry of research supplier firms has grown up to serve the needs of ad-
vertisers, agencies, and the media. Today, over $1 billion is spent annually on
marketing and advertising research and specialized services associated with each
of the major media.

Since the 1900s, hundreds of books on advertising have been published, most
of which can be categorized into different writing traditions. Some are historical
and others descriptive in their orientation; still others represent the perspectives
of economists, social philosophers, managers, behavioral scientists, and quantita-
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tive model builders. As with past editions, this edition of Advertising Management
is motivated by the managerial perspective, the creative tasks, and media deci-
sions that generate new advertising campaigns or guide the management of ongo-
ing campaigns. The book also draws heavily on research and models that have
their origins in both the behavioral and quantitative disciplines. A major purpose
is to integrate these two model-building traditions to enhance their power and rel-
evance to advertising decision makers.

DISCUSSION QUESTIONS . ... .. .....---.---

1.

10.

11.

12.

Advertisers are defined as organizations that make use of mass media,
whereas nonadvertisers do not. Are there any exceptions to this definition? In
what other ways might advertisers and nonadvertisers be distinguished?
How will the role of advertising differ when the product involved is a consumer
packaged product instead of a consumer durable? How will it differ for a re-
tailer and an industrial advertiser? What part of the marketing program will ad-
vertising be assigned to in each case?

What similarities and differences would there be between the development of
an advertising campaign for the Ford Foundation or the Forestry Service and
Procter & Gamble or General Motors?

Consider the major institutions of advertising management given in Figure 1-1.
Are there others that should be included? Write a brief statement explaining
the primary roles of each institution.

Do you believe that a company like Procter & Gamble should develop its own
in-house agency, thereby keeping the 15 percent commission it would other-
wise pay an agency?

. What are some consequences of the significant number of advertising agency

mergers in the 1980s? Discuss and give examples to support your arguments.

. Examine Table 1-5 for media trends. Why did outdoor media decline between

1955 and 1965? What is its likely future now? Why did total advertising expen-
ditures increase so dramatically in 1950 and again in 1955 and 1984? Why did
radio decline in 19557 A : ) .

. Consumers will soon be able to purchase prerecorded videodiscs and engage

in two-way communications via cable television systems. What are some of the
implications of these developments for advertisers?

Critics of ‘advertising often wonder why certain advertisements are used. Out-
line the major research studies and research supplier services that would be
involved in developing a major national campaign.

Consider the different perspectives on advertising. For each, try to determine
what would be regarded as the key issues. What types of experimental evi-
dence would be of the greatest interest to each?

What are some advertising issues associated with global branding? Discuss
the pros and cons of family branding from a global, international perspective.
If you were to select an advertising agency to develop and implement a cam-
paign for a new Honda sporis car, what agency attributes would you consider
most important?
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ADVERTISING
PLANNING AND
DECISION MAKING

Plans are nothing, planning is everything,
(Dwight D, Eisenhower)

t you are planning a career as a brand or product manager in a large corpo-
Iration or perhaps 4 career as an accountant executive in an adveftising
agency, or it you think you will probably join a small firm or start a business
of your own, you need to learn how to develop and write advertising and mar-
keting plans. President Efsenhower may have been right when he put the em-
phasis.on the process of planning rather than on the plan itself, but it most
cases you will be responsible for developing a written plan and defending
that plan in front of your peers and senior execttives of a corporation Or non-
profit oréanization.,And, if you want io stay employed. in one of those well-
paid posiuons, you must learn decision making—haw to identify strategic
choices, how to choose the best alternative from among those available in a
given situation, and how to implement strategic and tactical decisions. This
book should increase your learning and skills in all of these facets of the sub-
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ject of advertising management. : S

Chapter 1 presented a broad view ot the field. Recall that the advertiser com-
ponent is the core of the system, Many of the perspectives in this chapter and the
balance of the book reflect the advertiser viewpoint. The major activities of adver-
tising management are planning and decision making. In most instances, the ad-
vertising or brand manager will be involved in the development, implementation,
and overall management of an. advertising plan. The development of an advertising
plan essentially requires the generation and specification of alternatives. The al-
ternatives can be various levels of expenditure, different kinds of objectives or
strategy possibilities, and numerous kinds of options associated with copy cre-
ation and media choices. The essence of planning is thus to find out what the fea-
sible alternatives are and reduce them to a set on which decisions can be made.
Decision making involves choosing from among the alternatives. A complete ad-
vertising plan reflects the results of the planning and decision-making process and
the decisions that have been made in a particular product-market situation.

This chapter presents a framework for advertising planning and decision
making. It is an elaboration of the advertising system model given in Chapter 1 and
expands the advertiser component. It also provides an overview of the structure
and contents of the book.
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SITUATION {—— Consumer/Market Analysis

ANALYSIS Competitive Analysis

MARKETING Role of Advertising, Saies Force,
PROGRAM ’ Price, Promotion, Public Relations

Y
The Lo . e
Communications/ ADVERTISING - ObJectwes/Segmentatnon/P'osmomr\g
Persuasion PLAN [~ Message Strategy and Tactics
Process —= Media Strategy and Tactics
[ 3
— Facilitating A i
IMPLEMENTATION ttating Agencies
l-— Social and Legal Constraints
Figure 2-1. Framework for advertising planning and decision making.
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The major internal and external factors involved in advertising planning and deci-
sion making are shown in Figure 2-1. Internally, situation analysis. the marketing
program, and the advertising plan are key considerations. As suggested in the dia-
gram, the three legs of advertising planning concern: (1) objective setting and tar-
get market identification, (2) message strategy and tactics, and (3) media strategy
and tactics. The advertising plan should flow from the overall marketing program.
Any advertising plan is best thought of as part of an overall marketing plan which
should be developed following a situation analysis of the organization’s particular
situation. Situational analysis implies research and research is vital to planning
and decision making. Once developed, an advertising plan is implemented and be-
comes an advertising campaign. carried out in the context of social. legal. and

global factors and with the aid of various types of facilitating agencies.

The balance of this chapter addresses each of these considerations. First, sit-
uation analysis is explained and discussed. Then a brief review of a marketing plan
is presented. This is followed by sections on facilitating agencies and a discussion

of the role of social, legal, and global factors.

MARKETING STRATEGY AND SITUATION
ANALYSIS . . . . . . o i i e e et e e

The planning and decision-making process begins with a thorough analysis of the
situation the advertiser faces and the development of marketing strategy. Market-
ing strategy includes the long-run vision and objectives of the company as well as
an articulation of the specific strategic position it will aim to occupy in the mar-
ketplace in the years ahead. The company’s strategic position might be either one
in which it is the low-price leader, seeking growth through offering prices that are



Table 2-1. (Continued)

C. Natute of competition ,
1. What s the present and future structure of competition?
A Number of competitors (5 versus 2,000) ‘
' B. Marketshares e
C.-Einancial resources o
D. Marketlng resources and skilis
E. Production resources and skills

2. What are the current marketing programs of established competitors?
- why are they successful or unsuccessful?

3. Is there an opportunity for another competitor?
why?

) .

4. What are the anticipated retaliatory moves of competitors? can they.
neutralize different mar keting programs we might develop?

D. Environmental climate

1. What are the relevant social, political, economic, and technoiogical
trends? :

2. How do you evaluate these trends? do they represent opportunities or
- problems? . o "

E. Stage of product life cycle
1. In what stage of the life cycle is the product category?

A. What Is the chr onological age of the product category? (Younger
more favorable than older?) '

B. What Is the state of the consumers’ knowledge of the product
category? -

2. What market characteristics Support your stage-of-life-cycle evaluation?
F. Cost structure of the industry

1. What is the amount and composition of the marginal or additional cost
of supplying increased output?

G. Skills of the firm |

1. DO we have the §K"|S and experience to perform the functions necessary
to be in the QUSII’!GSS?

A. Marketing skills

B. Production s:(m?" )

C. Management skills

D. Financial siiits

E. R&D skills -
. 2. How do our skills compare with those of competitors?
A Production fit
- B. Marketing fit
~ C.Andsoon
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Table 2-1. (Continued)

M. Financial resources of the Al e .

1. Do we have the funds to SUppOrt an effective marketing program?
2. Where are the funds coming from, and when wilt'they be avaliable?

i i £ . '/ fﬁ'(”‘v_':“ s

Source: Adapted from an unpublished note by Professor James R. Taylor of the University of

) ! Michigan. Used
with permission.

In many cases, a situation analysis is undertaken from the perspective of the
total company or product line and will involve finding answers to dozens of ques-
tions, including questions about the history of the product, distribution, pricing,
packaging, consumer analysis, and competition. While there are many parts to a
good situation analysis, two key components are the nature and structure of con-
sumer demand and the nature of competition.

consumer and Market Analysis

A situation analysis often begins by looking at the aggregate market for the prod-
uct, service, or cause being advertised: the size of the market, its growth rate, sea-
sonality, geographical distribution; the possible existence of different segments;
and trends in all of these aggregate market characteristics. See section B in Table
2-1 for sample questions.

It is vitally important, however, that the reasons for these aggregate statis-
tics and market trends be understood. The analyst needs to examine and under-
stand the attitudes and behaviors of consumers as individuals (or, in some cases,
as decision-making groups). See section A in Table 2-1. Who makes the purchase
decision? What benefits are they seeking from the product category? Why are
they satisfied or dissatisfied with particular brands? Key aspects of such con-
sumer research and analysis are examined in Chapter 4 (Setting Goals and Objec-
tives), Chapter 5 (How Advertising Works), and in Chapter 6 (Segmentation and
Positioning).

competitive Analysis

Advertising planning and decision making are heavily affected by competition and
the competitive situation the advertiser faces. Competition is such a pervasive fac-
tor that it will occur as a consideration in all phases of the advertising planning
and decision-making process and the various topics treated in much of the balance
of this book. A type of market structure analysis that involves the development of
perceptual maps of a market, for example, attempts to locate the relative percep-
tual positions of competitive brands. This topic is covered. in detail in Chapter 6.

Situation analysis should usually include an analysis of what current share
the brand now has (if it is an established brand), what shares its competitors have,
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trends in these shares, reasons for these trends, what share of a market is possible
for the brand, and from which competitors an increase in share will come. The
planner also has to be aware of the relative strengths and weaknesses—financial,
production, and marketing—of the different competing companies, and the history
of competitive moves and objectives in the product category. If we spend adver-
tising dollars communicating the fact that our brand has a desired benefit, will cer-
tain competitors begin claiming the same benefit, thus eliminating any competitive
advantage ;e may hope to get?

Opportunities for marketing and advertising can also be uncovered using
competitive analysis. Is there a “hole” in the market not now being filled by a com-
petitive offering? In other terms, is there a bundile of attributes that a consumer
segment desires that some competitor has not yet targeted against? Much re-
search shows that companies that are the first to launch brands that meet unmet
needs often have a “pioneering advantage” that later competing entries find diffi-
cult to fight.* .

These types of questions need to be asked and answered not only in the ini-
tial stages of developing an advertising plan but through the years in which old
campaigns are evaluated and improved. Many companies have initiated their own
tracking systems for monitoring competitive advertising that monitor the ccntent
of the advertising, how much money is being spent, and the media in which com-
petitive ads appear. We discuss some secondary sources of such competitive in-
formation in Chapter 17, since such competitive spending information is often a
useful input into the budgeting decision. A chapter is not devoted to competition
in this book. It is important to look at competition as a precursor to the planning
process and to appreciate that the development of plans and decision making with
respect to objectives, budgets, copy, and media all must take into account the
competitive factor.

MARKETINGPLAN. . . .. ... . _...... .. .

Advertising planning and decision making take place in the context of an overall
marketing plan. The marketing plan includes planning, implementation, and con-
trol functions for the total corporation or a particular decision-making unit or
product line. The marketing plan will include a statement of marketing objectives
and will spell out particular strategies and tactics to reach those objectives. The
marketing objectives should identify the segments to be served by the organiza-
tion and how it is going to serve them. The needs and wants of consumers on
which the firm will concentrate, such as the needs of working men and women for
easily prepared meals, are identified and analyzed in a marketing plan.

There are several marketing tools that can be.used to help an organization
achieve its marketing objectives. Most people are familiar with the “4 Ps"—the
marketing mix which includes product, price, place, and promotion. A marketing
plan formulates the strategy and tactics for each of these. The marketing plan
should be based on the specific problems or opportunities uncovered for the
brand by the situation analysis. It should serve as a response to those problems or
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opportunities through the allocation of the marketing budget and the development
of specific plans for various components of the marketing mix. A discussion of how
to create a good marketing plan can be found in any marketing textbook and is
thus not repeated here.

The effectiveness of the various elements of the marketing mix with respect
to the problems or opportunities should be the factor that determines what share
each receives of the total marketing budget. Conceptually, the budget should be di-
vided so that the marginal value of an extra doliar will be the same in all compo-
nents of the mix: dollars should be shifted to the areas that will produce the
greatest incremental sales volume. In evaluating the advertising budget, therefore,
it is important to keep in mind that incremental amounts of money put into adver-
tising must be more useful than the same amounts put into distribution or product
refinement, or even reduced prices. Chapter 16 is devoted to a discussion of the
media budget and how the optimal budget level can be determined.

Once this budgetary allocation has been decided, integration of the elements
of both the marketing mix and the communication mix is vital to the development
of successful marketing and advertising plans. Chapter 3 (Integrated Marketing
Communications) focuses on this issue and discusses complementary communi-
cations tools such as direct marketing, sales promotion and other action-oriented
advertising, public relations, and so on.

THE COMMUNICATION AND PERSUASION
PROCESS . .. ...t i iiiiieeieseeeeannas

The most important factor to be considered in planning advertising, in addition to
the marketing plan, is an understanding of the communication and persuasion
process. Although much has been researched and written about the effects of ad-
vertising and how it works, it is important to appreciate that this is a subject about
which there are few definitive answers. There are perhaps as many theories about
how advertising “works” as there are people who work in advertising, and it is im-
possible to discuss them all here. Some of these theories will appear in later chap-
ters, but we will present two well-known ones here. An appreciation for the
processes by which advertising works is of great value in designing advertising
plans—plans that maximize the advertisement’s impact on the consumer.

Advertising Communication System

Figure 2-2 shows one simple model of the advertising communication system. Ad-
vertising communication always involves a perception process and four of the ele-
ments shown in the model: the source, a message, a communication channel, and
a receiver. In addition, the receiver will sometimes become a source of information
by talking to friends or associatés. This type of communication is termed word-of-
mouth communication, and it involves social interactions between two or more
people and the important ideas of group influence and the diffusion of information.
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Perception
Process

Source > Receiver :: L
(Advertiser) Message (Audience) Destination

7 %

Channel Channel
(Media) (Word~ of-Mouth)

Figure 2-2. Model of the advertising communication system.

These ideas are discussed in Chapter 11 (Group Influence and Word-of-Mouth Ad-
vertising).

Source

The source of a message in the advertising communication system is the point of
which the message originates. There are many types of “sources” in the context of
advertising, such as the company offering the product, the particular brand, or the
spokesperson used. A model on source factors is developed in Chapter 12 (Cre-
ative Approaches) to show the various dimensions of source effects, such as cred-
ibility and attractiveness. They are of obvious importance in deciding how best,
and through whom, to communicate the advertising message.

Message

The message refers to both the content and execution of the advertisement. It is
the totality of what is perceived by the receiver of the message. The message can
be executed in a great variety of ways and can include, for example, the use of hu-
mor and fear, as discussed in Chapter 9 (Associating Feelings with the Brand). In
later chapters, specific types of television commercials will be discussed and can
also be considered ways to think about the advertising message.

Channel

The message is transmitted through some channel from the source to the receiver.
The channel in an advertising communication system consists of one or more
kinds of media, such as radio, television, newspapers, magazines, billboards,
point-of-purchase displays, and so on. The impact of the communication can be
different for different media. For example, an advertisement exposure in Vogue can
have an effect quite different from exposure to the same advertisement in Good
Housekeeping. In Chapter 17 (Media Tactics: Allocating Media Budgets), this chan-
nel effect will be considered in more detail. Word-of-mouth communication, as
mentioned above, represents another channel that is of special interest because it
can sometimes play a key role in an advertising campaign. It should be noted that
any communication system has a channel capacity. There is only sc much infor-
mation that can be moved through it and only so much that a receiver will be mo-
tivated to receive and capable of processing. For example, there is a physical limit
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to the number of advertisements that can be shown on prime time. Shortages of
available advertising time can be a real problem.

Receiver

The receiver in an advertising communication system is also called the target au-
dience. Thus, the receiver can be described in terms of audience segmentation
variables, lifestyle, benefits sought, demographics, and so on. Of particular inter-
est might be the receiver’s involvement in the product and the extent to which he
or she is willing to search for and/or process information. It is the characteristics
of the receiver—the demographic, psychological, and social characteristics—that
provide the basis for understanding communications, persuasion, and market
processes.

Destination
The communication model in Figure 2-2 does not stop at the receiver but allows
for the possibility that the initial receiver might engage in word-of-mouth commu-
nication to the ultimate destination of the message. The receiver then becomes an
interim source and the destination becomes another receiver. As mentioned ear-
lier, word-of-mouth communication resulting from advertising can be a critical part
of a campaign. The reality is that for some products the absence of word-of-mouth
communication can be fatal. It is only the word-of-mouth communication that has
the credibility, comprehensiveness, and impact to affect the ultimate behavior of a
portion of the audience. Furthermore, advertising can actually stimulate word-of-
mouth activity. Even when it cannot stimulate it, a knowledge of its appropriate-
ness and power can be very helpful.

Note that an advertising message can have a variety of effects upon the re-
ceiver. It can

* Create awareness

« Communicate information about attributes and benefits
« Develop or change an image or personality

« Associate a brand with feelings and emotions

+ Create group norms

« Precipitate behavior

Advertising Exposure Model

Figure 2-3 presents another model of the conununication and persuasion process
that shows the various processes that can occur after consumers are exposed to
an advertisement. First, exposure to the advertisement can create awareness
about the brand, leading to a feeling of familiarity with it. Second, information
about the brand’s benefits and the attributes on which the benefits are based can
register with the consumer can also result from exposure to the ad. Third, adver-
tisements can also generate feelings in an audience that they begin to associate
with the brand or its consumption. Fourth, through the choice of the spokesper-
son and various executional devices, the advertisement can lead to the creation of
an image for the brand, often called “brand personality.” Fifth, the advertisement
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Reminder or
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Figure 2-3. A model of the communication/persuasion process.

can create the impression that the brand is favored by the consumer’s peers, or ex-
perts—individuals and groups the consumer likes to emulate. This is often how
products and brands are presented as being fashionable. These five effects can
create a favorable liking, or attitude, toward the brand, which in turn should lead
to purchasing action. Sometimes the advertiser will attempt to spur purchasing ac-
tion directly by providing a reminder or by attacking reasons why the consumer
may be postponing that action.

These two models help us to understand how and why consumers acquire,
process, and use advertising information. It is also important at the planning stage
to develop a good understanding of where advertising fits into the total pool of in-
formation and influence sources to which a consumer is exposed. Understanding
information processing invariably leads to the need for understanding.a wide
range of other important psychological constructs, such as perception, learning,
attitude formation and change, source effects, brand personality and image, cog-
nitive and affective response, and social factors such as group influence. Chapters
5 through 10 are devoted to these topics. With this background in the communica-
tion and persuasion process behind us, let us return to the steps involved in the
creation of the advertising plan. '
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THE ADVERTISINGPLAN. . . . . . . . ..o v

As depicted in the flow diagram of Figure 2-1, the advertising plan should only be
developed once the overall marketing plan has been created and the role of adver-
tising within it has been assessed. Advertising planning and decision making focus
on three crucial tasks: objectives and target selection, message strategy and tac-
tics, and media strategy and tactics. Every advertising plan will, at a minimum, re-
flect planning, decisions, and commitments concerning each of these three major
components. The broad purpose of advertising management is to develop, imple-
ment, and control an advertising plan. Planning as a process involves the genera-
tion and specification of alternatives. Decision making concerns the choice of the
best alternative. Which strategy alternatives are feasible in a given situation?
Which one should be adopted? What media mix will be most effective? These are
some of the questions every advertising manager must address.

In an established-brand situation, analysis will involve a retrospective look at
what has been done in the past and whether basic changes in the current plan are
called for. In new product situations, the manager may be essentially starting from
scratch, and each aspect of the plan will require basic new thinking, significant
amounts of new research information, and the development of entirely new adver-
tising objectives and new copy and media strategies.

Alternatives with respect to objectives and the target market must first be
carefully evaluated and specified. Then copy alternatives must be developed and
analyzed with respect to both content (message strategy) and execution (message
tactics). The decisions made at this stage take the form of the advertising cam-
paign adopted in the particular situation. Finally, media alternatives need careful
specification and analysis and decisions must be made on how much money to
spend (media strategy) and where to allocate it (media tactics). In each case, plan-
ning and decision making are involved.

Objectives and Target Selection

The pivotal aspect of any management plan is the development of operational ob-
jectives. An operational objective is one that provides useful criteria for decision
making, generates standards to measure performance, and serves as a meaningful
communication device. Objectives in advertising can be couched in many ways
and still fulfill the functions of an operational objective. It is sometimes possible to
develop objectives in terms of sales goals. Such goals are desirable because they
appear to provide a readily accessible and absolute indication of advertising per-
formance. However, because other marketing variables and competitors’ actions
can have an important impact on sales, it is often necessary to establish objectives
in terms of intervening variables such as brand awareness, image, and attitude.
The link between such intervening variables and advertising is more direct. Thus
a significant increase in brand awareness can usually be identified with advertis-
ing. There are simply few other possible causes. To justify the use of intervening
variables, a link must be established between them and subsequent sales. Much of
Chapters 4, 5, and 6 of this book will deal with the nature of that link.
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An important part of the objective is the development of a precise, disci-
plined description of the target audience. It is often tempting to direct advertising
at a broad audience; the implicit argument is that everyone is a potential customer.
The risk is that a campaign directed at too wide an audience will have to have such
a broad appeal that it will be of little interest to anyone and thus be ineffective. It
is best to consider directing the advertising to more selected groups for which it is’
easier to develop relevant, stimulating copy. An advertiser need not be restricted
to one objective and one campaign. It is quite possible to develop several cam-
paigns, each directed at different segments of the market, or to develop one
campaign based on multiple objectives. Chapter 6 looks at different ways of seg-
menting markets and ways to “position” brands to attract specific segments.

Message Strategy and Tactics

The actual development of an advertising campaign involves several distinct
steps. First, the advertising manager must decide what the advertising is meant to
communicate—by way of benefits, feelings, brand personality, or action content.
We call this message strategy and devote five chapters in Part Ill to it. Once the con-
tent of the campaign has been decided, decisions must be made on the best and
most effective ways to communicate that content. These executional decisions,
such as the choice of a spokesperson, the use of humor or fear or other tones, and
the selection of particular copy, visuals, and layout, are what we call message tac-
tics. Part IV of the book discusses these tactics, as well as other aspects of imple-
mentation, such as copy testing, advertising production, and the process of
client-agency interaction.

Message Strategy
One of the first strategic objectives has to be the design of an advertisement that
gains attention, for without that nothing else is possible. In Part IIl (Message Strat-
egy), we review in Chapter 7 (Attention and Comprehension) theories of attention,
comprehension, and perception processes and discuss how advertisements can
be created that capture and retain a consumer’s attention. How can attention best
be captured in an age in which thousands of advertisements compete for attention
and in which consumers can flip television channels with a mere flick of a remote
control device? Chapter 8 (Understanding Benefit-Based Attitudes) then examines
theories of benefit-based attitudes. Much of the material draws on recent work of
consumer behavior researchers in this area, particularly in extending our under-
standing of learning, attitudes, and attitude change. It focuses on how decisions
can be made about which attributes and benefits to emphasize in the advertising.
Chapter 9 focuses on theories and research that contribute to our under-
standing of advertising that is explicitly designed to generate emotional responses
in the audience, such as warmth, excitement, pride, and so on, and to “transform”
the brand by associating these feelings with it. How should advertisers choose
which emotions to evoke, and how can they tell when they have been successful?
Chapter 10 (Brand Equity, Image, and Personality) examines such questions
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as: What is brand equity? How can it be measured? What personality dimensions
or traits can brands acquire through advertising? What are the situations when
brand personality is more important in driving purchase? What is the importance
of brand personality in creating long-term “goodwill” for a brand? Most impor-
tantly, how can advertising and other marketing mix elements create such a brand
image?®

Next, Chapter 11 (Group Influence and Word-of-Mouth Advertising) looks at
the processes of group influence and word-of-mouth advertising and examines
how advertising can help shape group norms and fashions. In what advertising sit-
uations is group influence likely to play a major role? It is often useful to conduct a
personal influence audit, explained in this chapter as part of a general situation
analysis.®

Message Tactics

In Part IV (Message Tactics), we begin with Chapter 12 (Creative Approaches). The
pros and cons of different kinds of spokespersons and the kinds of advertising sit-
uations in which they may be most appropriate are presented and discussed.
Chapter 12 also examines other decisions on “tone and format,” such as the use of
fear, huinor, comparative advertising, and devices to increase distraction.

The content and tone must eventually be translated into specific advertise-
ments. Throughout the process, decisions have to be made concerning which dif-
ferent copy approaches, scripts, and final advertisements will be used. Chapter 13
(The Art of Copywriting) examines some of the existing knowledge on the princi-
ples of good copywriting for each of the major media (print, television, radio, out-
door), and presents capsule portraits of some of the creative geniuses that have
graced the advertising business.

Assessments of what makes for “good” copy are not merely subjective, of
course, and several kinds of research-based tests can be used, in the laboratory or
in the field, to enable a creative team to check the evolving campaign continually
against its objectives. These are discussed in Chapter 14 (Advertising Copy Test-
ing and Diagnosis).

Concluding Part IV, Chapter 15 (Production and Implementation) examines
how advertisements actually get created, produced, and implemented and de-
scribes the client-agency relationship through which this happens. Here, we also
present some wisdom on how clients and agencies can best work together to cre-
ate the most effective advertising.

Media Strategy and Tactics

Whereas message strategy generally concerns decisions about how much to allo-
cate to creating and testing advertising copy, media strategy concerns decisions
on how many media dollars to spend on an advertising campaign. Media tactics
comprise the decisions about which specific media (television, radio, magazines,
etc.) or media vehicles (David Letterman’s Tonight Show, Reader’s Digest, etc.) to
use. Both media strategy and tactical issues are covered in Part V.



CHAPTER 2

Media Strategy

The advertising budget decision, covered in Chapter 16 (Media Strategy: Setting
Media Budgets), is closely tied in with the objectives and target selection decisions
discussed in Chapters 3, 4, and 5. Although there are many rules of thumb often
used to decide how much money to spend on advertising, the soundest rules in-
volve beginning with a detailed specification of what a corporation is attempting to
accomplish with advertising, and the resources necessary. It is only when the job
to be done is well specified that the amount and nature of the effort—the amount
of money to be invested-in-advertising—can be really determined. In Chapter 16,
we will examine some of the traditional approaches to the advertising budget de-
cision and contrast them with approaches we recommend.

Media Tactics

Chapter 17 (Media Tactics: Allocating Media Budgets) discusses criteria that apply
in the allocation of an advertising budget across media types and within each me-
dia type. The media-allocation decision and media planning represent one of the
few areas in advertising in which the use of mathematical techniques and com-
puter programs is well accepted. These will be discussed, as will other factors that
need to be taken into consideration. One such factor is the type of vehicle audi-
ence and how well it matches the target audience of the campaign. Another is the
ability of the vehicle to enhance the advertising impact, perhaps by creating a
compatible mood or setting.

The type and nature of research information required to support media mod-
els differs somewhat from the perspectives of research in the case of copy deci-
sions. A media planner is interested in questions concerning the reach and
frequency of media alternatives, the effects of various vehicles, and matters in-
volving learning and decay rates over the life of a campaign. Media research is thus
a special topic that is treated, along with the sources of media data, in Part V.

The decisions made in the media area and in the other areas of objectives and
copy constitute the final advertising plan. What we want to stress is that advertis-
ing plans must all take these three major factors (objectives and target groups,
message strategy and tactics, and media strategy and tactics) into consideration
and that advertising plans will differ according to the decisions made in each area.
The internal differences between advertising plans stem largely from differences in
the external factors and the environmental situations that face advertisers. These
external factors shape the advertising plan in many ways, and it is vital that they
be analyzed in depth as the planning process proceeds.

FACILITATINGAGENCIES. . . . . .. ............

Another external factor identified in Figure 2-1 involves the agencies that facili-
tate advertising and provide the means to advertise. Recall that the nature and
role of these types of agencies and institutions were reviewed in Chapter 1. From
a situation-analysis viewpoint, the advertiser basically needs to know what kinds
of facilitating agencies exist and the nature of the services they can provide. From
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a planning viewpoint, much local advertising, for example, is done without the
services of an advertising agency or a research supplier. A national advertiser, on
the other hand, may have under contract many different agencies and research
suppliers, each serving one or more brands in a product line made up of several
products.

Many advertising decisions involve choices among facilitating agency alter-
patives. What advertising agency should be chosen? What media should be used?
What copy-testing supplier will be best for our particular situation? Concerning
the question of agency selection, for example, Cagley and Roberts’ found that the
“people factor” tends to dominate in agency selection. Characteristics such as the
quality of personnel, reputation, integrity, mutual understanding, interpersonal
compatibility, and synergism were very important. The study involved a mail ques-
tionnaire sent to 125 companies and ratings on twenty-five attributes ranging from
“critically important” to “not important.” Consideration of the facilitating agency
factor is woven throughout many parts of the book, with special focus in Chapter
15 on client-agency relations. In addition, the question of choosing a copy-testing
research supplier is treated at length in Chapter 14, and the question of what me-
dia and what media research services to use are the topics of Chapters 16 and 17.

SOCIAL, LEGAL, AND GLOBAL FACTORS. . . .. ...

The final external factor in the planning framework concerns environmental fac-
tors—social, legal, and global. In developing specific advertisements, there are cer-
tain legal constraints that must be considered. Deceptive advertising is forbidden
by law. However, the determination of what is deceptive is often difficult, partly be-
cause different people can have different perceptions of the same advertisements.
In guarding against deception, all types of perceptions must be considered. Fur-
thermore, the letter and the spirit of the law on deceptive advertising is evolving
rapidly. It is no small task to keep abreast of these developments. One solution is -
to create bland advertising that is vague and contains little specific information.
However, such an approach can result not only in ineffective advertising, but it can
lessen the social value of advertising by reducing the amount of useful information
that it provides to society. Thus, an advertiser who attempts to provide specific,
relevant information must be well aware of what constitutes deception in a legal
and ethical sense and of other aspects of advertising regulation. These topics are
covered in detail in Chapter 18 (Advertising Regulation).

Even more difficult considerations for people involved in the advertising ef-
fort are broad social and economic issues. Does advertising raise prices or inhibit
competition? Also, issues such as the appropriateness of the use of sex or fear ap-
peals are being examined. It has been suggested that women and minority groups
are exploited in advertising by casting them in highly stereotyped roles. Another
concern is that advertising, especially when it is more irrjtating than entertaining,
is an intrusion into an already excessively polluted environment. A whole set of
rules is emerging to cover advertising directed at children, and advertising of prod-
ucts such as alcohol and cigarettes, and the use of environmental and health
claims in advertising. These and other similar concerns, particularly those that af-
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fect copy and creative strategy, are developed more fully in Chapter 19 (Advertis-
ing and Society).

Most large corporations and advertising agencies are now multinationals and
global in their perspectives and organization. Chapter 20 (Global Marketing and
Advertising) addresses some of the issues, benefits, and costs of global marketing
and advertising. This is the last chapter in the book, and it provides a fitting end to
understanding modern advertising and advertising management in the world of
the 1990s.

SUMMARY. .. ... ....... e e e e e e e e e ee e e

The predominant perspective of advertising management is that of the advertiser
or brand manager in the advertiser component of the overall system. The broad
purpose of the manager is to develop, implement, and control an advertising plan.
His or her major activities involve planning and decision making.

Planning concerns the generation and specification of alternatives, and deci-
sion making concerns the choice process. Which alternative should be chosen?
Which message or media strategy is best in a particular situation? What copy
theme should be used? What media mix will be most effective? The advertising
plan is developed in the context of the company’s total marketing program which
flows from situation analysis and an assessment of the consumer/market and com-
petitive situation the company is in. Externally, the manager needs to engage in sit-
uation analysis with respect to the market conditions that are operating at the time
and to assess the consumer/market, competitive, facilitating agency, and social,
legal, and global factors that will affect decision making and the development of
the plan. Internally, analysis should focus on the overall marketing program and
how advertising will interact with the various components of the program. It is vi-
tal that the advertising plan be developed so as to mesh with and support the var-
ious components of the marketing and communications mix such as personal
selling, pricing, public relations, and promotion. The advertising manager also
needs to know the major areas of his or her planning and decision-making respon-
sibilities. There are three areas of major importance: objective and target selection
considerations, message strategy and tactics, and media strategy and tactics. Plan-
ning and decision making are required from each perspective, and the final adver-
tising plan will reflect the various decisions made in each area. Figure 2-1
organized these factors into a planning and decision-making framework for adver-
tising management that is driven by the need for advertising managers to have an
in-depth understanding of communication and persuasion processes.

Two views of communication and persuasion processes. were presented in
this chapter (Figures 2-2 and 2-3), and later chapters will develop others. Cogni-
tive and affective, or feeling, processes that occur between exposure to advertise-
ments and ultimate buying or consuming behavior are primary points of focus.
Exposure can lead to increased awareness of and familiarity with the brand, added
information on brand attributes and benefits, creation of a brand image or person-
ality, association of feeling with the brand, linkages of brands with peers and ex-
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perts, and/or reminders and inducements to try or continue using the brand. All
can affect brand attitude and ultimately purchase behavior.

Implementation of advertising plans is done with the assistance of many dif-
ferent kinds of external organizations such as production houses, broadcast and
print media, advertising agencies, and research supplier companies. These are the
“facilitating agencies” that help in bringing advertising into being. Also, implemen-
tation takes place in an environment of major social, economic, legal, and global
forces. These, too, must be understood to develop effective advertising and en-
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1. What are the basic differences between planning and decision making in ad-
vertising management? How does an advertising plan differ from an overall
marketing plan? How do advertising decisions differ from other types of mar-
keting decisions?

2. Outline the major components and considerations that you would include in
your advertising plan if you were the brand manager of a brand of gasoline, a
major credit card, or a new electronic device for use in business computers. In
what ways would the plans differ? In what ways would they be similar?

3. An important internal component to be considered is the overall marketing
plan. Provide additional examples of how advertising interacts with the ele-
ments of the marketing plan.

4. Using the model in Figure 2-3, explain your reactions to a recent television ad-
vertisement.

5. Give an example of how a competitive situation would affect the development
of an advertising plan for a museum, an airline company, and a telephone prod-
uct.

6. Suppose in your assessment of the current advertising plan for your product
you decided that the execution of the advertising campaign was fundamentally
weak. Which of the facilitating agencies would you look to as a possible source
of the problem? Discuss some of the considerations in switching sources in
this case.

7. Advertising plans rest on three central planning and decision making consid-
erations. Name them and give examples of each.

8. Explain the meaning of the term “message strategy.” Give an example of three
alternative messages strategies that might be adopted for a brand of peanut
butter. Choose one of the strategies and defend your position.

9. It has been said that an advertising manager lives in an environment of con-
siderable uncertainty. Explain this statement. Do you agree? What are the chief
avenues open to reduce uncertainty?

10. It was stated in this chapter that it is often difficult to decide what is deception
in advertising and what is not. Do you agree? What rules or principles should
an advertiser use in deciding whether or not a message is likely to be consid-
ered “deceptive”?
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READINGS . . ... . ... .. ..... .. .. .. ..

#1—WHAT HAPPENED TO ADVERTISING?> . _ _ _ .

Mark Landler, Walechia Konrad, Zachary Schiller, and Lois Therrien

Madison Avenue was always a street that had just one side: sunny. The ad game, after all, is
about optimism and the power of positive thinking. Advertising legend David Ogilvy regularly
exhorted his top lieutenants to “encourage exuberance” and “get rid of sad dogs who spread
gloom.”

Well, welcome to Madison Avenue, 1991: It's the gloomiest kennel you ever saw. This
once-buoyant business is suffering through the deepest and most prolonged ad drought in 20
Yyears. Advertising has muddled through its share of recessions. But this downturn has sent an
unusual shiver through the industry. The gloom has even reached Chéteau de Touffou, the 12th
century French castle where Ogilvy now lives in retirement. The advertising world, says the 80-
year-old adman, is haunted by “a pervasive atmosphere of fear.”

BIG COMEDOWN ... ... c e e et

What's causing the fear is the suspicion among ad executives—and many of the publishers and
broadcasters who depend on ad sales for much of their revenues—that the current hard times
are only a foretaste of much slower growth to come. It’s a stunning comedown for a business
that had grown accustomed to a seemingly limitless boom. From 1976 through 1988, total U.S.

*Reprinted from September 23, 1991 issue of Business Week by special permission,
copyright © 1991 by McGraw-Hill, Inc.
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ad spending consistently grew faster than the economy as a whole. In 1981 and 1982, when the
U.S. economy caught a nasty cold, the ad biz didn’t even sneeze. Instead, it recorded eye-
popping growth rates of 12.8% and 10.2%, respectively.

New product categories, from personal computers to compactdisk players, were sprout-
ing everywhere. All of them required lots of advertising. Airline deregulation prompted carriers
to launch ad-intensive fare wars. The breakup of American Telephone & Telegraph Co. created
seven Baby Bells that had to make names for themselves. Financial-services advertising stam-
peded along with the bull market.

For the mass media, it was a seller’s market. The three TV networks demanded and got
double-digit ad rate hikes every year. As ad revenues soared, the agencies reaped millions from
their standard 15% commissions on media billings. Such heady growth spurred empire-building:
Rupert Murdoch and Robert Maxwell built multinational media conglomerates. Maurice and
Charles Saatchi snapped up ad agencies in Britain and the U.S., while three great American
agencies—BBDO Worldwide, Doyle, Dane, Bernbach, and Needham Harper Worldwide—com-
bined to form conglomerate Omnicom Group Inc.

Then the party stopped. Even before the recession, the industry began lagging behind
gross national product growth (chart). As consumer spending slowed and corporate profits with-
ered, marketers put the brakes on ad expenditures. Total ad spending grew just 5% in 1989 and
3.8% in 1990—well below nominal GNP growth. It could grow as little as 3% this year, accord-
ing to Robert J. Coen, the industry’s top forecaster. Coen, a senior vice-president -at agency
McCann-Erickson, has already downgraded his bellwether estimate twice.

And those aggregate statistics, which and spending on local ads, cable television, and di-
rect mail, don't reflect the much sharper downturn in advertising in the big mass media, such as
TV networks and national publications. Network ad spending fell 7.1% in the first half of 1991
from the same period last year, according to the Television Bureau of Advertising. And rev-
enues at the 170 magazines tracked by Publishers Information Bureau fell nearly 5% in the first
half of 1991. Newspapers have also seen their growth contract sharply, pressed by the wave of
retailer bankruptcies and plummeting real-estate and help-wanted classified ads. Total news-
paper ad spending fell 7% in the first half of 1991, says the Newspaper Advertising Bureau.

Now, advertising and media executives are searching fruitlessly for signs that clients are
ratcheting up spending. “I don’t know whether we’ve reached bottom,” says Allen Rosenshine,
chairman of BBDO. “At best, there’s a wait-and-see attitude among clients.” As Rosenshine and
his colleagues gird for a bleak winter, many of them are asking: Why did a relatively mild re-
cession trigger a depression in advertising?

Loyalty Gap

To many marketers, the reason is as simple as it is scary: The recession has taid bare forces
that are giving advertising a permanently diminished role in the selling of goods and services.
Cynical consumers are wearying of the constant barrage of marketing messages. They're be-
coming less receptive to the blandishments of Madison Avenue. And their loyalty to brands has
eroded as they see more products as commodities distinguished only by price.

At the same time that consumers have changed, technology and the proliferation of me-
dia are transforming the science of marketing to them. Now, companies increasingly can aim
their messages to carefully pinpointed consumers through direct mail. General Motors Corp., for
example, is rolling out its new Cadillac Seville with a mailing offering a videocassetlte to
170,000 young and affluent consumers. Or they can advertise on one of the new and sharply tar-
geted media. To reach young children, Levi Strauss & Co. used'to advertise mostly during Sat-
urday morning cartoons on the networks. Now, the company also advertises on MTV and a new
music channel on cable called Video Jukebox Network.

Then, too, there is a shift in philosophy at many major marketers. Leveraged buyouts,
such as the $30 billion deal to take RIR Nabisco private; have ieft many giant consumer-goods
companies saddled with huge levels of debt. And megamergers, such as Grand Metropolitan’s
purchase of Pillsbury and Philip Morris’ acquisitions of both Kraft and General Foods, have led
to a harsher bottom-line approach. So in category after category, brand managers are scram-
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bling to boost quarterly sales instead of investing in image advertising to nurture brands for the
long haul. To pump sales, they're shifting marketing dollars from ads into promotions such as
coupons, contests, or sweepstakes. And because most promotions are placed locally, compa-
nies are shifting dollars from national to local media. Many marketing experts believe that such
strategies—carried to an extreme—run the risk of damaging valuable brand franchises that en-
able marketers to price their products at a premium.

“SOBERED UP” . ... ...._........

To be sure, some marketers believe advertising spending will come back as soon as corporate
profits rebound. Advertising, they point out, is one of the easiest expenses to cut when profits
fall, since the savings go straight to the bottom line. Unlike interest expenses or capital costs,
advertising is “easy to get to from a budget-cutting point of view,” says James C. Reilly, general
manager for U.S. marketing at IBM.

And it’s true that ad spending often moves in concert with a company’s profits. IBM,
Adolph Coors, and Chrysler all saw their profits fall in the first quarter of 1991. And all three
pared their advertising budgets, according to market researcher Leading National Advertisers.
Profits at Philip Morris Cos., on the other hand, rose 22% in the same period. And the company
boosted its ad spending for Kraft Miracle Whip, Maxwell House Coffee, and other brands by an
average of 5.1%

For most marketers, however, there’s a more fundamental shift taking place: They no
longer regard advertising as the sine qua non of their marketing efforts. As a result, say many
companies, while ad spending will turn up with the recovery, it will probably never again out-
perform the overall economy as it did in the boom years. ‘1 absolutely, unequivocally do not see
a time when advertising budgets will grow like they did in the halcyon days,” says Philip
Guarascio, executive director of advertising strategies at GM. The marketing chief at one of the
largest national advertisers puts it more bluntly: “The recession has sobered everybody up,” he
says, “and if agencies think we'’re all going to start drinking from the same bottle again, they’re
kidding themselves.”

Madison Avenue is already feeling the postbinge blues. After years of ramping up, it now
faces a wrenching readjustment. Pretax profits at WPP Group PLC, the world’s largest ad hold-
ing company, plummeted 65% in the first half of 199]. Ogilvy & Mather Worldwide Inc., a WPP
subsidiary, has let almost 10% of its staff 8o, while Ayer, Inc., the nation’s oldest ad agency, re-
cently laid off 60 staffers. In agency hallways, beleaguered employees murmur as much about
pink slips as about their newest commercial.

The downturn has had a ripple effect on the media. The decline in ad spending has
pummeled the profils of newspapers, magazines, and broadcasting companies. Worse, as their col-
umn inches, ad pages, and commercial time go begging, publishers and broadcasters have had to
cut rates—eroding margins even further. Publications such as 7 Days and The National have
failed. The squeeze has forced media giants such as The New York Times, Time Warner, CBS, and
McGraw-Hill, publisher of Business Week, fo cut costs by buying out contracts of senior employees
or laying off staffers. With new rivals such as cable and Fox Broadcasting Co., some media indus-
try observers even wonder if the pinched ad economy can still support three TV networks.

It’'s enough to make media executives pine for the simpler days of the '50s, when GM
promoted cars by having Dinah Shore sing, “See the USA in your Chevrolet.” GM still mounts
big TV campaigns, of course: Its Heartbeat of America pitch is a well-supported successor to that
vintage Chevy campaign. But now, says Guarascio, “We're looking at a whole bag of marketing
options: event sponsoring, direct marketing, public relations, you name it.”

SATURATIONPOINT . . . . ... .. ... ... . ......

Guarascio and other marketers recognize how much has changed since the 1950s. For one
thing, consumers don't pay attention to advertising the way they used to. The average U.S. adult
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is already bombarded with 3,000 marketing messages a day. So it’s well-nigh impossible to get
any one pitch noticed or remembered amid all the clamor. “One of our real concerns is that we
have an inability to stand out,” says Robert Watson, director of advertising services at AT&T.

With good reason: Market researcher Video Storyboard Tests say viewer retention of
television commercials has slipped dramatically in the past six years. In 1986, 64% of those
surveyed could name a TV commercial they had seen in the previous four weeks. In 1990, just
48% could.

Worse, even when consumers do notice an ad, they're less interested in the brand mes-
sage it conveys. Consumers once clung to brands: There were Crest households and Colgate
households, families that washed with lvory and ones that showered with Dove. And the char-
acters Madison Avenue dreamed up to pitch brands became pop-culture icons—the likes of
Star-Kist’s Charlie the Tuna, Philip Morris’ Marlboro Man, Procter & Gamble’s Mr. Clean, or the
Pilisbury doughboy.

Now, many Americans, brought up on a steady diet of commercials, view advertising with
cynicism or indifferenice. With less money to shop, they’re far more apt to buy on price. And
they’re a lot less likely to be smitten by Tony the Tiger or the Campbell Kigds. A survey by ad
agency DDB Needham Worldwide Inc. found that 62% of consumers polled in 1990 say they buy
only well-known brands, compared with 77% in 1975. A recent Grey Advertising Inc. study says
61% of consumers regard brand names as an assurance of quality—a drop of six percentage
points since July, 1989. In the same study, 66% say they're trading down to lower-priced brands.

But even if consumers remained staunchly brand-loyal, marketers would be less willing
to blanket them with media advertising. To be sure of reaching the right audience, companies
once had no choice but to use general advertising campaigns, which reach nearly everybody.
Now, computerized market research is letting them collect detailed information on their cus-
tomers—not just the approximations offered by demographics, but the specifics of names and
addresses. Marketers such as American Express Co. and Philip Morris have assembled vast
data bases identifying their customers and their buying habits. With such information, compa-
nies now believe it’s as important to reach the right people as it is to reach lots of people.

Increasingly, direct marketing is the vehicle of choice. Junk mailed used to be the sales
tool for fairly specialized products and their services—credit cards or magazine subscriptions.
Now, marketers of mass consumer products ranging from cars to coffee are turning from the TV
box to the mailbox. Chrysler Corp., for example, recently mailed a videocassette promoting the
changes in its 1991 minivan to 400,000 current minivan owners. It included a coupon for a Rand
McNally road atlas redeemable at any Chrysler dealer. McCann-Erickson’s Coen figures na-
tional direct-mail spending will grow 6.5%, to $24.8 billion, in 1991, while ad spending on net-
work television will creep up just 1.5%, to $9.5 billion.

Even such traditional TV advertisers as Kraft General Foods Group are shifting to direct
marketing. Kraft uses individual mailings, a newsletter, and a toll-free telephone to sell its
Gavelia Kaffe, a premium Swedish coffee, to baby boomers and older consumers.

Direct mail has its problems. Consumers are also weary of being flooded by junk mail.
And the vast data bases of marketers have prompted fears that they could invade the privacy of
consumers.

SLICED THIN

The woes of the traditional mass media are being sharpened by the proliferation of new com-
peting media outlets. CBS, NBC, and ABC once commanded a 93% share of U.S. homes watch-
ing television. Now, they have just over 60%. The rest are watching Bart Simpson on Fox or a
baseball game on cable TV, which now reaches 59% of homes. Or they're watching a movie on
a rented videotape. Or a boxing match on pay-per-view television.

Some new media target even thinner slices of the population. Want to reach air travelers?
Turner Broadcasting System Inc. recently began testing a channel that will beam news from Ca-
ble News Network and commercials to TV monitors in airport waiting lounges. GM, AT&T, and
American Express have signed up as charter advertisers. How about grocery shoppers? Turner
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is also rolling out a channel to be viewed at supermarket checkouts. Both services beat mass
media on one important count: The advertisers know who their messages are reaching.

Packagedgoods companies such as Nestlé are also relying more on targeted media.
Camillo Pagano, Nestlé's worldwide market chief, figures that in the past two years, the giant
Swiss company has shifted roughly 20% of its advertising budget into alternative media. Pagano
wouldn't give details, but he says Nestlé will use a variety of these media in a new venture with
Coca-Cola Co. to sell cold canned coffee and tea under the Nescafé and Nestea brand names. Says
Pagano: “There’s no question in our mind that the key point is more targeting of the consumer.”

Nestlé and other marketers are spurred by a growing desire to measure the effectiveness
of their advertising. Media entrepreneur Chris Whittle says marketers can get more bang for
their buck by using his targeted media. His products include Special Reports Family Network, a
group of publications and a TV channel distributed to doctors’ waiting rooms, and Channel One,
a satellite service that beams 12 minutes of programming and commercials each day into
school classrooms. Whittle says a 30-second commercial on Channel One reaches 40 times
more teens than one on MTV.

Ad executives are unimpressed by such claims: “These methods may be effective,” says
Philip H. Geier, chairman of Interpublic Group of Cos., “but they are only adjuncts to mass me-
dia.” Still, Whittle has persuaded Quaker Oats Co., Procter & Gamble Co., and Burger King
Corp. to buy commercials on Channel One. “There are still people who believe in a core buy:
three networks and a dose of women’s magazines,” says Whittle. “But a lot of people under-
stand that’s not the way things work anymore.”

' There’s no denying that marketers want more accountability. Struggling to meet financial
goals in markets that often grow no faster than the population as a whole, packaged-goods com-
panies have been riding herd on their brand managers to produce quarterly sales results. The
impact of image-building advertising on sales can often be tough to see. Not so with price dis-
counts or coupons, which give sales a quick, easily measured kick. “People are saying: I can’t
wait for advertising to work. I've got to turn these dollars around more quickly,”” says Don E.
Schultz, a professor of advertising at Northwestern University.

In addition to luring consumers, manufacturers must satisfy the demands of an increas-
ingly powerful retail trade. Scanning devices at the checkout counter enable supermarkets to
see which products sell and allocate shelf space accordingly. To hold on to a coveted place on
the shelf, marketers must ante up dollars in the form of various “slotting fees,” trade discounts,
subsidies for the retailer’s own advertising, or payments for in-store displays. These fees have
ballooned because the explosion of new products has made shelf space that much more pre-
cious. And paying for them all cuts down on the amount of money available for traditional
brand advertising.

That has hit advertising like a kidney punch. Companies now spend 70% of their mar-
keting budget on promotions, leaving just 30% for ads, according to researcher Donnelley Mar-
keting. Ten years ago, advertising got 43%, vs. 57% for promotions. Ad execs and marketers
grouse that trade promotions are a form of extortion and that too many coupons dilute a brand.
But with the pressure for sales and the power of retailers only growing, few predict that adver-
tising will ever regain its share.

LOCALTIE-INS . . . . _ .. ... ... ... ...

Promotions also hurt mass media because they siphon dollars from national to local marketing
efforts. Burger King now spends half its ad budget on local tie-ins to build traffic in its franchises.
Burger King Chief Executive Barry J. Gibbons says that because of the greater choice of media,
network TV advertising will become less important. “The networks are efficient,” says Gibbons,
“but dollar-fordollar, they're not as effective.”

Even some brand advertising now carries promotional components. Not long ago, the Su-
per Bowl telecast provided a huge audience for some of the year’s flashiest new ads—for ex-
ample, Apple Computer Inc.’s atmospheric anti-IBM commercial that paid homage to George
Orwell’s 1984. Now, the telecast has become a platform for fevered promotions and sweep-
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stakes. The Bud Bowl, which invites consumers to guess the score of a mock football game for
prizes, competes with noisy promos for the soft-drink companies.

The highly praised Diet Pepsi ads starring Ray Charles and his bluesy rendition of You've
Got the Right One Baby, Uh-huh represent one of the best brand-image campaigns of 1991. But
the commercials also invited viewers to send in videos featuring their own rendition of the jin-
gle. A few are chosen for use in future Diet Pepsi commercials, and those viewers will win cash
prizes. Pepsi also just ended the Summer Chill Out campaign, a slickly produced series of ads
that gave away discounts, cash prizes, and 130 new cars. So what’s wrong with that? Again, the
money to run sweepstakes and promotions comes at the expense of airing more ads.

Media advertising is not going away, of course. Campbell Soup Co. plans to boost its ad
budget 30% next year. Some of that money will go to revive its fabled Campbell Kids campaign.
Herbert M. Baum, president of Campbell North America, hopes the new Kids will win younger
consumers over to its red-and-white soup cans. “We missed a generation or two of kids,” he
says. Another big marketer, P&G, has also bolstered its U.S. ad spending. And most advertisers
acknowledge that mass media can’t be beat as a low-cost way to reach huge audiences. “The
networks are still the Main Street of advertising, ” says Peter S. Sealey, senior vice-president and
head of global marketing at Coca-Cola.

“BLOODY FOOLS” .. ... ... .. ... . itenmeo...

THE

Sealey and other marketers also recognize that advertising is still the most effective method to
nurture a brand’s image over the long haul. The risk in cutting advertising support is that the
brand wili erode: Mars Inc. surpassed venerable Hershey Foods Corp. as the nation’s largest
chocolate maker because it spent more to advertise M&Ms and its other brands than Hershey
did. “Brands can take short-term cuts in ad spending,” says Roy J. Bostock, chairman of D’Arcy
Masius Benton & Bowles. “But there’s a time bomb waiting to go off.”

What's more, marketers have an interest in maintaining strong brand franchises because
it enables them to price their products at a premium. In doing so, America’s big consumer mar-
keters have been able to roll up comfortable profit margins.

So there’s no question ad spending will recover to some degree. But with companies rac-
ing to reach consumers in so many new ways, Madison Avenue is struggling to adjitst: Sincé
agencies now draw most of their commissions from placing media ads, they're rushing to de-
velop the faster-growing disciplines such as promotions and direct mail. They're also looking
overseas: The deregulation of media in Western Europe has fueled faster ad spending growth in
many of those markets. ' .

As the industry adjusts to these new realities, it may actually be returning to the fund .-
mentals of its business. Advertising, after all, does work in some fashion, even if its workings
are often mysterious. But when the good times were rolling, many ad agencies hurried to see
who could produce ever more lavish, ever more “creative” advertising. Clients complained that
their shops were interested only in grabbing awards or raking in millions from agency mergers.

Perhaps these hard times will help the business relearn a valuable lesson, says David
Ogilvy: “Maybe we’ll stop being such bloody fools and get down to our business, which is sell-
ing products for clients.” He should know. He began his career as a door-to-door salesman, and
the verity he learned then applies to the hard truths taking hold today: “No sale, no commission.
No commission, no eat.”

MEDIA GET THE MESSAGE—AND IT'S GRIM

Each summer, its a catand-mouse game. The Big Three networks post big rate hikes and ¢

quietly as advertisers scamper to lock up precious commercial time for the coming season. Bui
this year, the mice are having all the fun. Advertisers are having little trouble finding available
time. Best of all, they’re gelting discounts of up to 25%. Battered by a yearlong advertising down-
turn that feels more like depression than recession, CBS Inc. and NBC Inc. are offering these
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sweet deals because they have little choice. Their fear: If they don't catch the-advertisers now,
they may have to offer more expensive bait later. ‘

Many magazine publishers are caving in to pressure, to6. Until recently, most didn’t
budge from their published rate card. Now, although most won'’t admit it, publishers are offer-
ing their advertisers premiums or outright discounts. “There’s a school of thought that says: ‘If
you can say you’ve got the most pages, you're in good shape,’” observes Reginald K. Brack Jr,
chairman of Time Warner Publishing.

YESTERDAY'SDARLINGS . . . ... ... .........

But rather than shield the traditional mass media from a decline in advertising spending, such
stopgap measures have only worsened the pain. Now, not only are media companies selling
less advertising, but they’re also earning less for what they do sell.

The effect on profits has been devastating. Profits of media companies are especially
sensitive to fluctuations in ad revenue because they have high fixed costs involving staff, pro-
duction, and distribution. Since the cost of adding ad pages or commercial time is fairly small,
any incremental gain in ad revenue produces a much bigger jump in profits. Likewise, any loss
of ads slashes profits disproportionately. Selling time at a discount, for example, will badly hurt
CBS, which already reported a 67% decline in profits in the first haif of 1991. Still, CBS’s trou-
bles are nothing compared to Financial News Network Inc. or Family Media Inc., publisher of
Discover and Health magazines. Both have shut down.

The wave of failures has also come because of a glut in the business. For most of the
1980s, the media were everybody’s favorite boom industry. All three networks were gobbled up
by profit-hungry corporations. Rupert Murdoch paid $3 billion for TV Guide. publishers flooded
the shelves with hundreds of new magazines every year. And why not? The industry rolled up
annual increases in ad rates of 8% to 10%. Now all the new players have vastly overbuilt the
business—and the industry is in a shakeout.

Then there are structural changes in the ad marketplace that are reducing the number of
traditional mass media advertisers. Airlines, banks, savings and loan associations, movie stu-
dios, and retailers are copsolidating into fewer players, so each industry will spend less on ad-
vertising. The turmoil in the retail industry, for example, has sharply reduced the volume of
newspaper advertising. In Nei York City, the liquidation of B. Altman & Co. and Gimbels hurt
papers such as The New York Times. The Times, which saw its ad linage plunge 18.5% in the
first half of 1991, says it doesn’t expect its advertising to return to mid-1980s levels.

Magazines, meanwhile, are struggling as tobacco merchants, one of their key supporters,
continue to retreat from advertising. Cigarette makers are reducing print advertising as they
concentrate on promotions and direct marketing. Cigarette ad spending in magazines dropped
8.6% in the first half of 1991, according to Publishers Information Bureau.

The media have coped with lower profits by slashing costs. The Big Three networks have
laid off scores of staffers and closed bureaus from Johannesburg to St. Louis. Newspapers and
magazines are thinning their ranks through early retirement or layoffs.

The media are also striving to alter their approach. Traditionally, magazines relied on
advertising for more than half of their revenues. But many publishers are now raising subscrip-
tions and newsstand prices. And most new magazines make the bulk of their revenue from sub-
scription fees, according to Samir A. Husni, a professor at the University of Mississippi who
tracks magazine growth.

Still, most media are scrambling to look more attractive to advertisers. CBS is selling
packages of ads on several of its marquee sports events such as Major League Baseball, which
were once sold separately at high prices.

The print media are dividing their readership into thinner slices for niche-minded mar-
keters. Time, Newsweek, and four other magazines are using special ink-jet printing technology
to allow General Motors Corp.’s Buick Div. to personalize ads for its readers. “There is a sea
change in what advertisers are demanding,” says Thomas Rider, president of American Express
Publishing Corp. “They want targeting and micromarketing.”
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Multimedia companies are seeking an advantage by offering marketers advertising op-
portunities across several media. Time Warner has signed up-Chrysler Corp. and Mazda Inc. to
advertise in Time's magazines and in electronic media such as Warner's home videocassettes.
In return, they get more attractive ad rates.

The networks, meanwhile, are extolling themselves as the tast redoubt for mass mar-
keters. With the proliferation of media, they say, nobody can match the broad reach of the Big
Three. Daniel B. Burke, CEO of Capital Cities/ABC Inc., points out that even with declining au-
dience share, each network still commands 20% of the viewing audience every night. Cable net-
works, by contrast, rarely reach more than 2% apiece. “If you look at what we’re turning into,”
says Burke, “it’s still an enviable, wonderful thing.”

Such confidence led Burke to take a big gamble this year: ABC charged marketers signil-
icantly more per rating point than CBS or NBC. Burke believes advertising spending will recover
in early 1992. And if it does, ABC will have more time left to sell.

Other entrepreneurs share Burke's confidence. Walt Disney Co., for example, jus: bought
Discover. Kohlberg, Kravis, Roberts & Co. paid $650 million to buy nine magazines from Mur-
doch. And Fidelity Investments has snapped up several regional papers near Boston. “The re-
cession will end,” says Burke. “It always does.” Now if only advertisers would agree.

READINGS . . ... .. e ..

#2—DO YOU NEED YOUR AD AGENCY?® - ----- -~

Patricia Sellers

Do you need your ad agency?

If you buy Coca-Cola’s audacious new views on marketing, maybe not. Ever since Michael
Ovitz, the Hollywood talent agent, last fall snatched the advertising business of the most famous
global brand from the world’s largest ad agency, McCann-Erickson Worldwide, the earth has
been shaking beneath Madison Avenue. The latest quake: In early October, Coca-Cola pulled its
huge Diet Coke account, an estimated $65 million in the U.S. alone, from another ad giant, ‘Lin-
tas. Observes M. Douglas Ivester, Coca-Cola’s executive vice president and master of these ma-
neuverings: “An ad agency person, of course, is saying, ‘This breaks my paradigm. And it makes
my head hurt to even think about it’”

The pain in the paradigm is caused by impatient viewers who are zapping ads even as
the media marketplace gets more turbulent by the day. Brand equity, that commercial karma be-
tween consumers and products, is eroding universally. As a result, connecting with consumers
today requires more ads more often—but without more cost—produced and delivered in new,
unusual ways.

Yet the agencies have been devising big, expensive, cookie-cutter campaigns for these in-
creasingly fickle audiences in much the same way tnat top-heavy, vertically integrated, multi-
layered manufacturers used to produce automobiles no one would buy—and at cost plus a 15%
commission, no less. Now, just liké manufacturing, the advertising industry is undergoing seis-
mic change.

Big, bureaucratic agencies are delayering their managements, unbundling their services,
and “boutiquing.” Lintas even concocted an inhouse agencyette called L, to appease malcon-
tent client IBM. No go. IBM unplugged its $55 million personal computer account in late Octo-
ber, switching to tiny Merkley Newman Harty in the US. and DDB Needham in Europe.

- bFrom Patricia Sellers, “Do You Need Your Ad Agency?,” Fortune, November 15, 1993. ©
1993 Time Inc. All rights reserved. Used with permission.
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Needham last August spun off creative star Andy Berlin into his own agency to keep Volkswa-
8en of America’s $40 million account from driving away.

Brand owners, including MasterCard International and Reebok, are stepping to lesser-
known ad firms like Ammirati & Puris or to a few oddly configured large ones such as Leo Bur-
nett, where the creed essentially is “We don’t act big.” Nestlé and MCI alighted on Messner
Vetere Berger McNamee Schmetterer/Euro RSCG, a gang of streetsmart, highly productive ad-
makers who set up shop in 1986, Says partner and co-founder Bob Schmetterer, 49: “We thought
there was something tragically wrong with the traditional agency structure. The industry had
8one astray from the central thing clients need—giving insight and creative ways to sell,”

The weirdest new architecture of all: Chiat/Day, which is eliminating offices and desks
and giving employees lockers for their belongings. Enigmatic Chairman Jay Chiat, 62, Amer-
ica’s most celebrated ad-man a decade ago, says his “virtual agency” should foster creative
thinking and collaboration. It had better. Chiat/Day has lost a ton of business.

Coca-Cola isn’t finished maRing mischief, either. The company is moving Diet Coke to
Lewe & Partners, a limber midsize agency that shares a parent, Interpublic Group, with Lintas
and McCann. But the soft-drink giant plans to tap anyone, anywhere for ideas. So for the first
time since 1955,Coke is going outside the Interpublic agencies for major ad ideas. The recruits
so far are highly creative: little Fallon McElligott in Minneapolis, Nike’s agency Weiden &
Kennedy in Portland, Oregon, and probably even deskless Chiat/Day. Jeff Goodby, a ponytailed
partner at fastgrowing Goodby Berlin & Silverstein in San Francisco, observes all the commo-
tion with glee. “It’s kind of like deregulation,” he says. “The rules are gone.”

The rule of the Eighties was “Consolidate and integrate”: Merger-created mega-agencies
like Saatchi & Saatchi and WPP Group combined diverse services such as product design, cor-
porate identity, public relations, and consulting under one roof. on the notion that these spe-
cialties could be peddled to global corporations. The whole egg, Young & Rubicam called it

Most clients saw little reason to one-stop shop, and the egg began to rot. Aduvertising con-
glomerates got stuck with unprofitable divisions and loads of debt. The stock of Saatchi (in-
cluding Saatchi & Saatchi Advertising, Backer Spielvogel Bates, CME KHBB, and Rowland
Worldwide public relations) is trading around $7, vs. a high of $17.38 in 1991. The company,
with billings of $11.8 billion, is expected to show earnings this year for the first time since 1988.
WPP (Ogilvy & Mather, J. Walter Thompson, Hill & Knowlton PR) sells at $3, vs. $24 three years
ago. The company barely makes a profit, and CEO Martin Sorrell is selling assets to raise cash.

Though the conglomerates have cracked, operating profit margins in advertising have
stayed around 10%, according to Morgan Anderson & Co., a New York consulting firm that helps
companies like MasterCard and Sears Roebuck work with their ad agencies. The pill that has
kept Madison Avenue looking fit is an age-old compensation: system, the 15% commission.
Think about it: Your agency receives 15 cents in revenues for every dollar it spends in the me-
dia. That's akin to your salespeople getting paid based on how much they spend instead of how
much they sell.

Thanks largely to the 15% commission, the price of placing an ad on network prime-time
TV doubled in a decade, yet delivered 25% fewer viewers. No wonder cost-conscious companies
such as H. J. Heinz, RIR Nabisco, and BMW rebelled, slicing the 15%. Today less than one-third
of major U.S. advertisers pay full commission, and an increasing number prefer set fees. Leo
Burnett Chairman Rick Fizdale, 54, whose agency got rich on the commish, is now publicly
speaking against it. Says he: “It’s incenting us to do the wrong thing, to recommend network TV
and national magazines and radio when other forms of communication like direct marketing or _
public relations might do the job better.”

What marketers must do, amid the change and confusion, is align with new and improved
partners that cost less, work faster, are fully adaptable to the broadly expanding needs of their
clients. And are highly creative, of course. Some agencies are up to the task already. Typically
they are untraditional, versatile organizations, delivering surprising sorts of service.

Messner Vetere Berger McNamee Schmetterer/Euro RSCG is one of those thriving. The
midsize agency has the most muddled name in the ad trade. But the people who run the firm
aren’t muddled about their mission: Concentrate on clients’ business. They create the ads for
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MCI, Nasdag, Volvo, Nestlé's Stouffer frozen foods group, and A&W Brands, among others—
mostly scrappy underdogs in highly competitive, unsteady categories.

Schmetterer, former chief operating officer of Scali. McCabe Sloves, and the other
founders, who left New York’s Ally & Gargano agency in 1986, have established a company in
Manhattan’s arty SoHo district that's informal, flexible, responsive. Almost all 300 employees
work on advertising. Everyone has at least one computer, some hooked into clients’ offices.
There are no secrelaries, though the 11 partners share four assistants. To encourage coopera-
tion, they also share offices. :

So creative director Ron Berger 43, has his stark black and chrome desk at one end, fac-
ing the elegant blond-wood furniture of Louise McNamee, 43. .

Titles are rare, but McNamee is president, pursuer of new business, and—like her part-
ners—supervisor of a few clients’ accounts. She arrived last year when her ex-partner, famously
irreverent adman Jerry Della Femina, trotted off fo run trendy restaurants and reinvent himself
as Jerry Inc. Fhereupon Della Femina/McNamee merged with Messner Vetere.

“If we need balance, I'm here to provide it,” McNamee jokes, referring mainly to her lib-
eral Democratic leanings within a Republican fort. Founders Berger, Tom Messner, and Barry
Vetere all belonged to the ad hoc ad “Tuesday Teams” that helped put Reagan and Bush in the
White House.

The political grounding here, remarkably, contributes to good work for clients. Consider
MCI. The No. 2 long-distance company was losing market shdre before Messner Vetere won the
ad account three years ago. The agency came up with a frankly political premise: “People don't
buy a phone company. They elect one,” as Berger puts it. Messner Vetere, which employs con-
servative political strategist Roger Ailes as a consultant, steered MCI into political-style
overnight polling to gauge the company’s momentum as a candidate would. They also turned
to confrontational ads. )

“MC] used to be the Michael Dukakis of the telecommunications industry, ” says Berger.
Meaning: When AT&T attacked MCI in its ads (as Bush bashed Dukakis), Wells Rich Greene,
MCT’s previous agency, wasn't keen on a client’s firing back at a rival that outspends it 5 to 1.
Messner Vetere counterattacked. “No wonder they want you back,” says one ad, with charts that
show AT&T's falling market share.

The admakers’ toughest trick was combining a cocky stance and a cozy image, which
they decided MCI should have since a warm likability is one thing AT&T sorely lacks. Messner,
49, an eccentric, instinctive copywriter, argued for MCI to brand its service offerings. So, much
as Procter & Gamble labels soap, he thought up the name “Friends and Family” for a new pro-
gram that-the client had intended to call “MCI to MCI.” This is the plan that gives discounts to
customers who sign up a “calling circle” of other MCI subscribers.

An unremitting flow of fresh ads has helped MCI grab over 19% of the combined consumer
and business market, up from less than 13% in 1990 according to the company. The gain
amounts to more than $3.6 billion in additional revenues. Says Angela Dunlap, 36, president of
MCI's 85 billion consumer markets division, of the agency’s strength: “They're very in tune with
the fact that the world is changing fast, and you have to act differently. "

With many big agencies behaving like factories these days, midsize firms such as Mess-
ner Vetere and Ammirati & Puris are acquiring fans and expanding rapidly. Says Lee Anne Mor-
gan of Morgan Anderson: “Midsize agencies tend to serve clients best. They usually otfer a very
good, solid balance between strategic dand left-brain thinking and creative right-brain thinking.”

Ammirati & Puris’s founders are Ralph Ammirati, 63, a shy, owlish art director, and Mar-
tin Puris, 54, an eloquent and affable copywriter who 19 years ago penned the line “the ultimate
driving machine” for the agency'’s first major client, BMW. You know the firm’s work today for
Compaq Computer, RCA, UPS, Four Seasons Hatels, and Nikon, to name a few. It's intelligent,
witty, and print-heavy because the bosses love the written word. They demand that clients’ se-
nior management become deeply involved i ad strategy, and occasionally they fire clients—
this year Cadbury-Schweppes soft drinks—that they think don’t invest wisely. Reasons Furis, the
businessman of the duo: “Great clients make great agencies. Dopey clients will take you down
with them.”
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For Aetna Life Insurance, Ammirati took the radical approach that less is more. Mary Her-
rmann, an account service manager who is Puris’s wife, recently advised the company not to
increase its ad budget. Instead, Ammirati has changed the message, switching from folksy
(“Aetna, I'm glad I met 'ya!”) to edgy and adult—on TV, stark black and white messages with
background voices pointing up issues like drunken driving, AIDS, and drug abuse. Why the atti-
tude adjustment? Says Elizabeth Krupnick, the insurer’s senior vice president who oversees ad-
vertising: “Aetna’s a professional company confronting serious issues.”

Yet the ads are extremely inexpensive to produce—around $40,000 for a 30-second spot,
one-lenth of what most major brands pay. More important, while insurance commercials are
zapped more than any other type, Aetna’s actually get watched. Aetna’s consumer survey shows
that awareness of its advertising is up 29% since Ammirati’s campaign began. “Most advertis-
ing fails before it’s written,” says Puris. “Strategies are weak and the claims are superficial, like
‘This is the best car or the best deal.’ "

The agency positioned new client MasterCard as “Smart Money,” zeroing in on utility, not
grand aspirations, in a market where the other biggies, American Express and Visa, promote
luxury and prestige. MasterCard also bumped its ad spending to $60 mitlion from $40 million in
1991, which clearly helped pull the card out of a 14-year rut of flat or declining market share.
But James Desrosier, the company’s vice president for advertising, says he is certain that Am-
mirati's work has contributed significantly. Consumer perception of MasterCard’s broad accep-
tance by merchants—its most important selling feature—is way up. This year MasterCard is the
fastestgrowing card in the U.S., with sales up more than 20% from last year.

MasterCard preceded Diet Coke out of the arms of Lintas. The agency was unable to stop
the card’s slide. Don't blame the whole thing on Lintas. Unstable management within Master-
Card stifled growth too. But Desrosier says Lintas’s ad talent didn’t flow to the customer. “Big
agencies lose sight of the fact that they operate primarily to serve clients,” he says.

That’s how Coca-Cola views large agencies lately too. In fact, when you talk to both sides
of the severed Coke-McCann partnership, you wonder how it remained intact for 38 years.

On the 21st floor of McCann’s New York headquarters, where senior management resides,
you don't see any advertising on the walls. Is this a bank, or what? CEO Robert James, an avid
sailor who decorates his office in a nautical motif, won't talk about Coca-Cola (which still uses
McCann for media buying and select ads). But asked whether client or agency should be “cus-
todian of a brand” and decide its strategy, James replies firmly, “The agency.” . .

lvester’s testy response: “No way.” The Coke executive says in Atlanta, “Our shareholders
hold us responsible for our trademark. There’s no way our shareholders can hold a third party
responsible.”

While lvester, 46, loves signs and stadium displays—what Coke calls presence marketing—
James, 57, denigrates it. McCann’s chief says this about such ad formats: “They’re brand-
reminder vehicles, not selling propositions.” While Coke sees more of these alternative media,
McCann derives about 95% of its total revenues from traditional venues like TV, radio, and
magazines. James's boss, Interpublic Group CEO Philip Geier, Jr, 58, says that's fine because
client spending in conventional media should accelerate soon. lvester and most other mar-
keters disagree.

“How big can we get before we get bad?” was always the mantra of Jay Chiat, who
dreaded the evil effects of size on creativity. There's one agency that has both, simply because
management focuses on the latter. Just about every creative leader in the industry—Puris and
Chiat, to name two—says that BBDO, the world’s fifth-largest ad firm, delivers the most imagi-
native ads most consistently.

Until recently at least, its Pepsi commercials regularly flogged Coké's. The agency also
has told you that Apple Computer delivers “the pouwer to be your best,” that Gillette is “the best
a man can gel,” and that General Electric “brings good things to life.”

Unlike almost any other large agency, BBDO has copywriters in charge, Chairman Allen
Rosenshine, 54, is an impatient man who despises the industry’s habit of heaping awards on it-
self. Vice chairman Phil Dusenberry, 57, is BBDO's creative chief, and his philosophy—that an
ad must tell a story and lift the spiril—pervades the work.

Though tiny, with a whisper of a voice, Dusenberry is tenacious and almost impossible to
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satisfy. Some insiders joke that BBDO stands for “Bring it Back and Do It Over.” Dusenberry

pays his creative people exceedingly well: up to 50% above other agency salaries, so a clever

copyuwriter in her late 20s can earn more than $200,000 a year. Notes Dusenberry: “Account
people rule the roost at most big agencies. Here, creative rules. ”

Says Bruce Crawford, 64, the urbane chairman of Omnicom, the parent: “There’s nothing

. wrong with being a giant agency network as long as you decentralize. BBDO has not been sul-

lied because it's been allowed to stick with its knitting, creating, great advertising.”

For marketers such as Philip Morris, United Airlines, and Sony—which want lots of ser-
pices as well as lots of service—the agency of choice is Chicago-based Leo Burnett. James Can-
talupo, president of McDonald’s International, says, “They overservice us. And in the difficult
economy these days, that goes a long way. "

Integrated marketing works here because Burnett, unlike other large agencies, PR, and di-
rect marketing as separate profit centers. That means you won 't find some eager manager
who’s supposed to be busy on your account pitching services a la carte to other prospects. Such
soliciting is forbidden. Yet, observes veteran ad executive Alvin Achénbaum, now a New York
marketing consultant, “Burnett gets its tentacles into clients like an octopus.” Half its U.S. clients
have stuck with the agency at least 20 years.

Burnett staffers receive cross training in various marketing disciplines, so copywriters on

. the Hallmark account write junk—er, direct—mail and in-store promotion posters too. Burnett
operates just one full-service office in the U.S., on Chicago’s Wacker Drive, America’s largest
agency under one roof. Founder Leo Burnett wanted it that way because he insisted on seeing
every ad. He resisted international expansion until his death in 1971, but now Burnett has 55
offices in 49 countries, deriving half its billings abroad.

In September that network drew Reebok, which is turning abroad to foment growth and
seeks to blare its ad messages through an array of media formats. Stunning the ad industry,
Reebok untied itself from Chiat/Day, which is weak internationally, and handed its $140 million
worldwide account to Burnett without even screening other agencies. Says Fizdale, Burnett’s
cerebral, chatty chairman: “This is the first time we 've ever won a client globally. We've always
started with clients regionally. This shows that our global system works.”

In October, on the heels of the Reebok win, CEO William Lynch, 51, realigned Burnett’s
management to make sure senior execs really are working tightly with particular clients. Sound
familiar? Fizdale, who thrives on fixing knotty problems, got plugged into Burnett’s most trou-
bled accounts: Oldsmobile and Miller Lite. Fizdale figures, “The advertising industry won't sur-
vive unless agencies make every move right. We have to prove our relevance.”

And so must the industry. Ad agencies are needed more than ever to rebuild bruised
brands and guide marketers into an interactive, multimedia future where connecting with the
corisumer will be more complicated than ever. Trailblazers the agencies are not. Ironically, the
industry was born and grew because its members are said to understand what the consuming
public needs and wants, but these professional communicators don’t seem to be communicat-
ing with their own customers. ‘

At the very least, advertisers must become the stewards of their brands. They need to
scrutinize constantly whether their ad partners are delivering the important goods: insight and
creative ways to sell. Everything else is overhead.

HOW CAA BOTTLEDCOCA-COLA. . . .. ......--

“We are dead.”

John Bergin, McCann-Erickson’s former vice chairman, slipped a note with those blunt
words on it to an associate as the two watched Michael Ovitz's Creative Artists Agency make a
dazzling pitch that would cost McCann the Coke account.

In fact, the handwriting was already on the wall. A secret and unorthodox Coca-Cola study
begun in 1989 on the future of marketing preordained the stunning move. Called Project Bal-
ance, the study tapped ten unconventional thinkers—business consultants like Peter Drucker,
Harvard marketing expert Ted Levitt, and research whiz Arthur Nielsen—for their views on
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reaching consumers in this media-saturated age. - Management felt some urgency: Sales of
Coke’s main brand were barely increasing in the U.S., and Pepsi’s ads consistently scored
higher. .
The group’s first report, published in 1990, posed a provocative premise: “A brand ad-
vertised in a normal way, with normal media, is likely to develop a normal image, and not
something special.” So the experts advised: Don'’t be normal.

McCann-Erickson was a normal agency. So believed Donald Keough, Coke’s president
and longtime marketing guru who retired last April. Keough, 67, told FORTUNE in February that
traditional agencies tend to approach advertising as if they're “delivering coal"—shoveling
money into network TV because it'’s easy money for the agency.

Keough, who had known Ovitz since the days Coke owned Columbia Pictures, was in-
trigued by CAA’s pipeline into pop culture and by Hollywood’s “raw creativity.” A partnership
was born in 1991.

Enter Peter Sealey. One of the more insightful contributors to Project Balance, Sealey, 53,
had been a McCann adman, a Coke executive, and then head of domestic marketing at Colum-
bia Pictures. Keough made him director of Coca-Cola’s global marketing. Sealey set up a
skunkworks: himself, staffers Ogden Tabb and Elizabeth Rue, in Atlanta; and CAA’s duo of
Shelly Hochron, a former Columbia movie marketer, and Len Fink, who had worked at
Chiat/Day. _

Brainstorming from spring 1992 through October, the Coke-CAA team devised over 100
ideas for the 1993 global campaign, then winnowed the list to about 50. “We didn’t do any for-
mal research. None. Zero,” says Hochron.

Presentation day last October at “the Tower,” Coke'’s headquarters, turned into defenes-
Iration day for McCann. The agency proposed the usual half-dozen platform ads positioning
Coke as a ubiquitous product, for all people. The CAA show, introduced by Ovitz, was a whirl-
wind 60 minutes in which the 50 ideas were pitched in many styles for many audiences.

Seeing the Coke side so elated, Bergin passed his note to McCann vice chairman Marcio
Moreira. Coke management selected 24 ideas from CAA; including those computer-generated
polar bears. The McCann gang sold two.

Unveiled last winter, the new campaign was praised as innovative, sexy, playful, and
breathtaking. But was it advertising? Entertainment gymnastics, industry critics carped. Con-
sumers recently rated the ads tops among all campaigns.

Sealey went on to brag publicly that Coke’s new advertising not only was far cheaper to
produce but constituted a breakthrough for Coke as well. “It’s no longer one sight, one sound,
one sell,” he crowed. Maybe he should have kept quiet. He clashed with Keough's successor,
Douglas Ivester, a quiet, methodical ex-accountant who is most likely Coke's future CEO. Ipester
canned Sealey last summer, although he remains a consultant.

Sealey’s replacement is Sergio Zyman, 48, a temperamental former Coke marketer who
crushed any notion that the company would return to the Madison Avenue fold. A week into the
Jjob, Zyman rejected McCann'’s ideas for the 1994 global campaign.

CAA is set to do Coke Classic’s entire 1994 campaign. Meanwhile, Ovitz and Bill Gates of
Microsoft are meeting quietly. Apple Computer has retained Ovitz as a marketing consultant.
And Nike recently hired CAA to help with sports marketing events for TV, At Interpublic, Mc-
Cann’s parent, CEQ Philip Geier, Jr, is busily realigning McCann’s management. He wants an-
other crack at Coke. America’s most powerfi;l adman says, “We’ve got to do a better job.”
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This case is an excellent example of an increasingly popular approach—
called integrated marketing communications, or IMC for short—to combining and
integrating different elements of the communication mix. We will discuss what IMC

is and how to implement it in detail later in this chapter. The key idea behind IMC,

it thus has to be combined with the other elements of the communications mix—
for example, direct marketing, consumer and trade promotions, publicity and pub-
lic relations, and event and sports marketing, and others—in an integrated and
consistent way.

In addition, these different elements of the communications mix have to be
used in a way that the strengths of one are used to offset the weakness of another.

titudes, but it cannot create the final “push” needed to get the inquiry, trial, or sale.
When such a situation appears, a marketer must use direct marketing, or sales pro-
motions, to get the necessary action, possibly after an advertising campaign.

In this chapter, we will first discuss some of the strengths and weaknesses of
advertising, in the context of the other communications tools available to the mar-
keter. We will then review some of these other communications tools: direct mar-
keting, sales promotions, and public relations and publicity. (Using the sales force
to close a sale is another element, but for a discussion of that we defer to books on
sales force Mmanagement.) We will also discuss some other specialized forms of ad-
vertising that attempt to create actual behavioral change, such as retail advertis-
ing, co-op advertising, and industrial advertising that aims to generate sales leads.
Then we will return to the concept of IMC to understand both the key ideas in-
volved and the tactical issues involved in implementing it.

THE ROLE OF ADVERTISING WITHIN THE

MARKETING PROGRAM. . . .. ... . .

»
Advertising planning and decision making take place in the context of an overall
marketing program, as just discussed in Chapter 2. Obviously, there are several
marketing tools that can be used to help an organization achieve its marketing ob-
jectives. Its product or service can be developed or refined. A distribution network

extensive distribution, better relationships with the trade, a lower price, or simply
better product quality.

A brand manager needs to spend considerable time pinpointing the exact
source of a brand’s poor sales before deciding that the core problem is inadequate
or poor advertising or promotion. For instance, if research data indicate that con-
sumers are trying the brand but are not repurchasing it, it may well be that the
firm’s advertising is successful (since consumers are trying the brand) but that the
brand’s product quality needs attention (since people who try the brand do not re-
purchase it). The marketing plan thus should be based on the specific problems or
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opportunities uncovered for the brand by the kind of situation analysis discussed
in Chapter 2.

In addition to placing the advertising plan in this total context, the brand
manager must also take care to develop a marketing program in which the compo-
nent parts work in a coordinated, synergistic manner instead of at cross-purposes.
For instance, when a firm develops a prestige product with a premium price, it is
important that the advertising reinforce that idea of high quality and prestige. This
can be done by associating the product with prestigious people, situations, or
events. If the advertising objectives are written to encourage the use of advertising
copy and advertising media incompatible with a prestige image, the whole mar-
keting program may be jeopardized. Alternatively, when a firm offers a low-priced
product, the job of advertising might be to stress the price differential by using
hard-hitting copy.

As another example, the role of advertising will also depend on the distribu-
tion channel selected. If door-to-door selling is employed, advertising may be used
only to introduce the salesperson, or it may not be used at all. If wholesalers, re-
tailers, or other middlemen are employed, different advertising strategies are
available. The advertising and selling effort may be primarily directed to either the
consumer or the trade. In the former case, the intent would then be to have con-
sumer interest “pull” the merchandise through the distribution channel; in the lat-
ter case, distributor margins would get the emphasis, consumer advertising would
be less, and the intent would be to “push” it through the channel. Generally, the na-
ture and significance of advertising will differ according to whether the company is
stressing a push or pull strategy and whether its distribution strategy is intensive
(the use of many outlets to maximize customer convenience), exclusive (the use of
a few outlets to maximize retailer interest), or selective (intermediate arrange-
ments).

ROLE OF ADVERTISING WITHIN THE
“COMMUNICATIONS MIX” . .. ... ........

Once it has been determined that a key problem or opportunity for the brand in-
volves its communication with consumers, it should not be immediately con-
cluded that more money needs to be spent on advertising. Advertising is only one
part of the communications mix: a firm can also communicate with its consumers
through the sales force, through publicity or public relations, and through various
consumer and trade promotions.

Within this mix, advertising has various strengths and weaknesses. Unlike the
high cost of a sales call, which by some estimates now exceeds $225 per call once
all relevant costs are considered,’ advertising is a much cheaper way to reach tar-
get consumers (often pennies per exposure), since it uses mass media. And, again,
unlike sales calls, advertising can use complex visual and emotional devices to in-
crease the persuasiveness of the message. However, salespeople can often com-
municate more complex information (often necessary in industrial or big-ticket
purchases) better than advertising can, can tailor the nature of the message much
more closely to the message recipient, and are much more likely to “close” the sale
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by getting an order. Thus, direct marketing may be needed.to target certain
prospects with a more customized message, provide them with detailed informa-
tion, and induce them to act. Direct marketing will be introduced below.

Advertising is notorious for this inability to actually get the sale: while the ef-
fects of advertising in increasing brand awareness and favorable attitudes for the
brand are easily documented, effects on sales are harder to find (some reasons for
this are discussed in Chapter 4). It is thus often useful, after advertising creates
awareness of a brand, to supplement advertising with sales promotions (both con-
sumer promotions and trade promotions), which are often more effective in actu-
ally getting consumers to try the brand. Such sales promotions may be especially
required if research shows, during the situation analysis, that target consumers
are aware of the brand and think it has the features they are looking for but have
not gotten around to trying it. Sales promotions are outlined below.

Finally, advertising is also weak in another respect: it is widely perceived as
biased. Many consumers often do not trust advertising and are skeptical about its
claims. In such situations, it is often useful for a marketer to try to communicate
his message to consumers through media that are perceived as more credible and
unbiased, such as editorial endorsements obtained through publicity and public
relations (PR) campaigns. Such PR programs are introduced below.

Thus, an integral part of the advertising planning and decision-making
process is an assessment of the role that advertising is meant to play—as one part
of a firm’s communications mix and as one part of the total marketing mix. Once
this perspective has been gained, the brand manager must design a marketing and
communications plan in which the different elements complement each other in
increasing the sales for the brand. Although this book deals mostly with advertis-
ing management, we cannot emphasize enough that an advertising plan can only
be developed in the context of a total marketing and communications plan for the
brand.

To help place advertising in the context of this total communications mix, we
will now discuss the other nonadvertising elements (direct marketing, sales pro-
motions, and public relations) as well as some more specialized. action-oriented
types of advertising. Then, we will address some of the conceptual, strategic, and
tactical issues involved in integrating all these elements.

DIRECT OR DATABASE MARKETING. . .. ... ... .

Direct marketing includes not just direct mail, but also telemarketing and direct re-
sponse advertising on TV and radio and other media, in which the ad aims to gen-
erate an action response (such as calling a toll-free number). Direct marketing has
two key advantages that differentiate it from regular, mass advertising: (1) the abil-
ity to target specific, individual consumers (not just demographically described
segments) with an offer that is tailored to that consumer and (2) the ability to di-
rectly measure response. For example, the script used by a telemarketer can be taij-
lored to what is known about the person being called. The response (or lack of it)
can then be entered into a computerized database so that the next marketing effort
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aimed at this individual can be customized to whatever the direct marketer knows
about this specific individual.

Unlike traditional mass media advertising, the goal of most direct marketirg
efforts is not simply to build awareness or change preference, but to generate an
action: either an order or request for more information, a visit to a dealer or a
store, and so on. This need to generate action is another distinguishing element of
direct marketing and has implications for its creative requirements, which we will
discuss further below.

These features of action orientation, targetability, customization ability, and
measurability have led to the tremendous growth in direct marketing over the past
decade and have led to the current popularity of so-called database marketing.?
While the first catalog in the United States was offered as far back as 1744 by Ben-
jamin Franklin, today about 4,000 catalogs go through the mails each year in the
US., and almost 100 million Americans shop every year by mail or telephone,
spending over $50 billion.! By one estimate, Americans today receive 62 billion
pieces of direct mail and 18 million telemarketing calls per year!

To share in this growth, all the major ad agency groups now own direct mar-
keting units. The leading direct marketing agencies in the United States include
Ogilvy and Mather Direct (New York), Wunderman Cato Johnson (a division of
Young and Rubicam, in New York), Rapp Collins Marcoa (a part of the Omnicom
group, and based in New York), Kobs and Draft Worldwide (Chicago), and Bronner
Slosberg Humphrey (Boston).”

This explosion in direct marketing has occurred because more and more tra-
ditional “mass market” advertisers have taken to combining direct marketing ef-
forts with their regular advertising efforts, in an effort to not only sharpen their
ability to win new customers (by mailing more targeted offers to prospects) but
also to retain the loyalty of existing customers, to cross-sell new products and ser-
vices to these existing customers, and to increase the amount or frequency of us-
age.® As some examples of such databases, consider these: Pizza Hut now has a
database of 10 million pizza eaters in the country; Kraft General Foods has one on
25 million of its customers; Seagram knows the names and addresses of over 10
million liquor buyers, and Marriott Hotels and Resorts has one on 4 million of its
regular guests.

Uses and Examples

As an example of the first goal mentioned above that an advertiser may have-—cus-
tomer acquisition—a magazine advertisement for a new General Motors car may
feature a coupon inviting the reader to write in for a free copy of a book that will
help him make a better automobile-buying decision. The coupon collects not just
the reader's name, address, and telephone number, but also information on his
present car and how soon he expects to buy his next car. The coupon-sending cus-
tomer is then sent further collateral materials (such as brochures and catalogs) on
the car, with an invitation to test-drive the car at a local dealership. The dealership
will also be sent that coupon information on the reader so that the dealer can fol-



76

CHAPTER 3

low up with a telephone sales call (called outbound telemarketing). Other ways of
building up databases might involve inducing customers who use a grocery
coupon to also write in their name and address, as part of a sweepstakes entry.
(The easiest way, of course, is simply to rent a mailing list, which is discussed be-
low.) .

Obviously, this marketing effort may or may not result in a sale. Whatever the
response or lack of it, all the information now known about the consumer and his
response is entered into a computer database, and this database is subsequently
utilized to target certain individuals for further mailings or telemarketing efforts.
For example, if the car in the example above is a luxury Cadillac model, a mailing
for it may be sent to those known to own a competing model of luxury car such as
BMW or Lexus (using a mailing list obtained from automobile registration data).
Every subsequent response (or nonresponse) that can be directly tracked and at-
tributed to a specific mailing piece or phone call is entered into this database, and
the cycle of targeting and measuring response continues.

As an example of the second goal—customer retention, or loyalty building—a
company such as DuPont Automotive might send all its present customers a regu-
lar newsletter on its new research and new products to build up its relationship
with these customers. In many businesses, a key 20 percent or so of customers ac-
count for 80 percent or so of volume, so building relationships with these key cus-
tomers is obviously vital. To enhance customer satisfaction, a company might
offer a toll-free telephone number for service questions, customer enquiries, or
product complaints. (Such a telephone service is an example of inbound telemar-
keting) An airline might send all its frequent-flyer program members a newsletter
with special loyalty-building offers. A credit card might use an envelope stuffer
mailing to induce its present customers to charge even more. Many of these loyalty
programs offer free gifts or incentives to a company’s best customers: American Ex-
press offers the top 5 percent of its cardmembers special restaurant and travel of-
fers that vary by the zip code in which the card member lives.’

Such mailings can be used not only to strengthen relationships and build loy-
alty, but also to accomplish the third and fourth goals—cross-selling products or
increasing the usage rate. Thus, a large financial services company such as Ameri-
can Express might attempt to sell new insurance or financial planning services to
its charge card membership base, or a large foods company like Kraft General
Foods might try to get a customer of one low-fat product to try its other low-fat
products (by mailing them coupons or samples). As an example of direct market-
ing to increase the usage rate, or amount of repeat consumption, an automobile
dealership or repair facility (such as Goodyear Auto Service) may track the
mileage of the cars brought in for service and send mailed reminders to these cus-
tomers to bring their cars in for service at regularly scheduled intervals.

Because of the high cost of personal sales calls, companies also often use di-
rect marketing in after-market sales (e.g., selling copier supplies to people who
bought copiers and whose names and addresses and phone numbers are now in a
database), and in generating sales inquiries that can then be followed up by
telephone and personal sales calls. The use of databases also allows companies to
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use direct marketing to target mailings of coupons and samples to only high-
opportunity individuals and households. The traditional users of direct marketing
have always been magazines and newspapers (who use it to sell subscriptions),
the marketers of insurance-by-mail, the record and book clubs (in what are called
the negative option continuity programs, through which customers are sent some-
thing every few weeks till they say no), and, of course, the catalog retailers (such
as Spiegel’s, Lands’ End, etc.).

Targeting

The targeting ability of direct marketing can be greatly enhanced by a systematic
development of the direct marketer’s database. Someone who knows your address
and, thus, your postal zip code or census block group, can obtain information from
database companies about various characteristics (such as the ntedian income,
average age, etc.), of the zip code in which you live, based on the average for the
geodemographic cluster in which you live (such clusters are discussed in Chapter
6). This information is then used to assess whether you are a likely prospect for a
particular product, on the assumption that your individual profile is similar to the
average data available for your zip code. The average profile of people living in
some of Donnelley’s “Clusterplus” forty-seven clusters are provided in Figure 3-1;
every household can be classified into one of these clusters based on its zip code.

In addition, data are also available that apply to consumers as individuals:
lifestyle (hobby and activity) information supplied on product warranty registra-
tion cards can be purchased, as can driving license and automobile registration
data (in most states). Any other source to whom consumers reveal their incomes
or age or anything else may also sell this information to the large database com-
panies (such as Donnelley, Metromail, Polk, etc.) that maintain household data-
bases on almost every household in the United States. Databases on business
establishments are maintained by companies like Dun & Bradstreet, containing in-
formation on the businesses’ sales, number of employees, and nature of business
(using the Standard Industrial Classification, or SIC, code).

Companies can also acquire names from their databases in other creative
ways: a company making diapers, like Kimberly-Clark, may acquire the names of all
those expectant mothers who take a childbirth class before delivery—or from
newspaper birth announcements after the delivery. Many packaged goods compa-
nies attempt to “capture” the names and addresses of users by obtaining them
from sweepstakes entries, from those sending in mail-in offers for promotional pre-
miums and gifts, from those who cash in rebates or writing in response to free sam-
ple offers, or from those who include a sweepstakes entry form as part of a regular
grocery coupon that is redeemed in a store. The consumer who writes in a name
and address on the redeemed coupon thus not only receives the coupon’s
promised cents-off but also enters a sweepstakes. Retailers build up lists of cus-
tomers by obtaining names and addresses as part of the regular sales process. Ob-
viously, the availability of such information on consumers raises all kinds of
concerns about privacy.? ‘
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Cluster code

01 Highest SESI, highest income, prime real estate areas, highest education level, professionally em-
ployed, low mobility, homeowners, children in private schools

02 Very high household income, new homes and condominiums, prime real estate areas, highly mo-
bile, high education level, professionally employed, homeowners, families with children

03 High income, high home values, new homes, highly mobile, younger, high education level, pro-
fessionally employed, homeowners, married couples, high incidence of children, larger families

04 High income, high home values, high education level, professionally employed, married couples,
larger families, highest incidence of teenagers, homeowners, homes built in 60’s

05 High income, high home values, high education level, professionally employed, low mobility,
homeowners, homes built in 50’s and 60’s

06 Highest incidence of children, large families, new homes, highly mobile, younger, married cou-
ples, above average income and education, homeowners

07 Apartments and condominiums, high rent, above average income, high education level, profes-
sionally employed, mobile, singles, few children, urban arecas

08 Above average income, above average education, older, fewer children, white collar workers

4

09 Above average income, average education, households with two or more workers, homes built in
60’s and 70°s

10 High education level, average income, professionally employed, younger, mobile, apartment
dwellers, above average rents

11 Above average income, average education, families with children, high incidence of teenagers,
homeowners, homes built in 60’s, small towns

12 Highly mobile, young, working couples, young children, new homes, above average income and
education, white ‘collar workers

13 Older, fewer children, above average income, average education, white collar workers, homeown-
ers, homes built in 50’s, very low mobility, small towns

14 Retirees, condominiums and apartmcnts,'few children, above average income and education, pro-
fessionally employed, high home values and rents, urban areas

15 Older, very low mobility, fewer children, above average income and education, white collar work-
ers, old housing, urban areas

16 Working couples, very low mobility, above average income, average education, homeowners,
homes built in 50’s, urban areas

17 Very young, below average income, high education level, professionally employed, highly mobile,
singles, few children, apartment dwellers, high rent areas

18 High incidence of children, larger families, above average income, average education, working

couples, homeowners

Source: Donnelley Marketing Information Services.

Figure 3-1.  Demographic characteristics of selected ClusterPLUS™ neighborhood

clusters.

Source: Donnelley Marketing Information Services.
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Measuring and improving Response

Typically, the direct marketing companies compute response on a response-rate-
per-thousand-mailings basis, abbreviated as OPM (orders per thousand). They can
tell which mailing to which a customer responded by using code numbers (called
key codes) on the response coupons that uniquely identify a mailing package. Com-
panies continually test different mailing packages to see which ones “pull” best.
Thus, different mailing pieces may be sent to random samples of 10,000 to 25,000
individuals, with the mailing peices varying systematically in the size and color
scheme of the envelope, the copy in the sales letter, the size and illustrations in the
brochure, and the price and payment terms. The objective in such tests is to see
which of these many new fest packages yields a response rate or order rate greater
than the mailing piece being used currently, called the control package.

Response rates—which can be very low, often just 1 to 2 percent of the pack-
ages mailed—are a function of many factors. First, of course, there is the product
being offered, at a certain price and payment term, and with or without a premium,
or free gift. These are collectively called the offer. Response rates are higher if the
product is unique and not available in regular retail channels, if the price is credi-
bly low, and if the payment terms are €asy, and so on. Second, there are the quality
and responsiveness of the names in the mailing lists that the direct marketer is
renting, through a list broker or list compiler (perhaps paying $100 for every thou-
sand names mailed). Are the people on the list really interested in this product or
service? Third, of course, is the quality of the creative message: the letter, the
brochure, the envelope, and so on. Even with such low response rates, and even
with production and mailing costs of 50 to 60 cents per mailing piece, a mailing can
still be profitable if the gross profit per response is high. Conversely, if the gross
profit per sale is low, and/or if the target marget is reached more efficiently by mass
media than through targeted direct marketing, mass marketing and advertising
may make more economic sense than a direct marketing program.

Direct marketers also spend larze sums of money building analytical models
of the responses to their mailings. For example, a logit or logistic regression model
might be estimated on a previous mailing, which can be used to forecast which of
the prospects for an upcoming mailing are most likely to respond to it, and the
mailing can be limited to only the most likely responders. Such models to a com-
pany’s existing customers often model the likelihood of response as a function of
how long it has been since that customer's last order (called recency), how many
times that customer has purchased in the past (called frequency), and how much
money that customer has spent with the company in the past (called monetary
value). Such RFM models (for the first letters of these three concepts) are very of-
ten used by traditional catalog direct marketers, but newer and more sophisti-
cated modeling methods—some even using artificial intelligence techniques called
neural nets—are often superior to such RFM models.

In building a direct marketing business, a direct marketer is concerned not
just with maximizing the response rates to a mailing (called the front-end of the
business), but also the (back-end) profitability of the customers acquired. For ex-
ample, a book club can very easily boost response rates to a mailing by giving
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away more books free of charge, and requiring no commitment from the new mem-
ber to buy any more books ever. Such a soft offer would obviously boost response
rates! However, the members acquired through such a mailing may well not end up
buying many books over the lifetimes of their memberships with the book club and
may thus be relatively unprofitable to acquire. In contrast, a hard offer that offers
fewer free books and requires bigger and longer commitments to buy a certain
number of books may well result in a lower overall response, but more profitable
members long-term. A direct marketer is concerned not just with immediate pay-
off but with the lifetime value of its customers.

Mailing List Rental and Processing

Mailings or telemarketing campaigns can obviously be made to a company'’s list of
existing or past customers, called its house list. For mailings to prospects, however,
outside lists usually have to be rented. Mailing lists are usually rented on a per-use
basis, rather than bought and sold. Compliance with rental conditions is moni-
tored by inserting dummy or decoy names into the list to which the renting mailer
will unknowingly send mailings, which can be tracked for frequency of use.

Such outside lists are of two primary kinds. A response list is a list of the cus-
tomers of another business. Such a list will obviously contain a name and complete
address, but may also contain information on the recency, frequency, and mone-
tary value of the name on the list (these terms were defined above). If these are
customers who ordered from that business very recently, the list may be called a
hotline list (and command a higher price). In contrast, a compiled listis a list put to-
gether from directories and other sources, and is usually cheaper to rent, since it
is unknown how likely the people on the list will be to respond to the mailing.

Such outside lists are usually rented through a list broker, who represents the
people who own or compile the lists (for a commission, of course). List brokers of-
fer access to a huge number of lists—over 40,000 by one count, including every
conceivable occupation and profession. Lists are rented on a per-thousand-names
basis, with the charge varying on the desirability of the list (it may cost $100 per
thousand names, for instance). Since a renter may end up renting several hundred
small lists, the multiple lists used are first merged and purged of duplicate names,
and payment is usually made on a net basis, after deleting duplicate names. This
merge/purge is done by computer bureaus. The actual mailing of the mailing
pieces, using the mailing labels or names supplied by the list broker, is done
through lettershops.

Creative Guidelines

Good direct mail pieces are buiit on an intuitive understanding of the psychology
of inducing action. Think about the state of mind of a consumer opening a direct-
mail solicitation. He or she has doubts about the quality of the product, since it
cannot be physically inspected. There is no salesperson to answer questions and
overcome objections. And, there is the very human tendency to postpone things:
even if the consumer feels vaguely interested, there will typically be a reaction of
“I'll get around to this later, not now.”
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What good direct marketing copywriters have discovered—and this is wis-
dom that even non-direct marketers can benefit from—is that direct-mail copy
that gets action tries hard (1) to use testimonials and guarantees to develop confi-
dence; (2) to use as much information as is necessary in the letter to clarify
doubts, overcome objections, and increase the reader’s level of desire for the
product; (3) to make it easy for the consumer to take action, by having easy-to-use
response cards or toll-free telephone numbers; (4) to “involve” the reader, through
devices such as peel-off stamps and scratch-off numbers; and (5) to express ur-
gency about the need for immediate response, by saying that the offer or free pre-
mium is good “for a limited time,” expires by a certain date, and so on. In direct
marketing, as in all marketing, the key barrier to getting consumers to act is sheer
inertia, and ads that target such inertia directly are most likely to obtain action.

Figure 3-2 shows an advertisement from a very successful mail-order cam-
paign. Although the advertisement is not a one-time effort but part of a continuing
campaign, its primary goal is intended to precipitate immediate response and its
effectiveness can be properly measured by this response. Direct marketing adver-
tising has long been recognized as being perhaps the only area in advertising in
which immediate sales are a reliable indication of advertising performance. As a re-
sult, advertising professionals look to the experience of mail-order advertisers to
learn what works and what doesn't.

SALES PROMOTIONS .. .. ... ..............

Sales promotions are of two broad types: consumer promotions, such as coupons,
sampling, premiums, sweepstakes, low-cost financing deals, and rebates; and trade
promotions, such as slotting allowances, allowances for featuring the product in re-
tail advertising, display and merchandising allowances, and the like. They are used
to get consurners to try or to repurchase the brand and to get the retail trade to
carry and to “push” the brand.

Additionally, promotions are also used by manufacturers to “discriminate”
between different segments of consumers—for example, only those consumers
who have the time to clip coupons will clip and use them and obtain a lower price
for themselves, while those consumers who are time-pressed won’t use coupons
(and will end up paying a higher price). Finally, retailers use promotions to clear
their inventory of slow-moving, out-of-season, or shelf-unstable products (those
products, such as fresh produce, that will spoil if they are not sold quickly). Re-
tailers thus run their own promotions aimed at consumers, such as price cuts, dis-
plays, frequent shopper programs, and so on.

While this is a book about advertising management, and while sales promo-
tion is a distinct area of research and management—with its own textbooks —it is
necessary for us to spend some time discussing sales promotions. There are three
reasons for doing so.

First, sales promotions are a key element in inducing trial or repurchase in
many communications programs in which advertising creates awareness and fa-
vorable attitudes but fails to spur action. One of the reasons they spur action—
compared to simple price cuts—is that they are typically run for a limited duration,
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A successful mail-order advertisement.
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which means that the consumer must act quickly, before the promotion ends.
Other reasons they spur action is simply that. many consumers feel they get value
for their money if they buy “a good deal” (they are “smart shoppers”). In fact, many
consumers automatically assume that if a brand is being promoted it must be a
good deal (which is not always true!). By one estimate, 80 percent of U.S. house-
holds use coupons, 75 percent of the appliances bought in the U.S. are bought on
deal, and 70 percent of the packaged goods sold to retailers are sold with a trade
promotion. Thus, it is important to understand the complementary roles of adver-
tising and sales promotion in order to conduct situation analyses properly and to
set communications, advertising, and sales promotion goals.

Second, according to a 1993 survey of promotional practices in seventy lead-
ing companies, sales promotions constitute about 73 percent of marketing expen-
ditures (about 27 percent is spent on consumer promotions, 46 percent on trade
promotions), whereas advertising constitutes about 27 percent,' The share of the
marketing dollar spent on trade promotions has risen rapidly in recent years, in
large part due to the growing power of ever-larger retail chains. For instance,
America’s largest retail chain; Walmart, now accounts for 10 to 15 percent of the
sales of many of America’s largest packaged goods companies! Some of the power
of retail chains also comes from their access to accurate checkout scanner data,
which reveals which brands are moving fast off the retail shelves (and which are
not) and to their ownership of the precious retail shelf-space “real estate” that the
manufacturing companies covet (and are willing to pay for). Other reasons for the
growth in promotional spending are the trend to more local and regional marketing
programs and the greater price competition posed to national brands by store-
label (private label) brands.

Clearly, since advertising expenditures take place in this total promotional
context and not in isolation, it is essential that the advertising manager have a
good understanding of sales promotions as well. While the implementation details
of sales promotions and advertising are handled by different individuals in most
marketing organizations, brand managers usually are responsible for both areas.
In order to be able to offer “integrated” sales promotion services, many of the ma-
jor advertising agency groups own one or more sales promotion companies (such
as Alcone Sims O'Brien, owned by Omnicom, or Lintas: Marketing Communica-
tions, owned by Interpublic), although many of the leading firms in this area are
still independent."!

Finally, advertising and sales promotions operate together in their impact on
the consumer. When designed and run in tandem, they yield powerful synergies
that magnify their individual effects. For example, a coupon offer in a Sunday news-
paper free-standing insert (FSI) can have a higher redemption rate if theme ads for
that brand are run concurrently. On the other hand, if advertising and sales pro-
motion efforts are designed and run in isolation, they can'lead to effects that hurt
each other—poorly designed promotions, in particular, can quickly erode the long-
term image of the brand that advertising has worked hard to build up over several
years. This longer-term brand equity dilution effect of promotions is probably
greater for brands in highly involving image and “feeling” product areas, because
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promotions might “cheapen” a brand’s image. Brands in product categories in
which choices are based on “economic,” price-minimizing criteria are not as vul-
nerable to brand equity dilution.'? Even if the brand’s image is not hurt, most pro-
motions end up only drawing volume from existing users who would have bought
anyway, so that the promotion may end up costing the company more money than
it brings in. _

It is therefore essential that the advertising manager understand the need for
this interaction between advertising and sales promotions. The thrust of this sec-
tion thus will be to explore this interaction. Before we do that, however, we will
briefly describe several different types of sales promotions, stressing those as-
pects that relate in some way to the advertising program.

_Consumer Promotions

Consumer promotions are designed to offer consumers an incentive (such as a
lower price or a free or low-cost premium or gift) to try a brand for the first time,
to switch back to it, or to repurchase it. The different types of consumer promo-
tions vary in their trial versus repurchase orientation, as will be pointed out below.
A few consumer promotions, such as sweepstakes and premiums, can be designed
with a view to enhancing the key imagery equities of the brand.

Coupons

Coupons are perhaps the most frequently used consumer promotion—over 300 bil-
lion coupons were distributed in the United States through print media in the early
1990s, but only about 3 percent were redeemed." Although over 75 percent of all
coupons are currently distributed through newspaper FSls,* coupons distributed
through direct mail are more targeted than are those distributed through print me-
dia (newspapers and magazines) and thus have much higher redemption rates
(about 9 to 10 percent in direct mail versus about 2 to 3 percent in newspapers).
Whereas coupons that are in or on the pack are specifically designed to build re-
peat purchase and loyalty, those that are carried in pther products consumed by a
similar target market (such as coupons for a baby'shampoo carried in a diaper
product) are designed to attract new customers. These latter coupons are called
cross-ruff coupons. Coupons (or cash checks) are often offered as straight price re-
bates for durable products, such as cars or appliances, and are sometimes offered
as refunds, mailed to consumers who send in proof of purchase. (Manufacturers of-
ten hope that many consumers who buy products because of a mail-in rebate
never in fact mail-in the rebate, and this is often the casel)

From an advertising perspective, it is important in couponing to design the
coupon ad in such a way that it builds on, and reinforces the positioning and key
benefits developed in theme advertising, rather than having a different theme (or
no theme at all, other than the price incentive). Similarly, a rebate offer might be
creatively designed to highlight a brand strength—for instance, an offer to pay for
a car'§ gas consumption or maintenance expenses in its first year might better
highlight the car’s gas economy or repair record than a simple rebate check. In ad-
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dition, of course, the coupon must be designed so it is easy to clip, shows the pack-
age prominently, has the appropriate legal copy, and so on.

From a media standpoint, another key objective in couponing is to make sure
it really gets new users instead of merely going to existing users who would have
bought it anyway. The easiest way to deliver coupons, to gain mass reach, is to use
newspapers. However, it has been estimated that only one-third of coupon usage,
from such mass-distributed coupons (such as those in Sunday newspaper FSIs),
comes from new users. As a result, many more companies are either mailing
coupons via direct mail to those known to be nonusers, or using new in-store ser-
vices (such as Catalina Marketing’s Checkout Coupon service) which prints a
coupon for a brand at the point-of-sale to someone who has just bought a compet-
ing brand. The coupon is “triggered” by the scanned purchase of the competing
product.

This synergy can work the other way as well: coupons or other promotional
offers can be used to increase the effectiveness of an ad by increasing readership.
Apple Computer supported the introduction of its Macintosh with a “Test Drive a
Macintosh” promotion, which allowed customers to leave computer showrooms
with $2,400 worth of equipment.’® The budget was $10 million, of which $8 million
went to advertising and the rest supported such activities as in-store displays and
carrying the inventory costs. Around 200,000 Macintoshes were test driven, at a
cost of only $5 each. )

Sampling

Giving people free samples or trial packs (door to door, at street corners, in stores
or shopping malls, or through the mail) is another promotional technique and is an
excellent (but expensive) way to get consumers to try a product. Chesebrough-
Pond’s; for instance, distributed 80,000 full-size samples of its new products, plus
coupons and literature, in five shopping malls. A new product launch could include
a small sample mass-mailed to possibly half of the nation’s households. Alterna-
tively, for an existing product, small trial packs could be mailed to households
known—as part of a databased marketing effort—to be current users of a compet-
itive product. New and creative avenues for in-store sampling include sampling
children’s products in toys stores such as Toys R Us, sampling products aimed at
teenagers in college bookstores, and so on. In such sampling programs, care must
be taken to provide enough product quantity to convince the trier that this is in-
deed a better product, while simultaneously minimizing product, packaging, and

mailing expenses.

' Figure 3-3 shows an ad for Lipton’s new teas that ask consumers to write in
for trial tea bags. It is often appropriate to do such sampling for new brands, after
running an introductory flight of ads to build awareness and favorable attitudes
(so that consumers who receive the free sample already know about it and are pre-
disposed to try it). It may often be more cost effective to do such sampling than to
run additional advertising for such new brands, after that introductory advertis-
ing. When feasible, the advertising could feature an in-store coupon for a free trial
pack or atolHree phone number to call for one.
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Figure 3-3.  Sampling via trial packs: Lipton Teas.
- Courtesy of Thomas J. Lipton Company. ] .
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Price Packs :,
Price packs (packs that offer a lower than usual price, or greater than usual quan-
tity) are another kind of consumer promotion that can both attract switching and
reinforce loyalty. Here again, it may be more supportive of the brand’s advertised
image to offer “extra” product volume than to simply lower price. For some prod-
ucts (such as tea, coffee, detergents, etc.), it may be possible to offer the “extra”
volume in a special container (such as a glass carafe or plastic dispensing unit)
that reinforces some aspect of the brand’s image.

Premiums and Gifts

The same kind of thinking can be used to select premiums that are offered to con-
sumers (these are “free” products that are provided in the pack or mailed if multi-
ple proofs of purchase are sent in, either at no cost or at below-retail prices. If the
latter, they are called selfliquidating premiums because the company recovers its
out-of-pocket costs). An intelligently selected premium can be used to reinforce a
brand image: Mueslix cereal from Kellogg, from instance, which built its initial ad-
vertising campaign around a European heritage, offered consumers a packet of Eu-
ropean currency notes if they sent in the required number of proofs of purchase.
In-pack premiums (such as toy characters in children’s cereals) can also be de-
signed to build a brand’s image. The cigarette brand Marlboro offers loyal con-
sumers—those who.collect enough boxtops—merchandise with an outdoorsy,
Western, cowboy theme that reinforces the brand’s classic imagery. Since such
premiums typically require multiple proofs of purchase, they are designed most of-
ten to build repeat purchase and customer loyalty.

sweepstakes

Sweepstakes are another kind of consumer promotion, and these offer the greatest
potential to reinforce a brand’s advertising platform. McDonald’s, for instance, ran
a sweepstakes promotion at the same time that its ads were featuring a “McDon-
ald’s menu song” in which consumers had to play a plastic record to find out if they
had won—with the record featuring the same menu song. Benson & Hedges ciga-
rettes, around the time it launched a 100-mm-length version, ran a sweepstakes in
which consumers had to pick which one of a hundred minicontests they wanted to
enter, in which each of these minicontests had as their prize 100 units of something
(such as 100 pints of ice cream). ’

Subsidized Financing
This incentive is frequently used in the promotional programs for many durable
products, including automobiles. Since these products are often purchased by
consumers on monthly installment plans, the consumer is more concerned with
the monthly payment amount, including the monthly interest payment, than the
total amount paid. Companies therefore attempt to lower this monthly amount by
offering a subsidized interest rate, often through a captive financing subsidiary
(such as General Motors Acceptance Corporation, in the case of General Motors).
The key thought in the foregoing discussion on consumer promotions is that
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promotions are needed to move the consumer along to making the needed “ac-
tion” step, or needed to build loyalty and promote repurchase, after advertising
has done its job in creating awareness and preference. However, promotions can
sometimes hurt a brand’s image by cheapening it, but this is not necessary if the
promotion is designed with a view to working with and strengthening the brand’s
advertised image. :

Trade Promotions

Trade promotions are financial incentives given to the trade to stock the product,
to buy in larger quantities, to move merchandise from the warehouse onto the re-
tail shelf, to display the brand in end-aisle displays, or to feature the brand in local
retailer advertising (such as on “best food days™—Wednesdays or Thursdays), in-
cluding offering retailer coupons, and so on. Another purpose served by trade pro-
motions is that they give the manufacturer some degree of control over the final
price charged to the end-consumer: if the price to the retailer is cut, it should lead
to (at least slightly) lower prices for the consumer, Cooperative advertising is dis-
cussed later in this chapter, but many of the other types of trade allowances are
discussed briefly below. ‘

These trade promotions often have the objective of “buying” retail shelf
space and getting additional retailer “push” by loading the retailer with extra in-
ventory or of giving the retailer a temporarily lower price in the hope that some of
the price cut is passed on to the consumer. Unfortunately, retailers have begun to
keep back for themselves much of the price incentive they are expected to pass on
to the consumer (the pass-through percentage is often only about 50 percent). In
addition, many retailers often forward buy more deal-promoted product volume
than they can sell at that time, either using the extra volume for nonpromoted fu-
ture time periods, or “diverting” that volume to other dealers at a slight mark-up.
As a consequence of these practices, trade promotions have begun to account for
a very large percentage (20 to 30 percent) of retailers’ total profits.

Because of these problems, manufacturers have recently begun to cut back
on these promotions, often by substituting a lower everyday low price (EDLP) for a
sometimes-high, sometimes-low (high-low) price and promotion policy. Since cut-
ting back on trade promotions will obviously hurt retailers’ profits, manufacturers
have begun to compensate for these cuts by also trying to hold down the costs
that retailers incur in warehousing, transporting, and stocking that manufacturer’s
products through processes called efficient consumer response. The hope is that
the retailers’ direct product profitability (DPP) on these manufacturers’ brands does
not suffer.

In addition, many companies have begun to offer advice to retailers on how
to maximize their dollar return from each section of the store, by showing them
how to allocate their retail shelf space optimally among the different brands, using
planograms. This approach is called category management, and has led to many
manufacturers developing closer relationships with each retail chain so that they
can understand the retailer’s needs better, often on a store-by-store or market-by-
market basis.
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Some of the types of trade promotions frequently used by manufacturers are
described briefly below.

Off-Invoice or Buying Allowances

These incentives are the simplest form of trade promotion and are nothing more
than a price cut of a certain percentage applied to the volume bought by a ratailer
during the promotional period (e.g., 5 percent may be taken off the invoice, hence
the name). No retailer performance (such as displays, feature ads in retail store cir-
culars, etc.) is required. As mentioned, retailers often purchase more than they can
sell during such promotional periods to have enough stock to last them to the next
promotional period, a practice called bridge buying or forward buying. A variant of
such promotions is the offer of free goods, such as one unit free per dozen pur-
chased. This has the advantage of requiring the retailer to actually sell the free
good before the gains from the promotion are financially realized, putting greater
“push” pressure on the retailer.

Count-Recount Allowances

Under this type of trade promotion, the discount is applied not to the quantity the
retailer buys from the manufacturer during the promotional period, but only to
that quantity that is moved from the retailer's warehouses into the retailer’s
stores. As a consequence, the retailer is given a greater incentive to pass the price
cut on to the consumer so that the product “moves” from the store into con-
sumers’ hands.

Biliback Allowances

These allowances are paid by the manufacturer to the retailer on a per-case basis
only if certdin performance criteria are met. While they have the advantage of
“pay-for-performance,” they have the disadvantage of requiring sales force and ad-
ministrative time to monitor compliance.'® The kinds of “performance” expected
from the retailer could include in-store displays, feature ads in the retailer’s circu-
lars, and so on.

Display Allowances

These allowances are incentives to the trade to display the product prominently,
in an end-of-aisle or store-window display. These have been found to be very ef-
fective, because many time-pressed consumers simply pick up those brands that
are made salient by such displays, assuming they are on sale (which is not always
the case). Stores like such allowances because they are a good source of revenue
(a grocery chain might charge $200 per week per store for a display). For durable
goods, such displays are often a very valuable tool to educate both the consumer
and the retail salespeople about the special features of the product.

In-Ad Grocer Coupon
This type of payment by the manufacturer is made to the retailer in return for
which the retailer features a coupon for that brand in the retailer’s weekly adver-
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tising circulars. The coupon is redeemable only in that retailer’s store. The manu-
facturer pays the coupon face value, plus handling costs.

Slotting or Facing Allowances

These allowances are one-time fees paid by the manufacturer to the retailer to get
a new brand on the retailer’s shelf, paid to compensate the retailer for the brand
removed to make space for this new brand and for associated inventory and ad-
ministrative costs—and the risk—involved with the new brand. These fees may
cost manufacturers anywhere from $10,000 to $100,000 per item per chain.!?

Trade Inventory Financing or Delayed Billing

These financial incentives are used most often in durable goods industries, such as
appliances or automobiles. The manufacturer lowers the cost to the retailer to pur-
chase products to stock on the retail floor or in inventory, either by offering a
reduced-rate financing facility, by delaying billing, or both.

Sweepstakes, contests, and Spiffs.

These are incentives used to reward retail salespeople who meet their sales quo-
tas for the manufacturer’s goods, usually for durable goods, paid for by the manu-
facturers of those products. Ideally, these are timed to run concurrently with
consumer promotions.

There is emerging consensus that, in addition to the several negative conse-
quences already discussed earlier, these trade promotions also have the potential
to erode a brand’s franchise and image. They do this by reducing the amount spent
on advertising and in increasing the extent to which the consumers buy the brand
in the supermarket because it is “on deal” that week, rather than because of its ad-
vertised image. This leads to an increase in the perception that the brand is a com-
modity, or parity product, rather than something with unique added values (the
subject of Chapters 9 through 11). Here, again, the smart advertiser must strive to
focus these trade deals on advertising-enhancing activities (such as thematically
linked displays or thematically consistent retailer advertising).

In the longer run, of course, only an advertiser with a strong brand consumer
franchise—built up through consistent advertising—will have the market clout to
withstand retailer pressure to provide higher and higher trade allowances. Strong
brands with demonstrated “sell-through” (advertising-induced consumer de-
mand) will not have to give as much to the retailer (although the trade will often
“push” stronger brands of their own accord) and will thus end up as more prof-
itable brands.

Thus far we have discussed the interaction between advertising and promo-
tions mainly in terms of the content of both. Another form of interaction pertains
to their timing: consumers are more likely to notice the advertising for a brand and
the promotions for it if both are run concurrently rather than in separate time pe-
riods. Such a coordinated campaign is more likely to break through the clutter,
This is likely to enhance the effectiveness of both the advertising campaign
(through higher readership or viewership) and of the promotional program
(through greater coupon redemption or in-store sales from special displays).
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OTHER ACTION-ORIENTED COMMUNICATIONS ..

Retail Advertising

Another example of advertising that has direct, action objectives is the advertising
of retailers, or retail advertising. What are the advertising practices of successful
retailers? The best retail advertisements are those that provide the consumer with
a lot of specific information, so that the consumer can see immediately that he or
she must indeed visit the store. It is not enough, therefore, to say (for example)
that the shirts on sale are available in various colors and sizes; it is much more
action-inducing to list the exact colors, sizes, and prices. Any piece of missing in-
formation could hinder action. It is also important to create a sense of immediate
availability and urgency, by stressing that this availability (and these prices) are
“for a limited time only.”

While there is probably little carryover effect of advertising of a specific
storewide sale, retail advertisers are very particular that every retail ad fit and en-
hance the specific long-term image of the store. Every ad from Bloomingdale’s,
Lord & Taylor, and so on is carefully tuned to the particular character—the “look
and feel’—that the store has carefully developed over the years. (See Figure 3-4).

For durable products, such as large appliances and automobiles, an appro-
priate behavioral objective for advertising might be to entice customers to visit a
dealer’s showroom. For large-ticket consumer items, the final phases of the selling
process are usually best handled by a person-to-person sales effort, with advertis-
ing used appropriately to draw people to the showroom. In such situations,
“traffic-building” advertising becomes key, and (once again) the advertising must
try to create a strong sense of desire, curiosity, and urgency to get the reader or
viewer to make that store visit.

Cooperative Advertising

A situation closely related to retail advertising is that of cooperative advertising, in
which a manufacturer offers retailers an advertising program for the latter to run.'®
The program may include suggested advertising formats, materials to be used to
create actual advertisements, and money to pay a portion (often, half) of the cost.
It also often includes requests or requirements that the retailer stock certain mer-
chandise quantities and perhaps use certain displays. By some estimates, almost
one-half of retail advertising is some form of co-op advertising.

There are three types of co-op advertising: (1) vertical (when an upstream
manufacturer or service provider, such as Royal Cruise Lines, pays for a down-
stream retailer’s ads, such as a travel agent’s ads); (2) horizontal (when local deai-
ers in a geographical area pool money, as in automobiles or fast-food chains); and
(3) ingredient producer co-op (when the producer of an ingredient, such as Nu-
trasweet, pays part of an ad run by the user product, such as Diet Coke). Recent es-
timates have put the amount of co-op advertising in the U.S. at about $10 billion
per year, of which about two-thirds are spent through newspapers.'? Co-op ads
thus consitute a large portion of newspaper advertising revenue, and newspapers



92

CHAPTER 3

Fuchsia? Fabulous!

Y
.

Exclusively ours, the most brilliant idea around.
Fuchsia lampshade lit by a garland of silk flowers unfurled
to the sun. By Eric Javits, in fine Milan straw, one size, 150.00

of his collection.
drch 22nd, noon to 2 pm.

Figure 3-4.

A retail ad.

Courtesy of Lord and Taylor.
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have set up set up organizations (such as the Newspaper Co-op network, and the
Newspaper Advertising Cooperative Network) to alert local retailers to manufac-
turer co-op programs they may not be fully utilizing.

The intent of cooperative advertising, in part, is often to stimulate short-term
sales. The advertising is well suited to this task because it is usually specific as to
the product, the place at which it can be purchased, and the price. However, co-op
advertising also has other longer-term objectives: namely, to reinforce the brand
image of the original manufacturer or service provider and to maintain the manu-
facturing company’s leverage with the retail trade. The former is especially impor-
tant because retail store buyers and salespeople often favor products that come
with.large allowances, to the extent that a product not having the expected co-op
amount can find itself losing distribution.

The latter implies that the manufacturer needs to monitor and control co-op
advertising content carefully, to ensure that it is consistent with the national ad
campaign. Weak control over the creative content and media placement of co-op
ads run by small retailers can contribute to a lack of consistency in the image of
the brand and even the creation of negative associations with the brand, poten-
tially hurting the brand’s equity (see Chapter 10). Such creative controi can be
obtained by providing the local retailer with advertising slicks created by the man-
ufacturer’s agency, which can then be customized by the local retailer while still
being consistent with the national campaign for the brand.

Given the pressures from the retail trade (and from one’s own sales force) to
maintain and even. increase co-op advertising allowances, a marketer is often
tempted to allocate more money into co-op advertising at the expense of national
advertising. In deciding how much money to allocate to co-op advertising, the
marketer needs to determine if the product will really benefit from being associ-
ated with a store’s image. Such benefits are typically higher for the case of fashion
goods, hi-fi stereo equipment, and so on, which are expensive and image-driven
products about which consumers seek retail information and endorsements; these
benefits are lower for inexpensive, frequently purchased products (such as tooth-
paste or shampoo) about which the consumer does not seek retail advice. The key
question is: What are the relative roles of national advertising and store advertis-
ing in influencing consumer brand choice processes?

In addition to looking at consumer decision processes, the advertising plan-
ner must also be concerned with the need to acquire or expand distribution; a high
need typically compels higher co-op allowances. Further, legal and administrative
requirements must be met. For example, co-op allowances have to be offered on an
“equally available to all” basis unless it can be demonstrated that certain stores.
(to whom proportionately higher allowances are being offered) will lead to a
greater gain in new customers to the manufacturer.® A co-op program is likely to
yield greater benefits to the manufacturing company if the program is tightly mon-
itored (e.g., limited to certain slow-moving sizes of products rather than all sizes).
The administrative burdens of a co-op program_ also need to be remembered:
claims need to be documented and compliance checked before payments are
made, and this can be a tremendous headache if hundreds of retail accounts are in-
volved. Software packages exist to streamline this process.”
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Reminder, Point-of-Purchase, and Specialty Advertising

Sometimes the primary role of advertising is to act as a reminder to buy and use
the brand. The brand may be established and have a relatively solid, stable image.
Reminder advertising then serves to stimulate immediate purchase and/or use to
counter the inroads of competition. A good example is the Budweiser advertise-
ment shown in Figure 3-5. Other examples of reminder advertising are the “shelf
talkers” or other point-ofpurchase (P-O-P) materials placed in stores at or near the
place where the brand is on display. Such P-O-P materials often feature the pack-
age, price, and a key selling idea.

Reminder advertising can work in several ways. First, it can enhance the top-
of-mind awareness of the brand, thus increasing the probability that the brand gets
included on the shopping list or gets purchased as an impulse item. A media plan
that aims to enhance or maintain top-of-mind awareness through reminder ads
might utilize shorter ads (such as fifteen-second commercials) with a high level of
frequency or use media such as outdoor billboards or transit that are suited to
such reminder advertising. Second, it can reinforce the key elements of the na-

Figure 3-5. A reminder advertisement.
Courtesy of Anheuser-Busch. Inc.
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tional campaign at the point-of-purchase. It has been shown in research by Kevin
Keller that if there is a match between the type of information used in the P-O-P ma-
terial and in an ad for the brand seen previously, the consumer is more likely to re-
call the information in the ad successfully, and this leads to more favorable
judgments about the brand involved.”

In addition, it is often useful in such situations to use items of specialty ad-
vertising, useful products given free to consumers that have the manufacturer’s
name and related information on them. Specialty advertising items go beyond the
usual calendars, ball-point pens, coasters, and Rolodex cards to all kinds of cre-
ative, high-quality products (such as a refrigerator magnet for Domino’s Pizza that
reminds a hungry but time-starved consumer which phone number to call for
quick, home-delivered pizza). Manufactured by supplier companies, such specialty
advertising items are not usually handled by traditional advertising agencies but
by organizations called specialty distributors or specialty advertising agencies.”

In addition to maintaining top-of-mind awareness for a particular brand, re-
minder advertising can also increase the motivation for the use of the product
class as a whole. In this context, the advertising may tend to simply increase the
purchase and use of the product class and thus work to the advantage of the lead-
ing brand. Thus, reminder advertising for Royal Crown Cola may tend to increase
purchases of other colas, to the advantage of Coke and Pepsi. Similarly, Campbell’s
Soup is the soup brand that is in the best position to conduct reminder advertis- -
ing.

In-Store Advertising and Merchandising

In-store advertising is a rapidly growing area of advertising, in large part because of
the increasing realization among marketers that most consumer decisions about
which brand to buy are made after the consumer enters the store and scans the
brands on the aisles.” As a result, a variety of new in-store media have become
available to the advertiser, such as electronically scrolling ads in the aisles, adson ~
TVs near the checkout lartes, ads in radio programs played in-store while the con-
sumer ,hops, on-aisle coupon dispensers, even ads on shopping carts equipped
with special video screens. While some of these new services have shown rapid
sales growth, others have had to shut down after an experimental run, in part be-
cause of the difficulty in measuring results. Actmedia, Catalina, Advanced Promo-
tion Technologies, and VideOcart are some of the companies that are very visible
in this rapidly growing area.””

Another frequently neglected type of in-store communication is the merchan-
dising environment, by which we mean the displays, signs, and positioning of the
brand in that particular store. Creative and attention-getting displays in the store
serve to do much more than stock the product: they can greatly add to a sense of
excitement about the product and lead to much greater involvement by the con-
sumer in that product. An example would be the in-store “computers” used by cos-
metics companies such as Noxell that lets consumers make their own color
matches. Service establishments, such as banks like Citibank or fast-food restau-
rants like McDonald’s, are constantly experimenting with better branch displays
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and signage to increase cross-selling opportunities as well as to create the partic-
ular kind of image and ambience that are so vital to creating a service company’s
brand image and equity (see Chapter 10).

Industrial Marketing: Sales Leads

Industrial (business-to-business) marketing is similar to the marketing of durables in
that advertising can rarely be expected to make the sales. Rather, a salesperson is
usually required to supply information and to handle the details of the transaction.
Advertising, in this case, can provide the engineer or buyers with the opportunity
to express interest in the product by returning a card which is a request for addi-
tional information. These inquiries or leads are then typically qualified by a tele-
marketing callback to determine if an in-person sales call is necessary and cost
effective. Often this telemarketing call can itself lead to a sale. Once qualified, the
salesperson then follows up these leads by calling on the prospect, discussing his
or her requirements, and trying to “close” the sale. Thus, for industrial advertising,
a useful objective is to generate such inquiries or leads. Figure 3-6 shows a rather
dramatic industrial advertisement for Savin copiers. The reader can get specific in-
formation by calling the toll-free number in the ad.

PUBLICRELATIONS . ... ... ... _..... .. ....

Because consumers are exposed to so much advertising these days, they often try
hard to avoid it—and are very skeptical of it when they do get exposed it. To reach
these hard-to-reach consumers and to convey messages to them in a manner that
is more credible partly because it is more subtly delivered, more and more com-
panies today are devoting a portion of their communication budgets to the use of
public relations (PR) for marketing purposes. Some of the different ways in which
this is done are reviewed below, but what most of them have in common is the de-
livery of a message about the brand not through paid, explicit advertising, but
rather through an implied or explicit endorsement of a credible third-party media
source, such as the editorial content of a newspaper or magazine, or by associat-
ing themselves with a sports or cultural event, or a charitable organization.

Public relations is usually regarded of as a way to build a corporation’s pub-
lic image before stakeholders such as government, shareholders, employees, and
so on, and as a way to counteract negative publicity (such as the scare about
Tylenol after it was involved in cyanide murders in 1982). While these corporate
reputation and crisis communications uses of public relations are still very impor-
tant, it is being used more and more in the form of marketing public relations.”® Bud-
gets for such uses of public relations are rising—one estimate puts the total annual
amount of PR spending in the U.S. at about $8 billion. Most leading PR agency
groups today own one or more PR firms, including two of the biggest: the WPP
Group owns Hill & Knowlton, and Young & Rubicam owns Burson-Marsteller.

The following are examples of public relations used as an essential element in
marketing.
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Figure 3-6. An industrial ad seeking inquiries and leads.
Courtesy of Savin Corporation.
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News Stories and Media Editorial Coverage

Cabbage Patch Dolls became a toy craze in 1985 after being featured in a Newsweek
cover story, appearing in network and local TV and radio broadcasts, and after
first lady Nancy Reagan was shown worldwide giving them to two Korean children
hospitalized {or heart treatment. New products of various kinds—from Ford cars
like the Taurus, to fat substitutes like Simplesse—achieved very high levels of
brand awareness even before advertising for them broke because of favorable
news coverage. To convey an image of industry leadership, many industrial mar-
keters try hard to have trade magazines carry articles by-lined by their top execu-
tives.

Event and Sports Marketing

Ed Bernays, considered the father of modern pubuc relations, pulled off a huge
publicity coup for General Electric by orchestrating the celebrations for the fiftieth
anniversary of Edison’s invention of-the the light bulb, in which then-President
Herbert Hoover—and millions of others—switched on their electric lights after an
NBC announcer gave the signal. Budweiser sponsored the concert tour of the
Rolling Stones, Pepsi that of Michael Jackson, both gaining tremendous visibility.
Fast food (and other) companies often run tie-in promotions with movies. Ciga-
rette companies sponsor sports events, like Virginia Slims Tennis and Winston Cup
NASCAR racing. Most athletes at most major sports events today are paid to wear
the logos of sponsoring companies.

The sponsorship of big events and sports competitions—such as the Statue
of Liberty Centennial, or the L’eggs 10K Mini Marathon for women—is a multi-
billion-dollar business involving its own specialist firms. Obviously, the key issue
here is the “fit” between the event being sponsored and the desired positioning
and image of the sponsoring brand or company,

Cause-Related Marketing

Pampers diapers are distributed free at mobile baby care centers at state and
county fairs across the country, gaining not only trial but much goodwill for the
brand. American Express asks cardmembers to “charge against hunger,” donating
a few cents from every card use to hunger-fighting organizations. Hall’s cough sup-
pressant tablets are distributed free in many concert halls. Phillip Morris, IBM, and
AT&T have sponsored major art exhibitions at the Metropolitan Museum of Art in
New York and at other museums. Local McDonald's restaurants take the lead in
raising funds for Ronald McDonald children’s charities and Houses. Campbell Soup
gives elementary schools free equipment in return for collected labels for its prod-
ucts.

Product Placement

Sales of Reese’s Pieces candy soared after they were shown in the hit movie E.T.
When Ray-Ban provided actor Tom Cruise sunglasses to wear in the movie Top
Gun, sales reportedly rose 30 to 40 percent. Auto makers provide cars for free for
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use in Hollywood TV shows. Almost 75 percent of local TV stations are reported to
make use of video news releases, including those on the making of commercials.”
A study by Advertising Age found 1,035 instances of “product plugs” in a single day
of programming on the four major networks.” Again, specialist companies exist
that, for the necessary fee, will “place” your product in movies and TV shows.

contests

Pillsbury’s bake-off recipe contests lead to big sales increases after they are held
annually and have made Pillsbury synonymous with baking. Pepto-Bismol spon-
sors a chilicooking contest. Combat roach Killer sponsors a contest for the
World’s Largest Roach.

In all of these cases of marketing public relations, the benefit to the brand is
not only that the message is delivered through (or in the context of) a perceivedly
neutral, objective, and trustworthy organization or institution, bt also that it is
relatively cheap. Unlike ad budgets, which can run into the hundreds of millions of
dollars, most public relations programs cost well under $1 million. The downside
of this cheapness and credibility, of course, is the lack of control: you can hope the
media will present your story the way you want, but you have no way of ensuring
that is what will happen. Public relations payoffs are also hard to quantify. Most
companies simply attempt to add up the seconds or minutes of free media expo-
sure for their brand names or logos and then value that exposure at advertising
rate equivalents. A few companies actually test for increases in brand awareness,
attitudes, or sales in markets with versus without the PR campaign.”

Obviously, the standard way to try to get PR coverage is to send out news re-
leases to the media or to hold a news conference. These are more likely to be used
by the media if they contain something that is genuinely newsworthy in the con-
text of the publications that are targeted. Ask yourself: If I were the journalist re-
ceiving this ‘news release, would | consider it news that my readers should see?
Following this logic, Quaker Oats sponsored and publicized research about the
health benefits of eating oats, which was picked up by most media because they
thought most readers would in fact benefit from that information. Other ways in-
clude the creation of events such as McDonald’s sale of its 50 billionth hamburger
or the opening of its restaurants in Moscow and Beijing, or the contests described
above. :

INTEGRATING THE DIFFERENT ELEMENTS. . . . ..

Thus far in this chapter, we have discussed some of the other communication ele-
ments that a communications manager can and should use in addition to advertis-
ing. It should be clear that a huge variety of these communication elements exist,
and the purpose of this chapter was merely to introduce you to what they were
and to refer you to sources for further information. Obviously, the best communi-
cation programs manage to use many of these elements in ways that reinforce each
other. The Southwest Airlines case noted at the beginning of this chapter iltus-
trates such mutual reinforcement of these elements and is an example what is to-
day being called integrated marketing communications {(IMC).
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What Is Integrated Marketing Communications?

Despite the increasing use of the term “integrated marketing communications” by
both practitioners and academics in recent years, there is little agreement on what
the term actually means. According to one recent review,” at least two related
ideas are involved:

One-Voice Marketing Communications ,

As consumers increasingly begin to be addressed by the same marketer in a vari-
ety of different ways—through image-building advertising, public relations, direct
marketing, sales promoctions, point-of-sale material, collateral material (e.g.,
brochures and catalogs), and sales force calls—there is the obvious need to ensure
a consistency of positioning, message, and tone across these different media. As
discussed in Chapter 10 of the book, such consistency is a vital element of brand-
building. Ideally, these different communications would all begin from the same vi-
sion of what the consumer was supposed to be hearing from the marketer so that
they all operate seamlessly, reaching the consumer with one voice. At the very
least, this implies that the different marketing communications elements—mass
media advertising, direct marketing, sales promotions, package graphics, point-of-
sale material, events, trade shows, employee communications, and public rela-
tions—need to be created in a tightly coordinated manner by the many different
agencies and organizations (the PR firm, direct response agency, sales promotion
firm, ad agency, client company) that work on the different elements.

Integrated Communications

A marketer’s consumer communications need to not only raise brand awareness,
or create or change brand preference and image, or to get sales trial or repurchase,
but to do all of the above at the same time. Increasing image without getting a sales
result is not good enough and getting short-term sales (e.g. via sales promotion) at
the expense of a brand’s long-term image is also courting disaster. Thus, it is ar-
gued that all marketing communication materials, paticularly ads, should attempt
to simultaneously achieve targeted communication goals (e.g., raising attitudes or
building image) and lead to some behavioral action (e.g. trial or repurchase).

Why IMC Has Grown

As should be apparent from the two conceptualizations of IMC above, the need for
IMC has grown in parallel with the trend to allocate marketing communication bud-
gets away from their mainstay of mass media advertising. As reviewed in Chapter
1, both consumer goods and industrial goods marketers have moved increasingly
large proportions of marketing resources into direct marketing and sales promo-
tions. The amounts of money being spent in direct marketing and in sales promo-
tions have thus grown dramatically.”! These trends in spending patterns have
occurred for various reasons, including the increased splintering and fragmenta-
tion of consumer media, the increasing segmentation of consumer tastes and pref-
erences, the easier access to consumer databases and computational resources,
the increased pressure on marketers to maintain the momentum of short-term
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sales, the increased power of the retail trade, the recognition of the importance of
reinforcing consumer loyalty and repurchase via relationship marketing, and so
on. At the same time, marketers have also been forced to recognize the vital
importance of building and increasing a brand’s image-based equity (see Chap-
ter 10).% '

Thus, marketers now must accomodate more complex and multiple commu-
nication objectives simultaneously, must spread their marketing communications
resources over a much wider array of techniques and media, and usually must im-
plement these multiple communications programs through a larger number of ven-
dors or agencies. The multiplicity of markets and media and objectives and
organizations can very easily lead to a fragmentation and dilution of message con-
sistency and impact, unless steps are taken to integrate these various communi-
cations efforts.

Impact of IMC on Advertising Practice

Two major studies of the attitudes toward, and use of, IMC were conducted in 1991
in the United States, by researchers from Northwestern University and the Univer-
sity of Colorado.” In both, almost 80 percent of the respondents surveyed (mar-
keting and advertising managers from client firms) said the concept of IMC was
valuable to them by potentially providing greater consistency to their communi-
cations, reducing media waste. Their expectation was that the use of IMC would in-
crease, provided that the key barrier to its use—turf battles and egos within their
companies and in outside agencies—could be overcome. There was disagreement,
however, on who should do the integrating. While marketing managers from larger,
higher-expertise companies (surveyed in the Northwestern study) felt that the
companies themselves should do the integrating, managers from smaller compa-
nies (in the Colorado survey) felt that such integration was the responsibility of
the outside agencies. Clearly, how best to organize for IMC is a key issue in imple-
menting it, and we will return to it below. Meanwhile, both clients and agencies
have clearly become conscious of the need for IMC, and many companies and
agencies have begun programs to train their managers to take a more integrated
approach to marketing communications.

IMC Strategies and Tactics

According to Thomas Duncan, a company that thinks it is doing IMC should begin
by conducting an audit: check to see the real degree to which it is coordinating its
various communications activities and the real degree to which it is sending out
messages that are integrated and consistent. Most companies that do this find
they are actually doing less IMC than they first thought.** There are many barriers
to doing real IMC, among them a lack of appreciation for its value (especially
among top management), a lack of skills and training, and organizational struc-
tures and systems that create territorialism. We will discuss organizational issues
further below, and providing skills and training (and an appreciation of its value)
are obvious prerequisites to implementing IMC: But is there anything more to IMC
than the commonsensical idea that all communications to the consumer about a



102

CHAPTER 3

particular brand should be “synergized,” which is hardly a novel or earthshaking
idea?

There is no clear answer to this last question, and only a few interesting
implementation-oriented ideas have emerged. Most of these borrow heavily from
the concepts of database or direct marketing, discussed earlier in this chapter.
Don Schultz and colleagues, for instance, have suggested that marketers should
build a comprehensive database of customers and prospects and then think
through what different time and place opportunities exist for the company to con-
tact each segment of customers (such as loyals, switchers, new prospects, etc.),
what medium or communications mode, with what message and tonality, and for
what overall marketing objectives. An overall communications strategy must then
be developed that guides the integration of the different communications tactics.
Each communications contact with the target must then not only deliver the in-
tended message, but also solicit a response, which is then added to the database
for further analysis.®

For example, the following sequence of questions should help develop an in-
tegrated marketing communications program:

1. What'is the target customer’s information gathering, decision, and shopping process?

2. Who or what are all the media, institutions (e.g., retailers), and people or influencers
{e.g., pharmacists) with which the target customer comes in contact? in what sequence do
these contacts occur? What communications opportunities do these contacts create for
us?

3. For all these people, what attitudes and/or behaviors do we want to affect?

4. Therefore, for each communication opportunity, what are our communications needs?
What quantitative goals?

5. For each communications opportunity, given what we need to accomplish, what is the
best program(s) to accomplish it—advertising, direct mail, public relations, sales promotion,
or other?

6. Given this choice and sequence of programs, how should the budget be allocated?
7. Who s to be responsible for implementing which part?
8. How will we measure the gdegree of success of each part?

The key to ensuring the desired integration and consistency in these various
contacts is having organizational arrangements that facilitate rather than impede
such integration, and we now turn to discussing these.

Organizing for IMC

Obviously, the easiest way to organize for IMC is to have just one outside commu-
nications supplier, such as an ad agency, and to have centralized responsibility for
all brand communications within the client company, at either a brand/product
manager or marketing vice president level. In terms of outside suppliers, ad agen-
cies are more likely to have the expertise to perform multiple communication tasks
(advertising, direct marketing, sales promotions, public relations) than stand-
alone single-function suppliers (such as public relations, direct marketing, or sales
promotion firms). Indeed, large ad agencies have for long claimed an ability to or-



