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All marketing research books are designed to introduce students to the concepts and practices
that make up the field of marketing research. Building on the success of our first edition of
Marketing Research: Within a Changing Information Envrionment, this second edition goes
well beyond that basic idea to show how marketing information research tools, skills, and
understanding can be applied in solving marketing problems and creating business
opportunities within a rapidly changing information environment. With the growing
availability, acceptance, and use of (1) the Internet and its related advanced technologies and
communication systems, (2) gatekeeper technologies such as caller ID, electronic answering
devices, and voice messengers to protect people’s privacy, (3) continuous changing of
internal organizational structures to improve the cross-functional sharing of information, and
(4) the movement of both large and small businesses toward globalization of marketing
practices, tomorrow’s information requirements will be more challenging than those of
yesterday. Although the first edition was well received in the marketplace, it was the positive
comments made by adopters of the book and reviewers (both adopters and nonadopters) as
well as students which encouraged us to write this second edition. We sincerely believe that
we have identified several critical learning needs that other marketing research textbooks are
not addressing well or not addressing at all.

Objectives and Approach

Similar to those of the first edition, our objectives in this second edition of Marketing
Research remain basically threefold. First, we want to continue to provide students with a
body of knowledge and a set of facts that are easy to read and understand and that will
facilitate practical self-learning of the basics of information research. Second, we want to
provide students with solid tools and skills necessary to solve business problems and
exploit business opportunities. And finally, we intend to provide a solid educational
learning resource for instructors who strive to bring understanding to frequently complex
subject matter. As students develop information acquisition skills and an understanding of
available research tools, they will quickly see how they can be applied to a changing
marketing environment, to other academic courses, and to their personal lives.

Rapid changes in the business world are creating new decision situations that demand
creative solutions and better skills for the acquisition and use of information. As a result of
many recent advances in the Internet, computer technologies (both hardware and
software), high-speed communication systems, and other electronic technologies, business
decision makers and the marketing research industry have been forced to rethink their
notions of information and of the practices used to acquire and generate data and
information. A unique feature of this second edition is the continual detailed treatment of
and significantly greater emphasis placed on identifying, searching, gathering, analyzing,
and interpreting secondary data and information. Another unique feature is the book’s
detailed and expanded coverage of customer relationship management (CRM) and the
integrative role that marketing information research plays in making CRM one of the
hottest topics in information research today. In addition, this edition offers students
expanded coverage of the latest online research techniques, database development and

vii
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maintenance, and data mining activities. Finally, students and instructors will have the
opportunity to engage with the book’s new interactive website (www.mhhe.com/hair)
linking students to a wide variety of additional practical marketing research examples,
exercises, applications, learning modules, cases, and points of interest relevant to better
understanding marketing information research tools, skill, and practices.

This second edition of Marketing Research: Within a Changing Information
Envrionment provides detailed insights into alternative ways of dealing with new
information needs and demands brought about by environmental changes. These changes
have had direct impact both on marketing research practices and on the operating
environments of business practitioners. Additionally, there have been many changes in the
educational environment that have implications for how people acquire knowledge and
master the skills and tools customarily associated with the practice of marketing research.
Given the strong acceptance of the information research process presented in the first
edition, we again use that process not only to cover the traditional marketing research
concepts, but also to provide insights for meeting the information challenges of the 21st
century. The second edition is written for people at a fairly basic level; it does not require
a strong background in statistics or any prior knowledge of marketing research. It is not
intended for people who wish to teach advanced multivariate data analysis procedures, yet
it could serve as a very good supplement text for those procedures.

We continue to believe that self-learning is a critical and necessary component of a
student’s overall educational experience. To that end we have incorporated the following
characteristics into this second edition to enhance the self-learning process:

* Easy-to-understand writing style and organization.

* Clearly presented and informative exhibits, tables, and boxes that provide real
business applications.

* Integrated examples that illustrate the links between various research concepts.

* End-of-chapter Marketing Research Illustrations that demonstrate how researchers
integrate concepts discussed within that chapter.

e Detailed treatment of critical information skills and tools.

* In-depth treatment of secondary data/information as well as customer relationship
management and database practices.

* New in-depth treatment of the latest online research methods.

* A new interactive book website that links the students and instructors to additional exam-
ples and discussions on many different research topics, databases, and software tools.

Content and Organization

The second edition provides significantly new and expanded content on a number of
marketing research topics that were covered in the first edition. Given all the positive
comments and acceptance from reviewers, adopters, and students of the previous edition,
we were encouraged to maintain the overall organization for the second edition. Part 1 of
this book covers marketing research and technology and contains five chapters. Chapter 1
provides an overview of the role of marketing information research in a strategic
marketing planning process. It offers current discussions and illustrations for the various
research requirements, tasks, and functions within today’s complex business
environments. Chapter 2 takes an information approach to explaining the marketing
research process and sets the tone for the remaining chapters. It presents an overview of
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the four stages of the process and discusses the major steps that researchers and decision
makers must take to ensure successful results. There is an important discussion of the
critical role marketing research information plays in decision making and what
environmental factors have greatest impact on marketing research practices.

Chapter 3 provides in-depth treatment of the most critical step in the process—
determining the “right” information research problem and deciding on the appropriate
research objectives. It also offers a discussion of the important ethical dilemmas and issues
faced by both researchers and decision makers. Chapter 4 integrates strategic management
and customer relationship issues involved in conducting secondary data gathering
research. It places heavy emphasis on the search strategies needed to acquire, analyze, and
use both traditional and online approaches. The original Chapter 5, which provided
detailed coverage of the use of the Internet, has been completely moved to the book’s
interactive website (www.mhhe.com/hair). The new Chapter 5 in this edition provides a
detailed discussion of customer relationship management (CRM) and explores various
research strategies using CRM software for data acquisition and for intraorganizational
sharing of data and information.

Part 2 covers the various research designs used to collect accurate data and information
and contains five chapters. Chapter 6 continues the integration of CRM activities and
offers detailed information on the application of secondary data sources and databases for
solving business problems. It places heavy emphasis on the importance of secondary data
and on knowing how to develop and maintain databases as well as how to undertake data
mining and conduct segmentation activities. Chapter 7 focuses uniquely on how research-
driven decision support systems (RDSS) are created and used to support researchers and
decision makers. Through the exclusive partnership with the Matrix Technology Group,
Inc., a CRM software company in Clearwater, Florida, students and instructors can link to
a variety of CRM software, tutorials and applications through the book’s new interactive
website (www.mhhe.com/hair).

Chapter 8 moves from research designs that are strictly for secondary data to those
aimed at collecting primary (i.e., firsthand) data and their conversion to useful managerial
information. A number of qualitative methods used in exploratory research situations are
discussed, with heavy emphasis placed on two widely practiced designs—in-depth
interviews (also known as depth interviews) and focus groups. There is a new expanded
discussion dealing with online focus group practices. Chapter 9 presents an overview of
survey research designs along with other quantitative data collection methods (both
traditional and online approaches) that are normally associated with descriptive research
objectives. It also introduces the various types of error associated with survey research
designs, including their impact on the quality of the data collected. Students and
instructors will find additional discussions and examples of survey research errors offered
through the book’s interactive website. Chapter 10 provides detailed treatments of
observation techniques and experimental and quasi-experimental designs, along with in-
depth treatment of test marketing and field simulations practices. It also explores the issues
of validity and reliability.

Part 3 covers the process of gathering accurate data and contains four chapters. Chapter
11 introduces readers to sampling and defined target populations. It provides detailed
coverage of sampling distributions, sampling frames, sample size determination, and
different types of probability and nonprobability sampling procedures. This chapter shows
how to develop a sampling plan and discusses each step of the process. Chapter 12
introduces the procedures used in construct development and provides an overview of
scale measurements. The critical issues underlying the development of basic scale
measurements and information properties are discussed in detail, and earlier discussions of
validity and reliability are revisited.
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Chapter 13 advances the concept of scale measurement to more complex attitude,
emotional, and behavioral scale formats, and it goes on to provide a basic overview of
other types of comparative and noncomparative specialty scales used in marketing
research practices. More examples of scale measurements are provided through links on
the book’s website. Chapter 14 offers a detailed treatment of how to develop and format a
scientific-based survey instrument (i.e., questionnaire). Exclusive to this book, we use the
“flowerpot” framework and demonstrate how this framework integrates and has an impact
on the various procedural steps of the design process. In addition, there is a detailed
treatment of how to develop cover letters and letters of introduction and their importance
to increasing response rates. Discussions are also provided on the development of critical
supplement documents associated with survey instrument designs and conducting field
work (i.e., supervisor instructions, interviewer instructions, screening forms, quota sheets,
rating cards, call record sheets). The book’s website offers students and instructors
additional examples of good and bad questionnaires, cover letters, and pre- and posttest
questionnaire design changes.

Part 4 covers data preparation, data analyses, and the communication of research
findings and contains five chapters. Chapter 15 begins this section by offering an overview
of the fundamental principles of coding requirements, the editing of data, and the
preparing of raw data for statistical analysis. Chapter 16 builds on earlier discussions of
basic sampling statistics and begins to illustrate how fundamental descriptive statistical
analyses are used to transform raw data into more complex data structures. It provides the
how, when, and whys for performing -test and z-tests, and it explains the importance of
means, standard deviations, and standard error values. Chapter 17 expands the discussion
of data analysis to include testing for associations using correlation, covariance,
regression, and analysis of variance (ANOVA) statistical procedures.

Chapter 18 presents a somewhat simplified overview of multivariate statistics. It provides
how, when, and why discussions of discriminant analysis, cluster analysis, and conjoint
analysis procedures. Chapter 19 discusses the important issues that underlie the preparation
of research reports and presentations. It shows students how to develop computerized
presentations (e.g., PowerPoint slides) of data structures results and research findings. Each
chapter in Part 4 offers SPSS data analysis exercises developed for a fictional fast-food
restaurant (Back Yard Burgers). The disk with this material can be found inside the back
cover of the textbook. As an available option, the second edition can be packaged with the
Back Yard Burger data set and the student version of SPSS Student Version 11.0. This student
version will last for one year from the time it is first loaded on a student’s computer.

Pedagogy

Most marketing research books are readable, but a more important question might be “Can
students comprehend what they are reading?” This book offers a wealth of pedagogical
features, all aimed at answering that question in the affirmative. Here is a list of the major
elements.

* Learning Objectives. Each chapter begins with clear learning objectives that students
can use to gauge their expectations and the importance of the chapter material.

* Vignettes. Each chapter begins with an interesting story that describes a real-world
business example that illustrates the focus and importance of the chapter’s material.

» Basic Concepts and Terms. These are boldface in the text and are also defined again
in the page margins to make reviewing easier. They are also listed at the ends of chap-
ters and included in a glossary at the back of the book.
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* A Closer Look at Research. These boxes, which are found in each chapter, come in
three varieties—Using Technology, Small Business Implications, and In the Field.
They are intended to expose students to real-world issues.

» Ethics. This text provides extensive treatment of ethical issues early in the book
(Chapter 3) and revisits ethical issues throughout the remainder of the book. There are
carefully designed “ethics boxes” selectively placed in other chapters that provide
excellent real-life examples of unethical research practices, and there are ethics-
oriented discussion questions at the ends of other chapters.

* Global Insights. These boxes, scattered throughout the book, are intended to encour-
age students to see the international implications of and opportunities for marketing
research.

* Chapter Summaries. These detailed summations, organized by learning objectives,
will help students remember key facts, concepts, and issues, and will serve as an
excellent study guide in preparation for in-class discussions and exams.

* Questions for Review and Discussion. These questions were carefully designed to
enhance the self-learning process and to encourage the application of the concepts to
real business situations. There are one or two questions in each chapter (Experience
the Internet) that directly relate to the World Wide Web to provide students with
opportunities for sharpening their electronic data gathering and interpretive skills.

* Marketing Research Illustration. This illustration, found at the end of each chapter,
provides students with additional insights as to how key concepts from that chapter
can be applied to a real business situation.

Supplements

This book offers a rich ancillary package. Here is a brief description of each element in
that package.

* Instructor’s Resource CD-ROM. This CD includes a thoroughly revised Instructor’s
Manual and PowerPoint slides prepared by Kevin Bittle. A wealth of extra student pro-
jects and real-life examples provide additional classroom resources. The electronic test
bank files, prepared by Tom Quirk of Webster University, are also thoroughly revised
and included on the CD. Each chapter has 60 multiple choice, 15 true-false, and 4
essay questions.

* Videos. The video program contains two hours of material on marketing research from
the McGraw-Hill/Irwin video library.

* Website. Students can use their Internet skills to log on to this book’s dedicated web-
site (www.mhhe.com/hair) to access additional information about marketing research
and evaluate their understanding of chapter material by taking the sample quizzes. Stu-
dents can also prepare their marketing research projects with our online support
system, developed by Les Dlabay of Lake Forest College. Additional resources are
offered for each chapter—look for prompts in the book that will guide you to the web-
site for more useful information on various topics.

* Back Yard Burgers and Deli Depot Data Sets. Standard copies of the book contain a
CD-ROM that provides two nationwide data sets in SPSS file format. They can be used
for a research project or with exercises in Chapter 15 that focus on preparing primary
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data for analysis and actual data analysis procedures (Chapters 16, 17, 18). The
database is rich with data and covers topics that all students can easily identify with.

* SPSS Student Version. Through an arrangement with SPSS, we offer the option of
purchasing the textbook packaged with a CD-ROM containing an SPSS Student Ver-
sion 11.0 for Windows. This powerful software tool allows for the analysis of up to 50
variables and 1,500 cases. It contains the complete Back Yard Burgers data set and can
be used in conjunction with the data analysis procedures covered in the text.
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“l don’t know how

make intelligent
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you’re supposed to

decisions
without facts.”

—WILLIAM DILLARD SR.
Founder and Chairman
Dillard’s Department Stores®

It’s a Jeep Thing, You Wouldn’t Understand
uestion the behavior of a loyal Jeep owner, and
@you’re likely to hear these words: “It’s a Jeep
thing, you wouldn’t understand.” Because if
there’s one thing that dyed-in-the-wool Jeep drivers
believe, it’s that they are fundamentally different
from the slew of SUV owners currently crowding the
roads. Consider, for example, the outward
appearance of a Jeep Cherokee. The prospect of
being smacked by a roving shopping cart in a
parking lot is the sort of thing that leads a Lexus SUV
owner to park a half-mile from the closest car, but
for the Jeep owner, scratches, dings, gashes, and
chips are like medals of honor bestowed on the
vehicle. The long history of the Jeep vehicle, the
original 4x4, has the brand recognition that has
always been synonymous with a spirit of adventure,
and Jeep owners are passionate about this feeling.
One of the greatest challenges for the Jeep
Division of DaimlerChrysler, AG, is keeping up with
the changing needs, wants, desires, and diversity
of its customer base. Forty years ago, Jeep made

the only all-terrain vehicle, found mainly on army
bases, running remote trails, or venturing out on
exotic safaris. Today, Jeeps are more likely to be
spotted hauling kids to school or stockbrokers to
the Hamptons. In fact, with so many other car
companies attempting to market to the growing
demand for SUVs, Jeep management realizes that
learning about customers by convening focus
groups and compiling surveys is no longer enough.
Rather, Jeep’s marketing research efforts are
focusing on individual consumers and creating a
relationship between the Jeep brand and the buyer.
Marketing research activities now focus on
information technology and data gathering through
event sponsorships. Over the years, Jeep has
invited families to participate in such activities as
off-road driving clinics, fly fishing contests, hiking
and mountain-biking competitions solely for the
purpose of collecting data. These activities are
indeed expensive, but by generating face-to-face
dialogue with thousands of customers they provide
a great forum for learning more about customers
and the relationship they have with their vehicles.
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The greatest opportunity for Jeep comes when
marketing researchers and engineers talk to
consumers. Casual conversations among event
attendees are carefully recorded by market
research personnel, and almost 9o percent of all
attendees complete and return customer feedback
cards. Yet the most valuable information on
customer expectations is generated by round-table
discussions between customers and Jeep
engineers. The purpose of such discussions is to
allow Jeep engineers to record tangible benefits
from the customer encounter, namely, product
ideas and improvements. By meeting directly with

customers in a round-table format, engineers and
market researchers get feedback on model
changes, lifestyles, and satisfaction. Such data
collection methods appear to be working.
According to Jeep sales research, owners who
participate in sponsored activities are four times
more likely to purchase another Jeep than are
owners who do not participate. Jeep executives
contend that not only do such events boost sales,
but they also contribute to a vast database used to
build long-term customer relationships and loyalty
car companies yearn for.

Value of Marketing Research Information

Jeep, as seen in the opening example, illustrates just one way marketing research operates
to solve issues surrounding a business. The example also identifies new approaches and
evolving processes in the marketing research industry. Implementing a sound marketing
research process based on customer inquiry and feedback allows any size business to make
confident, cost-effective decisions, whether in identifying new product opportunities or
designing new approaches for communicating with customers.

Marketing research
The function that links
an organization to its

The American Marketing Association formally defines marketing research as follows:

Marketing research is the function that links an organization to its market through the gathering

of information. This information allows for the identification and definition of market-driven

market through the
gathering of
information.

opportunities and problems. The information allows for the generation, refinement and evaluation
of marketing actions. It allows for the monitoring of marketing performance and improved under-

. . . 2
standing of marketing as a business process.

Applying this definition to the Jeep Division, we can see that Jeep used marketing research
information to identify new product and model opportunities, as well as implementing new
data-gathering processes to better understand customers. These approaches are known as
relationship building and customer relationship management. Both approaches are dis-
cussed in detail in the section below.

The American Marketing Association defines marketing research as a process. Specifi-
cally, the collection of information as it applies to marketing research is a systematic
process. The specific tasks in this process include designing methods for collecting infor-
mation, managing the information collection process, analyzing and interpreting results,
and communicating findings to decision makers.

The purposes of this chapter are to elaborate on marketing research and to provide a
fundamental understanding of its relationship to marketing practices. We first explain why
firms use marketing research and give some examples of how marketing research can help
companies make sound marketing decisions. Next we discuss who should use marketing

research, and when.

Another task of this chapter is to provide a general description of the activities companies
use to collect marketing research information. We present an overview of the marketing
research industry in order to clarify the relationship between the providers and the users of
marketing information. The chapter closes with a description of how this text is organized.
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Customer Relationship Management
and the Marketing Research Process

Marketing The process
of planning and execut-
ing the pricing, promo-
tion, and distribution of
products, services, and
ideas in order to create
exchanges that satisfy
both the firm and its
customers.

Relationship marketing
The name of a strategy
that entails forging long-
term relationships with
customers.

The fundamental purpose of marketing is to allow a firm to plan and execute the pric-
ing, promotion, and distribution of products, services, and ideas in order to create
exchanges that satisfy both the firm and its customers. The process of creating this
exchange is normally the responsibility of the firm’s marketing manager. Marketing
managers attempt to stimulate the marketing process by following various decision cri-
teria. More specifically, they focus on getting the right goods and services (1) to the right
people, (2) at the right place and time, (3) with the right price, (4) through the use of the
right blend of promotional techniques. Adhering to these criteria ultimately leads to the
success of the marketing effort. However, the common denominator associated with
each criterion is uncertainty. Uncertainty lies in the fact that consumer behavior is
unpredictable. In order to reduce this uncertainty, marketing managers must have accu-
rate, relevant, and timely information. Marketing research is the mechanism for generat-
ing that information.

Today, successful businesses, no matter how small or large, follow a business strategy
known as relationship marketing. According to this strategy, companies build long-term
relationships with customers by offering value and providing customer satisfaction. The
company is rewarded with repeat sales, increases in sales and market share, and profits.
Gateway Computers, for example, is highly focused in relationship marketing. Gateway
sees its customers as individuals with unique needs and desires. Its marketing research pro-
gram is directed toward measuring these aspects of the customer, then developing its entire
marketing program around such measures in order to build long-term relationships with
customers.

The success of any relationship marketing strategy depends on knowledge of the mar-
ket, effective training programs, and employee empowerment and teamwork:

* Knowledge of the market. For an organization to be focused on building relationships
with customers, it must know all relevant information pertaining to those customers.
This implies that the company must have an obsession with understanding customer
needs and desires and using that information to deliver satisfaction to the customer.
Nowhere is this more important than in the marketing research responsibilities of the
company.

* Effective training programs. Building excellence in relationships begins with the
employee. In the eyes of many consumers, the employee is the company. Therefore, it
is critical, not only in a marketing research capacity, but throughout the entire
company, that the actions and behaviors of employees be market oriented. Many orga-
nizations such as McDonald’s, Walt Disney, and American Express have corporate uni-
versities designed to train employees in customer relations. Furthermore, many of these
universities train employees in the proper techniques of gathering data from customers.
Emphasizing informal customer comments, discussing issues on competing products,
and encouraging customers to use comment cards are some ways in which American
Express trains its employees in data gathering practices.

* Employee empowerment and teamwork. Many successful companies encourage
their employees to be more proactive in solving customer problems. On-the-spot prob-
lem solving is known as empowerment. Additionally, organizations are now developing
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cross-functional teams dedicated to developing and delivering customer solutions.
Teamwork designed to accomplish common goals is frequently used at the Jeep
Division of DaimlerChrysler. This is evident in the opening example, where marketing
research and engineering personnel work together to better understand the requirements
of their customers.

Empowerment and teamwork facilitate relationship building among customers. These
two dimensions, along with training and knowledge of the market, form the catalyst for
implementing the relationship marketing strategy commonly referred to as customer rela-
tionship management.

Customer Relationship Management

Customer relationship Customer relationship management, or CRM, is the process used for implementing a
management The relationship marketing strategy. CRM is a process used to gather market-driven data in
process used forimple-  order to learn more about customers’ needs and behaviors for the purpose of delivering
menting a relationship added value and satisfaction to the customer. These data, in conjunction with information
marketing strategy. technology, are then used to develop stronger relationships with customers.

Fundamentally, CRM is based on a number of concepts focusing on the marketplace
and the consumer. Specifically, these concepts address:

Customer/market knowledge: This is the starting point of any CRM process. The role of
marketing research is to collect and gather information from multiple sources as it pertains
to the customer. Key data to be captured include demographics, psychographic data, buy-
ing and service history, preferences, complaints, and all other communication the customer
has with the company. Data can be internal, through customers’ interaction with the com-
pany, or external, through surveys or other data collection methods.

Data integration: This process entails the development of a data warehouse to integrate
data from multiple sources into a single shared data source depository. These data, which
are used to understand and predict customer behavior, are then made available to all func-
tional areas of the company so that anyone who interacts with the customer will have a
complete data history of the customer.

Information technology: The role of marketing research is to facilitate data integration
through technology-driven techniques. These techniques perform functions such as
basic reporting on the customer, data mining, statistical analysis procedures, and data
visualization.

Creating customer profiles: Collected and integrated data are used to develop customer
profiles. These profiles are then made available to all functional areas of the company uti-
lizing the appropriate information technology.

These concepts are embodied in a variety of outcomes based on the strategic planning
objectives of the company (i.e., introducing new products, growing new market seg-
ments, evaluating advertising campaigns). The overriding goal is to provide the neces-
sary data and technology to monitor customer changes while building and maintaining
long-term customer relationships. The impact of the CRM process on the marketing
research process, including building, developing, and implementing the process, is
detailed in Chapter 5.
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Strategic Marketing Planning

Within a strategic-planning framework, managers must make many critical marketing
decisions. These decisions vary dramatically in both focus and complexity. For example,
managers must decide which new markets to penetrate, which products to introduce, and
which new business opportunities to pursue. Such broad decisions usually require decision
makers to consider a variety of alternative approaches. Conversely, decisions regarding
advertising effectiveness, product positioning, or sales tracking, while still very complex,
are somewhat more narrow in focus. Such decisions usually concentrate on a specific
advertising campaign, a particular brand, or a specific market segment. Such decisions
often center on monitoring performance or anticipating and initiating changes in a com-
pany’s marketing practices.

Regardless of the complexity or focus of the decision-making process, managers must
have accurate information in order to make the right decisions. The entire strategic marketing
process is a series of decisions that must be made with high levels of confidence about the
outcome. It is therefore not surprising to realize that a sound marketing research process is
the nucleus for strategic market planning.’

Exhibit 1.1 lists some of the research-related tasks necessary for confident strategic
decision making. While this list is by no means exhaustive, it does provide a general illus-
tration of the relatedness between strategic planning and marketing research. The follow-
ing sections describe these relationships in more detail.

Marketing Situation Analysis

To
monitor the appropriate-

Situation analysis

ness of a firm’s market-
ing strategy and to
determine whether
changes to the strategy
are necessary.

Opportunity assessment
Involves collecting infor-
mation on product mar-
kets for the purpose of
forecasting how they will
change.

The purpose of a situation analysis is to monitor the appropriateness of a firm’s market-
ing strategy and to determine whether changes to the strategy are necessary. A situation
analysis includes three decision areas: market analysis, market segmentation, and compe-
tition analysis. Within the context of a situation analysis, the purposes of marketing
research are to:

1. Locate and identify new market opportunities for a company (opportunity assessment).

2. Identify groups of customers within a product-market who possess similar needs, char-
acteristics, and preferences (benefit and lifestyle studies, descriptive studies).

3. Identify existing and potential competitors’ strengths and weaknesses (importance-
performance analysis).

Market Analysis

The research task related to market analysis is opportunity assessment, which involves
collecting information on product markets for the purpose of forecasting how they will
change. Companies gather information relevant to macroenvironmental trends (political
and regulatory, economic and social, and cultural and technological) and assess how those
trends will affect the product market.

The role of marketing research is to gather and categorize information pertaining to var-
ious macroenvironmental variables, then interpret the information in the context of strategic
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T 1.1 Strategic Planning Process and Related Marketing Research Tasks

Benefit and lifestyle
studies Examine simi-
larities and differences
in consumers’ needs.
Researchers use these
studies to identify two or
more segments within
the market for a particu-
lar company’s products.

Strategic Planning Process

Marketing Research Task

Marketing Situation Analysis
Market analysis
Market segmentation

Competition analysis
Marketing Strategy Design
Target marketing
Positioning

New-product planning

Marketing Program Development
Product portfolio strategy

Distribution strategy

Pricing strategy

Integrated marketing communications

Strategy Implementation and Control

Strategy control

Strategic information analysis

Situation Research Efforts
Opportunity assessment

Benefit and lifestyle studies
Descriptive studies
Importance-performance analysis
Strategy-Driven Research Efforts
Target market analysis
Positioning (perceptual mapping)
Concept and product testing

Test marketing

Program Development Research
Customer satisfaction studies
Service quality studies

Cycle time research

Retailing research

Logistic assessment

Demand analysis

Sales forecasting

Advertising effectiveness studies
Attitudinal research

Sales tracking

Performance Analysis

Product analysis

Environmental forecasting
Marketing decision support systems

consequences to the firm. Marketing researchers use three common approaches in the col-
lection of macroenvironmental information:

1. Content analysis, in which researchers analyze various trade publications, newspaper
articles, academic literature, or computer databases for information on trends in a
given industry.

2. In-depth interviews, in which researchers conduct formal, structured interviews with
experts in a given field.

3. Formal rating procedures, in which researchers use structured questionnaires to gather
information on environmental occurrences.

These procedures will be discussed further in Chapters 12, 13, and 14.

Market Segmentation

Aresearch task related to market segmentation consists of benefit and lifestyle studies, which
examine similarities and differences in consumers’ needs. Researchers use these studies to
identify two or more segments within the market for a particular company’s products. The
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marketing research objective is to collect information about customer characteristics, product
benefits, and brand preferences. Such data, along with information on age, family size,
income, and lifestyle, are then related to purchase patterns of particular products (cars, food,
electronics, financial services) for the purpose of developing market segmentation profiles.

Creating customer profiles and understanding certain behavioral characteristics are
major focuses of any marketing research project. Determining why consumers behave as
they do becomes the critical interaction between marketing research and marketing strategy
development. Chapter 9 will focus on this issue and examine, in detail, customer-driven
marketing research approaches.

Competition Analysis

A research task related to competition analysis is importance-performance analysis, which
is a commonly used research approach for evaluating competitors’ strategies, strengths, lim-
itations, and future plans. Within marketing research, importance-performance analysis asks
consumers to identify key attributes that drive their purchase behavior within a given
industry. These attributes might include price, product performance, quality, accuracy of
shipping and delivery, or convenience of store location. Consumers are then asked to rank
such attributes in order of importance. Following the importance ranking, researchers
identify and evaluate competing firms.

Attributes on which companies are ranked high can be viewed as strengths, and those
on which they are ranked low can be viewed as limitations or weaknesses. When the com-
peting firms are analyzed in aggregate, a company can see where its competitors are con-
centrating their marketing efforts and where they are falling below customer expectations.

Importance-performance analysis is just one technique for analyzing competition. This
and other techniques for analyzing competition are discussed further in Chapter 8.

Marketing Strategy Design

Target market analysis
Information for identify-
ing those people (or
companies) that an
organization wishes to
serve.

Information collected during a situation analysis is subsequently used to design a market-
ing strategy. At this stage of the planning process, companies design target market
approaches, seek methods of positioning products and brands within target markets,
develop new products, and test different markets.*

Target Marketing

Target market analysis provides useful information for identifying those people (or com-
panies) that an organization wishes to serve. In addition, it helps management determine
the most efficient way of serving the targeted group. Target market analysis attempts to
provide information on the following issues:

* New-product opportunities.

* Demographics, including attitudinal or behavioral characteristics.
» User profiles, usage patterns, and attitudes.

» The effectiveness of a firm’s current marketing strategy.

In order to provide such information, the marketing researcher must measure the key vari-
ables outlined in Exhibit 1.2.
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1.2 Target Market Characteristics and Associated Variables Measured in Target

Market Analysis

Positioning A process
in which a company
seeks to establish a
meaning or general defi-
nition of its product
offering that is consis-
tent with customers’
needs and preferences.

Concept and product
testing and Test market-
ing Information for
decisions on product
improvements and new-
product introductions.

Target Market

Characteristics Key Variables to Measure

Demographics Age, gender, race, income, religion, occupation, family size, geographic location,
and zip code

Psychographics Consumer activities, interests, and opinions
Product usage Occasion (special use, gift); situation (climate, time of day, place); and usage
context (heavy, medium, or light)

Level of brand loyalty, salient product attributes, and product/brand awareness
Size and frequency of purchase; propensity to purchase; risk of purchase (high,

medium, low); and product involvement

Brand preferences
Decision process

Positioning

Positioning, or perceptual mapping, is a process in which a company seeks to establish a
general meaning or definition of its product offering that is consistent with customers’
needs and preferences. Companies accomplish this task by combining elements of the
marketing mix in a manner that meets or exceeds the expectations of targeted customers.

The task of the marketing researcher is to provide a photograph of the relationship
between competitive product offerings based on judgments of a sample of respondents
who are familiar with the product category being investigated. Consumers are asked to
indicate how they view the similarities and dissimilarities among relevant product attrib-
utes for a set of competing brands. For example, positioning among beers may indicate
that customers decide between “popular versus premium” and “regional versus national”
brands.

This information is then used to construct perceptual maps, which transform the posi-
tioning data into “perceptual space.” Perceptual mapping reflects the dimensions on which
brands are evaluated, typically representing product features or attributes judged as impor-
tant in a customer’s selection process. Positioning and perceptual mapping will be dis-
cussed more fully in Chapters 13 and 18.

New-Product Planning

The research tasks related to new-product planning are concept and product testing and
test marketing, which give management the necessary information for decisions on prod-
uct improvements and new-product introductions. Product testing attempts to answer two
fundamental questions: “How does a product perform for the customer?”” and “How can a
product be improved to exceed customer expectations?” Product testers reshape, redefine,
and coalesce ideas to arrive at a vital product that not only meets but exceeds market
expectations. Specifically, product testers

1. Provide necessary information for designing and developing new products.

2. Determine whether new or improved products should replace current products.
3. Assess the appeal of alternative products for new target segments.
4

. Seek to identify products that are most preferred or actively sought relative to existing
competitive offerings.
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Marketing Program Development

Customer satisfaction
studies These studies
assess the strengths
and weaknesses
customers perceive in a
firm’s marketing mix.

Service quality studies
Are designed to
measure the degree to
which an organization
conforms to the quality
level customers expect.

The information requirements for marketing program development concentrate on all the
components of the marketing mix: product, distribution, price, and promotion. Managers
combine these components to form the total marketing effort for each market targeted.
While at first this may appear to be an easy task, decision makers must remember that the
success of the total marketing effort or program relies heavily on synergy. It is critical that
the marketing mix not only contain the right elements but do so in the right amount, at the
right time, and in the proper sequence. Ensuring that this synergy occurs is the responsibil-
ity of market researchers.

Product Portfolio Strategy

Within product portfolio strategies, the total product line is typically the focal point of
investigation. Market researchers design specific studies that help product managers make
decisions about reducing costs, altering marketing mixes, and changing or deleting product
lines. Two varieties are customer satisfaction studies and service quality studies.

Customer satisfaction studies are designed to assess the strengths and weaknesses
customers perceive in a firm’s marketing mix. While these studies are usually designed to
analyze the marketing mix collectively, many firms elect to focus on customer responses to
one mix element at a time (e.g., satisfaction with pricing policy).

Regardless of their scope, customer satisfaction studies concentrate on measuring cus-
tomer attitudes. Research indicates that customers’ attitudes are strongly linked to pur-
chase intentions, brand switching, perceptions of company image, and brand loyalty.’
Attitude information allows management to make intelligent decisions regarding product
or brand repositioning, new-product introductions, new market segments, and the deletion
of ineffective products. Chapters 12 and 13 discuss the design and development of attitu-
dinal research studies.

Service quality studies are designed to measure the degree to which an organization
conforms to the quality level customers expect.’ Service quality studies concentrate on
physical facilities and equipment, appearance and behavior of company personnel, and
dependability of products and programs. Specifically, employees are rated on their general
willingness to help customers and provide them with prompt, friendly, courteous treatment.

A popular service quality study is the mystery shopper study, in which trained profes-
sional shoppers visit stores, financial institutions, or even manufacturers and “shop” for
various goods and services. Atmosphere, friendliness, and customer appreciation are just a
few of the dimensions evaluated by mystery shoppers. Some firms also patronize their
competitors to see how their own performance compares. Data from service quality stud-
ies have proved to be invaluable for decision making related primarily to products or ser-
vices. They allow the firm to anticipate any problems in its product or service offering
before they become out of hand. Also, such data allow firms to assess themselves relative
to competitors on key strengths and weaknesses.

Distribution Strategy

Distribution strategies take into account the distributors and retailers that link producers
with end users. The distribution channel used by a producer can create a strong influence
on a buyer’s perception of the brand. For example, Rolex watches are distributed through
a limited number of retailers that project a prestigious image consistent with the Rolex
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brand name. Three common types of distribution-related research methods are cycle time
research, retailing research, and logistic assessment.’

With many businesses moving to control inventory costs, automatic replenishment
systems and electronic data interchange are becoming widely used. Closely associated
with such inventory systems is cycle time research, which centers on reducing the time
between the initial contact with a customer and the final delivery (or installation) of the
product. This research is most often concerned with large distribution networks (manu-
facturers, wholesalers, retailers, end users). This is not to say cycle time research
ignores shorter channels of distribution (retailer, end user), for in many cases, such as
direct marketing approaches, it becomes critical in exploring ways to increase customer
satisfaction and fulfillment. Marketing research becomes responsible for collecting
information that will help reduce costs in the total cycle time, as well as exploring
alternative methods of distribution to reduce the time frame in the shipping and instal-
lation of goods.

Two common research practices in this area are delivery expense studies and alternative
delivery systems studies.® Both seek to obtain information related to expense analysis for
alternative forms of delivery (e.g., post office, FedEx, UPS), in connection with providing
a high degree of customer satisfaction. Such studies are unique in that they rely heavily on
internal company records or databases. Usually referred to as secondary research, studies
such as these are becoming more common than ever before. Chapters 4 and 5 are devoted
to information-gathering procedures at a secondary level. Chapter 6 explores the relation-
ship between marketing research and database development.

Retailing research includes studies on a variety of topics. Because retailers are viewed
as independent businesses, all of the studies we have discussed up to this point are applic-
able to the retail environment. Yet, at the same time, the information needs of retailers are
unique. Market research studies peculiar to retailers include trade area analysis, store
image/perception studies, in-store traffic pattern studies, and location analysis.

Because retailing is a high-customer-contact activity, a majority of retailing research
focuses on database development through optical scanning procedures. As illustrated in
Exhibit 1.3, every time a salesperson records a transaction using an optical scanner, the
scanner notes the type of product, its manufacturer and vendor, and its size and price. Mar-
keting research then categorizes the data and combines them with other relevant informa-
tion to form a database. As a result, retailers can find out what television programs their
customers watch, what kinds of neighborhoods they live in, and what types of stores they
prefer to patronize. Such information helps retailers determine what kind of merchandise
to stock and what factors may influence purchase decisions.

Marketing research related to logistic assessment is an often overlooked area in distri-
bution decisions. One reason for this is that it has been traditionally driven by secondary
data, that is, information not gathered for the study at hand but for some other purpose.’
This type of information in logistics allows market researchers to conduct total cost analy-
sis and service sensitivity analysis.'?

Total cost analysis explores the alternative logistic system designs a firm can use to
achieve its performance objective at the lowest total cost. The role of marketing research is
to develop an activity-based cost information system by identifying key factors that affect
transportation, inventory, and warehousing costs.

Service sensitivity analysis helps organizations design basic customer service programs
by evaluating cost-to-service trade-offs. In conducting this type of analysis, market
researchers look for ways to increase various basic services by making adjustments in
transportation activities, inventory levels, or location planning. Each adjustment is ana-
lyzed relative to its impact on corresponding total costs.
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1.3 Information Collection Process through Retail Optical Scanning Techniques

Demand analysis A
research method that
seeks to estimate the
level of customer
demand for a given
product and the underly-
ing reasons for that
demand.
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Pricing Strategy

Pricing strategy involves pricing new products, establishing price levels in test-market sit-
uations, and modifying prices for existing products. Marketing research must provide
answers to such fundamental questions as the following:

1. How large is the demand potential within the target market?
2. How sensitive is demand to changes in price levels?

3. What nonprice factors are important to customers?

4. What are the sales forecasts at various price levels?

Pricing research can take a variety of forms. Two common approaches are demand
analysis and sales forecasting.

When a company evaluates a new-product idea, develops a test market, or plans
changes for existing products, a critical research challenge is estimating how customers
will respond to alternate prices. Demand analysis seeks to estimate the level of customer
demand for a given product and the underlying reasons for that demand. For example,
research indicates that customers will buy more of certain products at higher prices,
which suggests that price may be an indication of quality."' This seems to occur most
often when customers are unable to evaluate the product themselves. Conversely, the
chemical firm Du Pont, using demand analysis, obtained a specific measure of nonprice
factors for its products. Among those factors were delivery, service, innovation, brand
name, and quality.

Demand analysis many times incorporates a test-marketing procedure. This involves
the actual marketing of a product in one of several cities with the intent of measuring cus-
tomer sensitivity to changes in a firm’s marketing mix. Test marketing is discussed in
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detail in Chapter 10. Demand analysis can also incorporate end-user research studies and
analysis of historical price and quality data for specific products.

Closely associated with demand analysis is sales forecasting. After demand analysis
identifies the variables that affect customer demand, sales forecasting uses those variables
to provide estimates of financial outcomes for different price strategies.

Although a variety of sales forecasting techniques exist, most can be placed in one of
two categories: qualitative or quantitative. Qualitative techniques include user expectation
studies, sales-force composites, juries of executive opinion, and delphi techniques. Quan-
titative forecasting techniques include market testing, time series analysis, and statistical
demand analysis."

Integrated Marketing Communications

Promotional strategies are important influences on any company’s sales. Companies spend
billions of dollars yearly on various promotional activities. Given the heavy level of
expenditures devoted to promotional activities, it is essential that companies design studies
that will generate optimum returns from the promotional investment.

Marketing research methods used to acquire information about the performance of a
promotional program must consider the entire program. Employing the appropriate
methodology, estimating adequate sample sizes, and developing the proper scaling tech-
niques are just three key areas of promotional research. Each of these areas is used when
considering the three most common research tasks of integrated marketing communica-
tions: advertising effectiveness studies, attitudinal research, and sales tracking.

Because advertising serves so many purposes and covers so many objectives, actual
advertising effectiveness studies vary across situations.'® Advertising effectiveness studies
may be qualitative, quantitative, or both. They may take place in laboratory-type settings
or in real-life settings. Measures of an ad’s effectiveness may be taken before or at various
times after media placement. Regardless, the key elements of advertising effectiveness
studies are what is being measured, when the measurement is made, and which medium is
being used.

Most advertising effectiveness studies focus on measuring a particular ad’s ability to
generate awareness, communicate product benefits, or create a favorable predisposition
about a product. In attempting to accomplish such measurement objectives, market
researchers usually include attitudinal research within the advertising effectiveness study.

Attitudinal research, which will be discussed in Chapter 13, can be categorized into three
types. First is the cognitive approach, which attempts to measure consumers’ knowledge
and opinions about a given product or brand. Second, affect approaches measure con-
sumers’ overall impressions of a product or brand. These impressions are usually associated
with dimensions like good/bad, pleasant/unpleasant, or positive/negative. Third, behavioral
approaches seek to measure consumers’ specific behaviors (brand loyalty, brand switching,
etc.) with regard to a given product or brand. Because many promotional strategies are
designed to affect consumers’ attitudes, the results of attitudinal research play an important
role in the design and implementation of promotional programs.

Personal selling also plays a major role in a firm’s promotional mix. The objectives
assigned to salespeople frequently involve expected sales results such as sales quotas.
Nonsales objectives are also important and may include increasing new accounts, evaluat-
ing middlemen, or achieving set levels of customer service.

Both forms of objectives are commonly tied to the evaluation of a salesperson’s overall
performance. Several variables must be considered in this evaluation process, which uses
a technique commonly called sales tracking. From the standpoint of marketing research,
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key information must be gathered on salespeople and placed into the proper units of analy-
sis in order to provide adjustments for factors beyond the control of individual salespeople.
Sales-tracking procedures allow for this adjustment by assessing a combination of objec-
tive and subjective performance dimensions. Exhibit 1.4 contains some actual data col-
lected on a sales-tracking form. Some of the key variables are standard industrial
classification (SIC) codes, annual sales, and number of employees. The form also illus-
trates the effectiveness of the selling function by documenting who sold the product, the
number of sales calls required to close the sale, and the profit generated. A well-designed
sales-tracking system such as this helps managers diagnose performance-related problems
and determine corrective actions that may be necessary.

1.4 Computerized Sales Tracking Form Illustrating Key Sales Tracking Variables

Company Id: | 5012| Job No: | 7012 |

Name: | HERSHEY CHOCOLATE USA |

Address: | 27 WEST CHOCOLATE AVE

|
City STZip: | HERSHEY | PA || 17033-0819 |
|

Phone: | 717-534-6488 DIV: |

SIC Code: | 2066 | Employees: | 5 |
Annual Sales: | 4 | Region: | 1 |
Primary Bus: | 4 |

No. of Plants: | 8

Projected Growth: | 7

No. of Product Line: | 4

|
|
Primary Market: | 2 |
|
|

End Product: | 4

Facility Address: | HERSHEY

Key Contact Person: | GARY HOMMEL

System Price: | 1 | System Profit: |

|
|
Division No.: | | Location: | 1 |
|
|

Sales Call/Close Ratio: | | Sales Rep: | 52
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Strategy Implementation and Control

Product analysis Iden-
tifies the relative impor-
tance of product
selection criteria to buy-
ers and rates brands

against these criteria.

Environmental forecast-
ing Aresearch
method used to predict
external occurrences
that can affect the long-
term strategy of a firm.

Marketing decision sup-
port system (MDSS)

A company-developed
database used to ana-
lyze company
performance and control
marketing activities.

The key to strategy implementation and control for any organization is the marketing plan.
This plan indicates what the strategic goals are and how they will be accomplished. Mar-
keting research provides managers with the information they need to analyze product mar-
kets, competition, and product performance with regard to the marketing plan.'
Specifically, marketing research provides information for strategy implementation and
long-term planning.

Strategy Control

Two key areas of focus are product analysis and environmental forecasting. Product analy-
sis attempts to identify the relative importance of product selection criteria to buyers and
rate brands against these criteria. Such analysis is conducted throughout the life cycle of the
product or brand. It is particularly useful when developing the strengths-and-weaknesses
section of a marketing plan. Many of the standardized information services provided by
marketing research firms, such as Information Resources and ACNielsen, monitor the per-
formance of competing brands across a wide variety of products.

Environmental forecasting is used to predict external occurrences that can affect the
long-term strategy of a firm. This technique usually involves a three-phase process that
begins with a survey of customers and industry experts. This is followed with a market test
to measure customer response to a particular marketing program and, finally, an analysis of
internal company records to determine past buying behaviors. The net result is an accumu-
lation of data pertaining to industry trends, customer profiles, and environmental changes
that allow a company to adapt its strategy to anticipated future events.

Strategic Information Analysis

Information is vital to the strategic planning process. Just as strategic planning is the key to
the long-term survival of the firm, information is key to the accuracy of the marketing
plan. Strategic information allows firms to develop a competitive advantage. The role of
marketing research is not only to collect and analyze data, but to categorize and process the
data for maximum usage. This task is achieved through the development of a sophisticated
system referred to as a marketing decision support system (MDSS).

An MDSS is a company-developed database used to analyze company performance and
control marketing activities. It includes standardized marketing research reports, sales and
cost data, product-line sales, advertising data, and price information. This information is
then organized to correspond to specific units of analysis (market segments, geographic
locations, particular vendors), to be used for various decisions from reordering inventory to
launching new products. The value of the MDSS becomes most apparent when the system
focuses on strategic decision making. An example of this relationship between strategic
planning and marketing research is Northwest Airlines’ ability to use an MDSS when focus-
ing on the needs of specific market segments. The Northwest system, which determines
mileage awards for frequent flyers and provides a reservation support database organized
according to market segments, reveals that the top 3 percent of the company’s customers
account for almost 50 percent of its sales. These key customers are highlighted on all ser-
vice screens and reports. Ticket agents are alerted when one of these customers phones in or
arrives, so that they can offer a variety of special services, such as first-class upgrades.'
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New technologies for collecting, processing, and analyzing market research data are
rapidly changing organizations in a variety of ways. Many experts in the field speculate
that technologies associated with the MDSS will diminish the need for primary data col-
lection methods in the near future.'® The full impact of the MDSS on marketing research
will be discussed in Chapter 7.

The Marketing Research Industry

As an industry, marketing research has experienced unparalleled growth in recent years.
According to an Advertising Age study, the revenues of U.S. research companies grew 10
percent in 1997, compared to 6.8 percent in 1990."” Even more dramatic were the revenues
reported by international research firms, claiming a 14 percent increase in 1997. Marketing
research firms have attributed these revenue increases to postsales customer satisfaction
studies (claiming one-third of research company revenues), retail-driven product scanning
systems (claiming an additional one-third of all revenues), database development for long-
term brand management, and international research studies. Exhibit 1.5 lists various mar-
ket research activities and the percentage of companies (out of a sample of 435 firms) that
performed them in 1988 and 1997. In virtually all areas, the percentages have increased
since 1988. Satisfaction, corporate strategy, and buyer behavior studies were high priori-
ties for most businesses in 1997.

Types of Marketing Research Firms

Marketing research providers can be classified as either internal or external, custom or
standardized, or brokers or facilitators. Internal research providers are normally organiza-
tional units that reside within a company. For example, General Motors, Procter & Gam-
ble, and Kodak all have internal marketing research departments. Kraft Foods realizes
many benefits by keeping the marketing research function internal; these benefits include
research method consistency, shared information across the company, minimized spending
on research, and ability to produce actionable research results.

Other firms elect to seek external sources for marketing research. These sources, usu-
ally referred to as marketing research suppliers, perform all aspects of the research, includ-
ing study design, questionnaire production, interviewing, data analysis, and report
preparation. These firms operate on a fee basis and commonly submit a research proposal
to be used by a client for evaluation and decision purposes. An actual example of a pro-
posal is provided in the Marketing Research Illustration at the end of Chapter 2.

Many companies use external research suppliers because, first, the suppliers can be
more objective and less subject to company politics and regulations than internal suppliers.
Second, many external suppliers provide specialized talents that, for the same cost, inter-
nal suppliers could not provide. And finally, companies can choose external suppliers on a
study-by-study basis and thus gain greater flexibility in scheduling studies as well as match
specific project requirements to the talents of specific research firms.

Marketing research firms can also be considered customized or standardized. Cus-
tomized research firms provide specialized, highly tailored services to the client. Many
firms in this line of business concentrate their research activities in one specific area such
as brand-name testing, test marketing, or new-product development. For example,
Namestormers assists companies in brand-name selection and recognition, Survey Sam-
pling Inc. concentrates solely on sampling development for the restaurant industry, and
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T 1.5 Research Activities of 435 Companies in 1988 and 1997

Percentage of Percentage of
Companies That Companies That
Perform This Activity Perform This Activity
Research Activity 1988 1997 Research Activity 1988 1997
Business/Economic Distribution
and Corporate Research Location studies 23 25
Industry/market Performance studies 29 -
characteristics and trends 83% 92% Coverage studies 26 —
Acquisition/diversification 50 50 International studies 19 —
Market share analysis 79 85 Promotion
Internal employee studies 54 72 Motivation research 37 56
Pricing . Media research 57 70
Cost analysis 60 57 Copy research 50 68
Profit analysis 59 35 Advertising effectiveness 65 67
Price elasticity 45 56 Competitive
Demand analysis advertising studies 47 43
Market potential 74 78 Public image studies 60 65
Sales potential 69 75 Sales Force Research
Sales forecasts 67 71 Compensation 30 34
Product Quotas 26 28
Concept.development Territory structure 31 32
and testing . 63 78 Sales promotion 36 47
Brand-name testing 38 55 Buyer Behavior
Te.st markets 45 55 Brand preference 54 78
Existing product tests 47 63 Brand attitudes 53 76
Packaging studies 31 48 Satisfaction 68 87
Competitive product studies 58 54 Purchase behavior 61 80
Purchase intentions 60 79
Brand awareness 59 80
Segmentation 60 84

Source: Thomas C. Kinnear and Ann R. Rott, 12088 Survey of Marketing Research, p. 43; and 1997 Survey of
Marketing Research (Chicago: American Marketing Association, 1997), p. 49.

Uniscore only conducts studies designed around retail scanning data. In contrast, standard-
ized research firms provide more general services. These firms also follow a more common
approach in research design so that the results of a study conducted for one client can be
compared to norms established by studies done for other clients. Examples of these firms
are Burke Market Research, which conducts day-after advertising recall; ACNielsen (sep-
arate from Nielsen Media Research), which conducts store audits for a variety of retail
firms; and Arbitron Ratings, which provides primary data collection regarding commercial
television.

Many standardized research firms also provide syndicated business services, which
include purchase diary panels, audits, and advertising recall data made or developed from
a common data pool or database. A prime example of a syndicated business service is a
database established through retail optical scanner methods. This database, available from
ACNielsen, tracks the retail sales of thousands of brand-name products. These data can be
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customized for a variety of industries (snack foods, over-the-counter drugs, etc.) to indi-
cate purchase profiles and volume sales in a given industry.

Finally, marketing research firms can be distinguished as either brokers or facilitators.
Broker services provide the ancillary tasks that complement many marketing research
studies. For example, marketing research suppliers and clients who do not have the
resources for data entry, tabulation, or analysis will typically use a broker service to facili-
tate the data management process. Brokers usually offer specialized programming, canned
statistical packages, and other data management tools at low cost. P-Shat, Inc., for exam-
ple, is a marketing research broker service that performs only three functions: data entry,
data tabulation, and statistical analysis.

Facilitating agencies are companies or businesses that perform marketing research
functions as a supplement to a broader marketing research project. Advertising agencies,
field services, and independent consultants are usually classified as facilitators because
they help companies complete broader marketing projects. Advertising agencies, for
example, are in the business of designing, implementing, and evaluating advertising cam-
paigns for individual clients. Many agencies use their own research services to guide the
development of the campaign and test for effectiveness. In this instance, the ad agency pro-
vides marketing research to facilitate the ad campaign process.

Marketing research suppliers frequently employ field services, whose primary responsi-
bilities are to schedule, supervise, and complete interviews. As a facilitating agency, a field
service contributes data collection services toward the completion of the marketing
research project. In addition, many independent consultants are hired ad hoc to comple-
ment strategic planning activities for clients. Many consultants, offering unique and spe-
cialized research skills, are hired by firms to facilitate a total quality management program,
develop a marketing information system, or train employees in the procedures of market-
ing research.

As this discussion shows, marketing research is an undoubtedly diverse industry. Diver-
sity, coupled with increased revenue growth in the industry, has created job opportunities
for people with a variety of skills. Furthermore, as more and more marketing research pro-
jects take on international flavor, these opportunities will continue to expand. The follow-
ing section addresses exactly what skills will be needed in the industry.

Changing Skills for a Changing Industry

Marketing research employees represent a vast diversity of cultures, technology, and per-
sonalities. As marketing research firms expand their geographic scope to Europe, Asia, and
the Pacific Rim, the requirements for successfully executing marketing research projects
will change dramatically. Many fundamental skill requirements will remain in place, but
new and innovative practices will require a totally unique skill base that is more compre-
hensive than ever before.

In a recent national survey of 100 marketing research executives, basic fundamental busi-
ness skills were still rated high for potential employees. Communication skills (verbal and
written), interpersonal skills (ability to work with others), and statistical skills were the lead-
ing attributes in basic job aptitude.'® More specifically, the top five skills executives hope to
find in candidates for marketing research positions are (1) the ability to understand and inter-
pret secondary data, (2) presentation skills, (3) foreign-language competency, (4) negotiation
skills, and (5) computer proficiency.'” Results of this survey thus suggest that there has been
a shift from analytical to executional skill requirements in the marketing research industry.
Emphasis on existing databases, multicultural interaction, and negotiation promise to be
important characteristics of marketing research in the future. Marketing research jobs are fur-
ther discussed in the Marketing Research Illustration at the end of this chapter.
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Emerging Trends

The general consensus in the marketing research industry is that five major trends are
becoming evident: (1) an increased emphasis on secondary data collection methods; (2)
movement toward technology-related data management (optical scanning data, database
technology); (3) an increased use of computers for information acquisition and retrieval;
(4) a broader international client base; and (5) a movement away from pure data analysis
and toward a data interpretation/information management environment.

The organization of this book is consistent with these trends. Part 1 (Chapters 1-5)
explores marketing research information and technology from the client’s perspective,
with a primary emphasis on how to evaluate marketing research projects. Part 1 also pro-
vides an innovative outlook on secondary data sources, with emphasis on technology-
driven approaches for collecting secondary data, design and development of databases,
and the management of secondary data.

Part 2 (Chapters 6-10) discusses traditional marketing research project design issues
(survey methods, experimental designs, and database procedures). While these methods
are fundamental to the marketing research process, technological developments have
changed the focus of these issues. Part 2 will also emphasize collection and interpretation
of qualitative data, along with a practical discussion on decision support systems.

Part 3 (Chapters 11-14) is devoted to sampling, measurement, scaling, and question-
naire design. While the approach to these topics is traditional, practical examples illustrat-
ing how they are used today in industry facilitate the discussion. Part 4 (Chapters 15-19)
will prepare the reader for management, categorization, and analysis of marketing research
data. Computer applications of various statistical packages provide readers with a hands-
on guide to a somewhat intimidating area. The text concludes with a presentation of mar-
keting research findings. Key elements in preparing a written marketing research report
and planning an oral presentation of results are treated succinctly. Word-processing pack-
ages and graphic aids highlight the discussion of these topics.

Each chapter concludes with an actual marketing research illustration. The goals of
these illustrations are to facilitate the understanding of chapter topics and to provide the
reader with a how-to approach for marketing research methods.

Summary of Learning Objectives

B Describe and explain the impact marketing
research has on marketing decisions.

Marketing research is the set of activities central to all
marketing-related decisions regardless of the complexity
or focus of the decision. Marketing research is
responsible for providing managers with accurate,
relevant, and timely information so that they can make
marketing decisions with a high degree of confidence.
Within the context of strategic planning, marketing
research is responsible for the tasks, methods, and
procedures a firm will use to implement and direct its
strategic plan.

B Understand the relationship between marketing
research and customer relationship management
(CRM).

Marketing research is the backbone of any CRM process
through the data collection operations of the research
process. Specifically, marketing research facilitates the
CRM process through the generation of customer/market
knowledge, data integration, information technology,
and the creation of customer profiles.

B Demonstrate how marketing research fits into
the strategic planning process.

The key to successful strategic planning is accurate
information. Information related to product
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performance, distribution efficiency, pricing policies,
and promotional efforts is crucial for developing the
strategic plan. The primary responsibility of any
marketing research endeavor is to design a project that
yields the most accurate information possible in aiding
the development of a strategic plan.

B Provide examples of marketing research studies.
The scope of marketing research activities extends far
beyond examination of customer characteristics. The
major categories of marketing research tasks include, but
are not limited to, (1) situation research efforts (which
include opportunity assessment, benefit and lifestyle
studies, descriptive studies, and importance-performance
analysis); (2) strategy-driven research efforts (which
include target market analysis, positioning or perceptual
mapping, concept and product testing, and test
marketing); (3) program development research (which
includes customer satisfaction studies, service quality
studies, cycle time research, retailing research, logistic
assessment, demand analysis, sales forecasting,
advertising effectiveness studies, attitudinal research,
and sales tracking); and (4) performance analysis (which

includes product analysis, environmental forecasting,
and marketing decision support systems).

B Understand the scope and focus of the marketing
research industry.

Generally, marketing research projects can be
conducted either internally by an in-house marketing
research staff or externally by independent or facilitating
marketing research firms. External research suppliers
are normally classified as custom or standardized, or as
brokers or facilitators.

B Understand emerging trends and new skills
associated with marketing research.

Just as the dynamic business environment causes firms
to modify and change practices, so does this environment
dictate change to the marketing research industry.
Specifically, technological changes will affect how
marketing research will be conducted in the future.
Necessary skills required to adapt to these changes
include (1) the ability to understand and interpret
secondary data, (2) presentation skills, (3) foreign-
language competency, (4) negotiation skills, and (5)
computer proficiency.

Key Terms and Concepts

Benefit and lifestyle studies 8

Concept and product testing 10 9

Customer relationship management
(CRM) 6

Customer satisfaction studies 11

Marketing 5
Cycle time research 12 (MDSS) 16
Demand analysis 13

Environmental forecasting 16

Facilitating agencies 19

Importance-performance analysis

Logistic assessment

Marketing decision support system

Marketing research 4
Opportunity assessment 7

Perceptual mapping

Positioning 10
Product analysis 16
12 Relationship marketing 5
Retailing research 12
Sales forecasting 14
Service quality studies 11
Situation analysis 7
Target market analysis 9

10
Test marketing 10

Review Questions

1. Provide three examples of how marketing research helps marketing personnel make

sound strategic decisions.

2. What improvements in strategic planning can be attributed to the results obtained from

customer satisfaction studies?

3. List the three basic approaches used in the collection of marketing research
information. Briefly describe each method and comment on its application.
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4. Discuss the importance of target market analysis. How does it affect the development
of strategy for a particular company?

5. What are the advantages and disadvantages for companies maintaining an internal
marketing research department? What advantages and disadvantages can be attributed
to the hiring of an external marketing research supplier?

6. As the marketing research industry expands in the new century, what skills will future
executives need to possess? How do these skills differ from those currently needed to
function successfully in the marketing research field?

Discussion Questions

W

1. EXPERIENCE THE INTERNET. Go online to one of your favorite search engines (Yahoo,
Lycos, etc.) and enter the following search term: marketing research. From the results,
access a directory of marketing research firms. Select a particular firm and comment
on the types of marketing research studies it performs.

2. EXPERIENCE THE INTERNET. Using the Yahoo search engine, specifically the Get
Local section, select the closest major city in your area and search for the number of
marketing research firms there. Select a firm, e-mail that company, and ask to have any
job descriptions for positions in that company e-mailed back to you. Once you obtain
the descriptions, discuss the particular qualities needed to perform each job.

3. You have been hired by McDonald’s to lead a mystery shopper team. The goal of your
research is to improve the service quality at the McDonald’s restaurant in your area.
What attributes of service quality will you attempt to measure? What customer or
employee behaviors will you closely monitor?

4. Contact a local business and interview the owner/manager about the types of market-
ing research performed for that business. Determine whether the business has its own
marketing research department, or if it hires an outside agency. Also, determine
whether the company takes a one-shot approach to particular problems or is systematic
over a long period of time.
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Careers in Marketing Research with a Look at Federal Express

Career opportunities in marketing research vary by industry, company, and size of com-
pany. Different positions exist in consumer products companies, industrial goods compa-
nies, internal marketing research departments, and professional marketing research firms.
Marketing research tasks range from the very simple, such as tabulation of question-
naires, to the very complex, such as sophisticated data analysis. Exhibit 1 lists some com-
mon job titles and the functions as well as compensation ranges for marketing research

positions.

i
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Marketing Research Career Outline

Position*
Account executive
research director

Information technician
statistician

Research analyst

Assistant research analyst

Project coordinator
Project director
Field manager
Fieldwork director

Librarian

Clerical and tabulation assistant

Duties

Responsible for entire research program
of the company. Works as go-between
for the company and client. Employs
personnel and supervises research
department. Presents research findings
to company and/or clients.

Acts as expert consultant on
application of statistical techniques for
specific research problems. Many times
responsible for research design and
data analysis.

Plans research project and executes
project assignments. Works with
analyst in preparing questionnaire.
Makes analysis, prepares report,
schedules project events, and sets
budget.

Works under research analyst
supervision. Assists in development of
questionnaire, pretest, preliminary
analysis.

Hires, trains, and supervises

field interviewers. Provides work
schedules and is responsible for data
accuracy.

Builds and maintains a library of”
primary and secondary data sources to
meet the requirements of the research
department.

Handles and processes statistical
data. Supervises day-to-day office work.

Compensation Range
(Annual, in Thousands)

$60 to $90+

$40 to $70+

$35 to $65+

$30 to $45+

$25 to $35+

$35to $45+

$18 to $32+

*Positions are generalized, and not all companies have all of the positions.
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Most successful marketing research people are intelligent and creative; they also pos-
sess problem-solving, critical thinking, communication, and negotiation skills. Marketing
researchers must be able to function under strict time constraints and feel comfortable with
working with large volumes of data. Federal Express, for example, normally seeks indi-
viduals with strong analytical and computer skills to fill its research positions. Candidates
should have an undergraduate degree in business, marketing, or information systems. Hav-
ing an MBA will usually give an applicant a competitive advantage.

As is the case with many companies, the normal entry-level position in the marketing
research area at Federal Express is the assistant research analyst. While learning details of
the company and the industry, these individuals receive on-the-job training from a research
analyst. The normal career path includes advancement to information technician and then
research director and/or account executive.

Marketing research at Federal Express is somewhat unusual in that it is housed in the
information technology division. This is evidence that, while the research function is inte-
grated throughout the company, it has taken on a high-tech orientation. Marketing research
at FedEx operates in three general areas:

1. Database development and enhancement. This function is to establish relationships
with current FedEx customers and use this information for the planning of new
products.

2. Cycle time research. Providing more information for the efficient shipping of
packages, tracking of shipments, automatic replenishment of customers’ inventories,
and enhanced electronic data interchange.

3. Market intelligence system. Primarily a logistical database and research effort to pro-
vide increased customer service to catalog retailers, direct marketing firms, and
electronic commerce organizations.

The entire research function is led by a vice president of research and information tech-
nology, to whom four functional units report directly. These four units are responsible for
the marketing decision support system operation, sales tracking, new business develop-
ment, and special project administration.

If you are interested in pursuing a career in marketing research, a good way to start is to
obtain the following career guide published by the Marketing Research Association:

Career Guide: Your Future in Marketing Research
Marketing Research Association

2189 Silas Deane Highway, Suite 5

Rocky Hill, CT 06067

MRAH@aol.com

It is also a wise idea to obtain the Marketing and Sales Career Directory, available at your
university library or by writing:

Marketing and Sales Career Directory
Gale Research Inc.

835 Penobscot Building

Detroit, MI 48226-4094
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1. Go to the home Web page for Federal Express, and identify the requirements that
FedEx is seeking in marketing research personnel. Write a brief description of these
requirements, and report your finding to the class.

2. If you were seeking a marketing research position at FedEx, how would you prepare
yourself through training and education for such a position? Put together a one-year
plan for yourself identifying the college courses, special activities, interests, and
related work experience you would engage in to obtain a marketing research position
at FedEx.

e
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The Research Process

Learning Objectives

After reading this chapter, you will be able to

Describe the major
environmental factors
that are directly
influencing marketing
research, and explain
some of their impact on
the research process.

Describe and discuss the
four phases and the 10
integrative task steps
involved with the
research process, and
explain some of the key
activities within each
step.

Explain the differences
between raw data, data
structures, and
information, and explain
the process by which
raw data are transformed
into information that
managers can use.

Identify the most critical
task step in the research
process, and explain
why it is so important.

List the critical issues in
the development of

a sampling plan, and
explain the basic
differences between a
probability and
nonprobability sampling
plan.

Distinguish among
exploratory, descriptive,
and causal research
designs.
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Identify and explain the
major components of a
solid research proposal.
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whether Rosetta Technologies, Inc.,

is meeting
the printing needs and
requirements
of our customers?”

—ROB HULLAR
Co-founder and President
Rosetta Technologies

unities

ocess to Address Marke

rish G. Byrnes is a service quality consultant
from Denver, Colorado. Recently she was
working with the owners of a medium-size

printer manufacturing company located in New York

on improving some specific internal quality
processes. Toward the end of their meeting, one of
the owners asked her about external customer
satisfaction and customers’ perceptions of the
company’s image as they related to quality. During
the discussion, the owner stated that he was not
sure how the company’s printer products and
services were being viewed by its actual and
potential customers. He said, “Just last week, |
received phone calls from three different customers
complaining that either the printer they bought two
weeks ago still had not arrived like we promised or
that our service technician did not fix the problem
they were having with their printers. None of them
were happy campers.” Then he asked Byrnes,
“What do | need to do to find out how satisfied our
customers are with the quality and services we
sell?”

Byrnes suggested that the owner’s situation
might call for gathering and analyzing some
specific types of information using a research
process. The owner responded by stating, “l am
clueless as to what you are talking about.” After
Byrnes explained the basic phases of a research
process and the various task steps that were
involved within each phase, the owner asked, “How
much would it cost me to get this new
information?” Byrnes responded by asking her
client if he would like her to submit a research
proposal. She explained that the research proposal
would serve as a framework for gathering,
analyzing, and creating information needed to
address his questions. The proposal would include
the following elements: (1) a purpose statement;
(2) a discussion identifying the type of study and
specific information needs; (3) a definition of the
target population and sample size; (4) a sample
plan, sampling technique, and data collection
method; (5) a discussion of the questionnaire
needed to gather the raw data; (6) the potential
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managerial benefits of the study; and (7) a proposed As she left the owner’s office, she mentioned she

cost structure for the total project. would have the research proposal ready in a week
Byrnes went on to explain the importance of but might need to ask the owner a few more

some of the activities used to generate information. questions before it was completed.

Value of the Research Process

As the chapter opener illustrates, business practitioners often identify potential problems
which they need help to solve. In such situations, when some type of additional informa-
tion is required, one approach is to employ the marketing research process. This chapter
uses an information perspective to explain the marketing research process. It begins with a
discussion of the critical environmental factors that directly influence the scope of the
research process. The bulk of the chapter provides an overview of the four basic phases
that make up the research process and the specific task steps involved in each phase, as
well as activities and questions a researcher must address within each step. The final sec-
tion of the chapter explains how to develop an information research proposal.

This chapter, the textbook’s designated overview chapter, serves as a preview of some
of the central topics in the text. You will find that much of the discussion is descriptive.
Overall, this chapter provides the general blueprint for understanding the information
research process. The topics introduced in this chapter will be discussed in much more
detail in subsequent chapters.

Changing View of the Marketing Research Process

Internet A network of
computers and technol-
ogy linking computers
into an information
superhighway.

Secondary data  His-
torical data structures of
variables previously col-
lected and assembled
for some research prob-
lem or opportunity situa-
tion other than the
current situation.

Primary data  Firsthand
raw data and structures
which have yet to receive
any type of meaningful
interpretation.

As businesses continue to develop and mature in the new millennium, marketing decision
makers will face a variety of new and more complex challenges, problems, and opportuni-
ties from changing legal, political, cultural, technological, and competitive landscapes that
directly impact their firms’ operations. Exhibit 2.1 lists several key environmental factors
that will have significant influence on the changing nature of marketing research in the
near future.

First, the most influential factor is the Internet as the key driver of the new economy
(e.g., through e-commerce). The rapid technology advancements associated with the Inter-
net and its growing use by people worldwide will be the driving force of many current and
future changes in how marketing research is conducted. The Internet has revolutionized
the way in which business decision makers, marketing experts, and researchers view the
world. Today, traditional research philosophies are being seriously challenged as they
never were in the past. For example, there is a growing emphasis on secondary data col-
lection, analysis, and interpretation rather than primary data structures. Here, secondary
data are existing historical information or data structures which were previously collected
and assembled for some earlier research problem or opportunity situation other than the
current situation. In contrast, primary data represent data structures of variables which
are specifically collected and assembled for a current research problem or opportunity sit-
uation and receive interpretation for the first time. Some experts refer to primary data as
“firsthand” data structures.

In addition, Internet technology has an impact on rapid advances and changes in inter-
active marketing communication (IMC) technologies (e.g., online and offline databases,
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2.1 Key Critical Environmental Factors That Affect Marketing Research Practices in

the New Millennium

Gatekeeper technology
Advanced telecommuni-
cation technologies that
allow a person to screen
incoming contact mes-
sages from other people
or organizations.

Environmental Factors
Internet and e-commerce

Gatekeeper technologies
and data privacy
legislation

Impact on Marketing Research and Examples

Revolutionizing the methods of collecting data and information. Examples:
increased emphasis on secondary data structures; increases in the need for
and integration of technology-driven online and offline databases; shorter
acquisition and retrieval time requirements; greater proficiency in interactive
multimedia systems.

Raising concerns about consumers’ right to privacy, to what extent consumer
information can be shared, and increased difficulties of reaching people for
their input on attitudes and behaviors. Examples: increased employment of

caller ID, electronic answering, and voice messenger devices; increases in
intrusive telemarketing practices and scam artists; stronger, more restrictive
data privacy laws; mandated opt-out opportunities.

Creating multicultural interaction problems, opportunities, and questions for
marketing decision makers as well as new language and measurement chal-
lenges for researchers. Examples: different cultural-based market needs and
wants; different global data requirements for segmentation; use of different,
yet compatible measurement schemes for market performance, attitude, and
behavior data.

Global market expansion

Marketing research
as a strategy

Leading businesses to reposition marketing research activities with more
emphasis on strategical implications. Examples: use of marketing research
for developing CRM and customer and competitor intelligence strategies;
marketing researchers’ deeper involvement in developing online/offline
databases.

interactive multimedia systems, PC networks, optical scanning data, research software
tools). These communication-based technologies have increased the need for researchers
to gain new proficiencies in technology-driven database and data interpretation/information
management skills. Moreover, marketing decision makers are demanding shorter relative
time frames of data acquisition and retrieval. No longer can decision makers wait four to
eight weeks to get new information; most want research results in real time. Thus tomor-
row’s marketing researchers will be challenged to develop more accurate online data
acquisition and retrieval practices. For example, many of today’s retailers (e.g., Kentucky
Fried Chicken [KFC] Worldwide, Bank of America, Marriott Inc.) and manufacturers
(e.g., PepsiCo, IBM, AT&T Worldwide, Matrix-Technology Group Inc.) are demanding
interlinkages between online scanning databases of customers’ real-time purchase behav-
iors with offline customer profile databases to enhance their abilities to both understand
customers’ shopping trends and better market to customers’ individual product/service
needs and wants. Internet advances have strengthened the movement away from pure data
analysis and toward secondary data interpretation/information management environments.

Second, some marketing experts see the rapidly changing demographic profiles of mar-
kets and the ever-growing increase in the use of gatekeeper technologies (e.g., caller ID,
electronic answering devices, voice messengers, traditional answering machines) as means
to help protect one’s privacy against intrusive marketing practices such as intrusive tele-
marketing solicitors, unwanted direct marketers, illegal scam artists, and the practice of
“sugging” (i.e., selling of products and/or services under the guise of a survey).
Researchers’ abilities to collect critically important consumer data using traditional meth-
ods like direct mail surveys and telephone interviews have been severely limited by the
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atic task steps in the
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interpreting, and trans-
forming of data
structures and results
into decision-making
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Marketing Research Information and Technology

combination of gatekeeper devices and recent federal and state-level data privacy legisla-
tion (e.g., 1994 Telemarketing and Consumer Fraud and Abuse Prevention Act, 1992
Telephone Consumer Protection Act, 1999 Gramm-Leach-Bliley Financial Services
Modernization Act, 1999 Supermarket Card Disclosure Act, 2000 Children’s Online Pri-
vacy Protection Act) protecting individuals’ right to privacy and mandating how informa-
tion can and cannot be shared among companies. For example, direct marketing, Internet
marketers, and online researchers have to provide customers and prospective respondents
opt-in/opt-out opportunities (i.e., provisions allowing an individual to have his or her name
removed from solicitation lists). Advances in gatekeeper technologies will continue to
challenge marketing researchers in developing new alternatives for reaching prospective
respondents.

A third challenge facing marketing decision makers is the growing desire of many com-
panies to expand and compete in global markets. International expansion introduces mar-
keting decision makers to new sets of multicultural interaction problems, opportunities,
and questions. Cultural differences in these new markets alone will force marketing exec-
utives and researchers to direct their focus away from pure market data analysis tasks and
toward data interpretation and information management activities. For example, one of the
largest full-service global marketing information firms, NFO (National Family Opinion)
Worldwide Inc., located in Greenwich, Connecticut, with a variety of subsidiaries in North
America, Europe, Australia, Asia, and the Middle East, has adopted many of its measure-
ment and brand tracking devices to accommodate the specific cultural and language differ-
ences between global market structures.

Fourth, marketing research is being repositioned within business organizational struc-
tures with more emphasis and roles within the strategy process. Decision makers are treat-
ing marketing research activities and outputs as an integral strategy to identify new
business opportunities and generate new product, service, and delivery ideas. Decision
makers are beginning to view marketing research practices not only as the mechanism to
better customer intelligence information and customer relationship management (CRM)
activities (e.g., understanding the attitudes and marketplace behaviors of their customers,
one on one, in real-time measures), but also as a critical component in collecting and set-
ting competitive intelligence information strategies. These advancing organizational
changes are creating new challenges and pressures for marketing researchers to integrate
more deeply with firms’ information technology experts (e.g., in the development of meth-
ods to integrate online and offline databases). Organizations increasingly are moving to
cross-functional structures with heavy emphasis on relationship-building and information-
sharing activities. This organizational structure factor will continue to have great impact
on how business and marketing problems and questions are defined as well as the determi-
nation of appropriate information needs. In the future, marketing researchers will be more
like cross-functional information experts. They will have to better understand and interpret
cross-functional secondary data and increase their microcomputer proficiency and data-
base management skills. We realize that we have introduced a lot of terms that you may not
be familiar with; as you read on, these terms will be given more detailed consideration.

Although many other existing environmental factors influence the marketing research
process, these key factors, in particular, are challenging marketers and researchers to
rethink their view of the traditional marketing research process and its task steps from a
new information management perspective.

Given that these key environment factors are becoming the fundamental driving forces
underlying the dramatic revolution and changes impacting today’s marketing research
practices, we feel that in the future a more appropriate name for the traditional marketing
research process would be the information research process. The term information
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A Closer Look at Research

Management Decision Makers . ..

Tend to be decision-oriented, intuitive
thinkers who want information to confirm
their decisions. They want additional
information now or “yesterday,” as well as results
about future market component behavior (“What will
sales be next year?”), while maintaining a frugal
stance with regard to the cost of additional

In the Field

Marketing Researchers . ..

Tend to be scientific, technical, analytical thinkers who
love to explore new phenomena; accept prolongment
of investigations to ensure completeness; focus on
information about past behaviors (“Our trend has
been . . .”); and are not cost conscious with
additional information (“You get what you pay for”).
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information. Decision makers tend to be results-
oriented, do not like surprises, and tend to reject the
information when they are surprised. Their
dominant concern is market performance (“Aren’t
we number one yet?”); they want information that
allows certainty (“Is it or isn’t it?”) and advocate
being proactive but often allow problems to force
them into reactive decision-making modes.

Researchers are results-oriented but love surprises;
they tend to enjoy abstractions (“Our exponential
gain . ..”), the probability of occurrences (“May be,”
“Tends to suggest that . . .”); and they advocate the
proactive need for continuous inquiries of market
component changes, but feel most of the time that
they are restricted to doing reactive (“quick and
dirty”) investigations due to management’s lack of
vision and planning.

research is used to reflect the evolving changes occurring within the marketing research
industry and the rapid changes facing many decision makers regarding how their firms
conduct both internal and external marketing and operating activities. While many of the
specific task steps and activities involved in marketing research remain unaffected, under-
standing the process of transforming raw data into usable information from a broader
information processing framework expands the applicability of the research process in
solving business problems and creating opportunities.

Determining the Need for Information Research

Before we introduce and discuss the phases and specific task steps of the information
research process, we want to emphasize how important it is that you understand when the
research process is needed and when it is not. In addition, we want to point out zow neces-
sary it has become for researchers to interact closely with managers in recognizing busi-
ness problems, questions, and opportunities.

Although many marketing research texts suggest that the first task step in the marketing
research process is for the researcher to establish the need for marketing research, this
tends to place a lot of responsibility and control in the hands of a person who might not be
trained in understanding the management decision-making process. Decision makers and
researchers frequently are trained differently in their approach to identifying and solving
business problems, questions, and opportunities, as illustrated in the narrative profiles in
the accompanying In the Field box. Until decision makers and information researchers
become closer in their thinking, the initial recognition of the existence of a problem or
opportunity should be the primary responsibility of the decision maker, not the researcher.
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Decision problem

A situation in which a
manager is not certain
which course of action
will help him or her
accomplish a specific
objective.

Decision opportunity

A situation in which a
company’s market per-
formance can be signifi-
cantly improved by
undertaking new activi-
ties or revising existing
practices.

Market performance
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that signal the presence
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opportunity.
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To help prevent the differences between decision makers and researchers from compli-
cating the initial business problem definition process, the decision makers should be given
the responsibility of initiating the activities in recognizing and defining the problem or
opportunity situation. For now, a good rule of thumb is to ask “Can the stated decision-
making problem (or question) be resolved by using subjective information (e.g., past expe-
rience, assumptions, emotional feelings, etc.)?” If “No” is the logical response, the
information research process (or a specific task step) needs to be considered and/or acti-
vated. Moreover, if the problem cannot be solved using subjective information, then the
decision maker should consider employing the research process.

In most cases when some type of additional information (secondary or primary) is
needed to address a problem, decision makers will need assistance in determining, collect-
ing, analyzing, and interpreting that information. To illustrate this point, let’s refer back to
the opening vignette. The owner of the printer manufacturing company had recent past
experience (subjective information) with three customers who were not pleased with the
delivery aspects of the printers purchased and/or the troubleshooting services being pro-
vided, so he recognized a potential satisfaction problem situation, yet his available subjec-
tive information from those three customers was not enough to resolve the problem and led
him to ask the consultant (the information specialist) for help. The need to activate the
research process basically comes from decision makers’ ability to recognize problem and
opportunity situations as well as monitoring market performance conditions.

Questions arise from the recognition that a decision is needed. In turn, decision situa-
tions are created by the awareness of decision problems, decision opportunities, or market
performance symptoms. A decision problem is a situation in which a manager is not cer-
tain which course of action will help him or her accomplish a specific objective. In a more
general context, the word problem refers to an independent variable (e.g., marketing mix
element, environmental condition, or situational factor) that causes the organization not to
meet the specified objective. For example, problems can result from an ineffective market-
ing mix (e.g., the combination of product, price, promotion, and distribution); uncontrol-
lable environmental changes (e.g., new product safety laws, increases in direct
competition); changes in situational factors (e.g., increased consumer demand for quality
and satisfaction); or a combination of these.

A decision opportunity is a situation in which a company’s market performance can
be significantly improved by undertaking new activities or revising existing practices.
For example, a firm that understands that its customers are demanding higher levels of
service quality might establish new standards of performance not only to ensure better
quality but also to improve its overall image in the eyes of customers. The result of this
action might be an increase in the number of quality-oriented customers. In the process
of exploiting decision opportunities, decision makers will frequently require secondary
and/or primary data.

Market performance symptoms are conditions that signal the presence of a decision
problem or opportunity. Quite often, market performance symptoms act as signals for mar-
keting decision makers. Remember that symptoms are not the same as problems and oppor-
tunities; rather, they are the observable, measurable results of problems and opportunities.
Rarely can a decision maker adequately identify and define the decision problem or oppor-
tunity solely because he or she knows that a symptom (or set of symptoms) exists. For
example, a decline in sales volume that follows a 10 percent decrease in the unit price of a
certain product is not a problem, but rather a symptom of a problem yet to be identified.

As more firms employ cross-functional decision-making teams and stress information
sharing, there will be a greater dependence on the information research process, and espe-
cially those task steps that focus on collecting, analyzing, and presenting secondary data.
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2.2 The Four Phases of the Information Research Process

PHASE | PHASE I PHASE I PHASE IV

Determination of
Information e
Research Problem

Development of
Appropriate B
Research Design

Communication of
the Results

Execution of the
Research Design

For example, information systems that are designed to accurately monitor traditional mar-
ket performance measures, key marketing mix elements, or environmental or situational
factors will need to incorporate the scientific principles that guide the research process.

An Overview of the Information Research Process

Scientific method
Formalized research
procedures that can be
characterized as logical,
objective, systematic,
reliable, valid,
impersonal, and
ongoing.

Raw data Actual first-
hand responses
obtained about the sub-
ject of Investigation.

The marketing research process has been described as a set of anywhere from 6 to 11 stan-
dardized stages. In this text, we will define it as an information research process that con-
sists of four distinct yet interrelated phases that have a logical, hierarchical ordering: (1)
determination of the research problem, (2) development of the appropriate research design,
(3) execution of the research design, and (4) communication of the results (see Exhibit
2.2). Researchers must ensure that each phase is executed in order to achieve the overall
goal of providing the necessary information to management decision makers. However,
each phase can and should be viewed as a separate process that consists of a combination
of integrated task steps and specific procedures. The four phases and their corresponding
task steps are guided by the principles of the scientific method, which involves formalized
research procedures that can be characterized as logical, objective, systematic, reliable,
valid, impersonal, and ongoing. Somewhat different from the traditional marketing
research process that emphasizes collecting and analyzing “firsthand” raw data, the infor-
mation research process places equal emphasis on the interpretation of secondary data.

Transforming Raw Data into Information

As you read this chapter, keep in mind that the major goal of the information research
process is to provide management decision makers with secondary and/or primary infor-
mation that will assist them in resolving an identifiable problem, addressing an existing
question, or exploiting a business opportunity. Fundamental to achieving this goal, it is
important to remember that decision maker information is created only after someone ana-
lyzes and interprets data structures and transforms those structures into narrative expres-
sions that decision makers can understand and use which did not exist prior to the
interpretive transformation process. To clearly understand what we mean by this transfor-
mation process, it is critical to realize that there are distinct differences between the terms
raw data, data structures, and information.

First, raw data represent the actual firsthand responses that are obtained about an
object or subject of investigation by asking questions or observing actions. These initial
responses have not been analyzed or given an interpretive meaning. Some categorical
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Data structures

Results of combining a
group of raw data using
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The set of
facts derived from data

Information

structures when some-
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attaches narrative mean-
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structures.
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examples of raw data are (1) the actual individual responses on a questionnaire; (2) the
words recorded during a focus group interview; (3) the tally of vehicles that pass through a
specified intersection; (4) the list of purchases, by product type, recorded by an electronic
cash register at a local supermarket.

All secondary and primary marketing information is derived from the following process: gather raw
responses; apply some form of data analysis to create usable data structures; and then have someone (a
researcher or decision maker) interpret those data structures.

Gather raw data — Create data structures — Provide interpretative meaning

Data structures represent the results of combining individual raw responses into
groups of raw data using some type of quantitative or qualitative analysis procedure (e.g.,
content analysis, calculation of sample statistics). The results can reveal data patterns or
trends, which in turn can be simple or complex. Some examples are (1) the average num-
ber of times that 500 moviegoers patronize their favorite movie house; (2) the frequency
distribution of 1,000 college students eating at several predetermined restaurants in a 30-
day time frame; (3) the sampling error associated with the overall expressed satisfaction of
250 new Acura 3.2TL automobile owners; (4) the z-testing results of comparing hotel
selection criteria mean value differences between first-time patrons and repeat patrons of a
particular hotel.

Information is derived from data structures only when someone—either the researcher
or the decision maker—takes the time and effort to interpret the data structures and attach a
narrative meaning to them. To illustrate this transformation process, consider the following
hotel example. Recently, the corporate executives of JP Hotel, Inc., in Atlanta, Georgia,
were assessing ways to improve the firm’s bottom-line profit figures. Specifically, they
were seeking ways to cut operating costs. The vice president of finance suggested cutting
back on the “quality of the towels and bedding” used in all rooms. Before making a final
decision, the president requested the marketing research department conduct a study
among the hotel’s known business customers using a scientifically sound research process.
Table 2.1 summarizes some of the study’s data results. In this study, 880 people (440 first-
time and 440 repeat patrons) were asked separately to indicate the degree of importance
they placed on each of seven criteria when selecting a hotel. The respondents used a six-
point importance scale ranging from (6) “extremely important” to (1) “not at all impor-
tant.” The individual responses (actual scale responses) by themselves would represent the
raw data. The researcher took those raw data and calculated the overall average impor-
tance value for each criterion using a simple “mean analysis” procedure, where the result-
ing mean values (shown in the table) represent the data structures associated with each
selection criterion across the total of all respondents as well as for first-time and repeat
business patrons. In fact, all the numbers displayed on the table represent data structures.
In addition, there is evidence that the data structures were also statistically analyzed (e.g.,
see significant groupings [SG] results), but these results, by themselves, do not provide the
management team with any understandable or meaningful bits of information to assist in
determining whether or not “quality towels and bedding” should be cut back to reduce
operating costs.

Upon being shown the table results, the president (who had no background in research)
asked this simple question: “I see a lot of impressive numbers, but what are they really
telling me?” The director of marketing research quickly responded by narratively explain-
ing what the numbers concerning the “quality towels and bedding” criterion were suggest-
ing. “Among our first-time and repeat business customers, they consider that the quality of
towels and bedding offered by the hotel one of the three most important selection criteria



Hair et al.: Marketing
Research, Second Edition

Part 1: Marketing Research | Ch 2: The Research © The McGraw-Hill
Information and Process Companies, 2002
Technology

The Research Process 35

2.1 Summary of Overall Importance Differences of Selected Hotel-Choice Criteria Used

by First-Time and Repeat Business Patrons

Total First-Time Patrons Repeat Patrons
(n=2880) (n=440) (n = 400)
Mean? Mean  Std. Mean  Std.
Hotel Selection Criteria Value (SG)® Value Error (SG) Value Error (SG) zTest
Cleanliness of the room 5.65 A) 5.75 .06 (A) 5.50 .05 (A) *
Good-quality bedding and 5.60 (A) 5.55 .06 (A) 5.62 .07 A)
towels
Preferred guest card options 5.57 A) 5.42 .07 A) 5.71 .06 A) *
Friendly/courteous staff 5.10 B) 4.85 .09 B) 5.45 .07 B) *
and employees
Free VIP services 5.06 (B) 4.35 .10 © 5.38 11 B) *
Conveniently located for 5.04 (B) 5.25 .09 B) 4.92 .10 B) *
business

In-room movie entertainment 3.63 D) 3.30 .13 (D) 4.56 11 © *

? Importance scale: a six-point scale ranging from 6 (extremely important) to 1 (not at all important).

b Significant groupings (SG): (A) = definitely strong factor; (B) = strong factor; (C) = moderately strong factor; (D) = weak
factor.

* Mean importance difference between the two patron groups is significant at p < .os.

that impact their process of choosing which hotel to stay at when an overnight stay is
required for business.” In addition, business travelers also feel that “the cleanliness of the
room and offering preferred guest card options are equally important to the quality of tow-
els and bedding criterion, yet first-time business patrons place significantly stronger impor-
tance on cleanliness of the room (x = 5.75 ) than do our repeat business patrons (x = 5.50).”
In turn, our repeat business customers “do place significantly more importance on the
availability of our preferred guest card options (x = 5.71) as a definitely strong factor in
their hotel selection process than do our first-time business patrons (x = 5.42 ).” Upon
understanding the information being provided by the data structures, the executives
decided that it would not be wise to cut back on the quality of towels or bedding as a means
to reduce operating expenses and improve profitability.

Interrelatedness of the Task Steps
within the Research Process

Once decision makers recognize that they need assistance, they should bring in the informa-
tion researcher and turn their efforts toward developing and executing a formalized scientific-
based research process. Exhibit 2.3 displays the interrelated task steps included within the
four phases of the research process. An overview of the major activities included within
each phase is given in the next four sections of this chapter, and each step is discussed in
more detail in later chapters.

Before proceeding, it is important for us to note that although researchers generally
should follow the steps in order, the steps as well as the key activities within the steps are
interrelated and may be shifted or even omitted. In fact, only in certain cases will the
researcher employ all the steps and their activities. In many cases, the complexity of the
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.---% IEIT 2.3 PhasesandTaskStepsinthe Information Research Process

PHASE I: DETERMINATION OF THE INFORMATION RESEARCH PROBLEM
Task Step 1:  Determine and Clarify Management’s Information Needs
Task Step 2:  Redefine the Decision Problem as a Research Problem
Task Step 3:  Establish Research Objectives and Determine the Value of the Information
PHASE I1: DEVELOPMENT OF THE APPROPRIATE RESEARCH DESIGN
Task Step 4: Determine and Evaluate the Research Design and Data Sources
Task Step 5:  Determine the Sample Plan and Sample Size
Task Step 6: Determine the Measurement Issues and Scales
PHASE I1I: EXECUTION OF THE RESEARCH DESIGN
Task Step 7:  Collect and Process Data
Task Step 8:  Analyze Data
Task Step 9:  Transform Data Structures into Information
PHASE IV: COMMUNICATION OF THE RESULTS

Task Step 10:  Prepare and Present the Final Report to Management

Note: Each of these research task steps is discussed in detail in later text chapters.

problem, the level of risk involved, and the clarification of management’s information
needs together will directly impact how many of the steps and key activities to take and in
what order. For example, as a researcher performs the specific activities of Task Step 2
(Refine the Decision Problem as a Research Problem), new problem areas frequently are
uncovered which were not identified in the previous task step (Determine and Clarify
Management’s Information Needs). New discoveries can result in the researcher having to
move backward and begin again at a previous step. In other cases, pretesting a survey
instrument (Task Step 7) might reveal weaknesses in the question/scale measurement
design (Task Step 6), resulting in further evaluations of the scale measurements to be used
in data collection activities. In some situations, it might be determined that data needed to
address the research problems could be handled by analyzing secondary data structures,
thus eliminating the need for developing a sample plan or determining a sample size. The
important notion to remember here is that although different management problems
require different research projects, good information research practices will have enough
similarities that the four phases and many of the key activities will be utilized in creating
meaningful information for decision makers.

What can happen if the information research process is not employed to provide man-
agement with meaningful information? The chances are great that significant time, energy,
and money will be inefficiently spent to acquire biased, incomplete, or wrong information
for resolving decision-making problems. For example, the Food and Beverage Committee
at the Alto Lakes Golf and Country Club in Alto, New Mexico, wanted to determine its
members’ overall satisfaction with the “beverage cart” services being provided on the golf
course and gain insight to how to improve those services. Not knowing the research
process, the committee instinctively designed a simple rating card asking members to rate
the beverage cart service using a six-point scale ranging from (6) “Outstanding” to (1)
“Terrible” and supplying a space for written comments. After reviewing only 50 cards
returned, the committee found that members’ comments suggested that there were several
activities associated with the beverage cart operations that contributed to feelings of overall
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satisfaction and that the rating scheme was measuring not satisfaction but rather overall
performance. The committee did receive data and information about the beverage cart ser-
vice, but it was not what they were looking for. Although the committee had blindly incor-
porated some of the key activities found within the information research process, the data
did not help them address their initial problem.

Determination of the Information

Research Problem

The main objective of Phase I is to explicitly identify the information research problem. To
achieve this objective, researchers must focus on the first three task steps (see Exhibit 2.3).

Task Step 1: Determine and Clarify Management’s
Information Needs

The activities included in this first step tend to bring researchers and decision makers
together under the notion that management has recognized the need for some type of
information in order to deal with a problem, an opportunity, or a critical question con-
cerning a market performance symptom. Usually before the researcher becomes
involved, the decision maker has made a formal statement of what she or he believes is
the issue. At this point, the researcher’s responsibility is to make sure management has
clearly and correctly specified the problem, opportunity, or question. The researcher then
assists the decision maker in determining whether the defined problem is really a problem
or just a symptom of a yet-unidentified problem. To do so, the researcher might employ
the iceberg principle or a situation analysis.' (See Chapter 3 for descriptions of these
analysis techniques.)

It is important for the decision maker and the researcher to agree on the definition of the
problem so that the research process produces useful information. Working with the deci-
sion maker, the researcher lists the factors that could have a direct or indirect impact on the
defined problem or opportunity. Both parties must also agree on which type of information
(subjective, secondary, primary, or a combination) is needed. The researcher leaves this
step with enough knowledge of the situation to be able to enter Task Step 2. Chapter 3
elaborates further on the activities required in Task Step 1.

Task Step 2: Redefine the Decision Problem
as a Research Problem

Once the researcher and decision maker have identified the specific information needs, the
researcher must redefine the problem in scientific terms. In doing so, most decision makers
use a pragmatic framework, whereas researchers feel more comfortable using a scientific
framework.

Redefining the decision problem is the most critical step in the information research
process. This is because the definition of the research problem so greatly influences many
of the other steps. The researcher’s responsibility is to restate the initial variables associ-
ated with the decision problem in the form of one or more key question formats (how,
what, where, when, or why).

For example, recently management of Lowe’s Home Improvement Warehouse Inc.
(a major hardware/lumber retailer) was concerned about the overall image of Lowe’s retail
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operations as well as about its image among known customers within the Atlanta metro-
politan market. The initial question was, “Do our marketing strategies need to be modified
to increase satisfaction among our current and future customer segments?” After Lowe’s
management met with consultants at Corporate Communications and Marketing, Inc., to
clarify Lowe’s critical information needs, the consultants transposed the problem factors
into the specific questions displayed in Exhibit 2.4.

The consultants, with assistance from management, then identified the specific attrib-
utes to be included in each key research question. For example, the specific “store/oper-
ation aspects” included convenient operating hours, friendly/courteous staff, and wide
assortment of products and services. When the information research questions are being
written, two approaches can be taken to determine the level of detail to use in phrasing the
questions. In one case, the question can be phrased using a general focus that includes
only the category of possible factors for which to develop the data requirements without
specifying the actual individual factors. For example, in the last redefined research ques-
tion in the Lowe’s example (Exhibit 2.4), the phrasing is somewhat ambiguous because
it expresses only the need for a “demographic/psychographic profile” of customers with-
out specifying which particular demographic characteristics (e.g., age, income, educa-
tion level, marital status) or psychographic (lifestyle) factors (e.g., price conscious,
do-it-yourself, brand loyalist, information seeker) should be investigated. In contrast,
information research questions can be phrased using great specificity of the data require-
ments. For example, if Lowe’s management team was interested in determining the price
range for a particular Black & Decker power drill, the necessary research questions
would be phrased as follows: (1) “What are the price ranges that customers expect to pay
for the Black & Decker RX power drill?” and (2) “What are the price ranges that cus-
tomers are willing to pay for the Black & Decker RX power drill?” Here each research
question focuses on one specific data requirement, expected price ranges, then actual
price ranges.

An example of the integratedness of the task steps is that the researcher might have
had to employ some type of qualitative or exploratory research activities (Task Step 4) in
the process of determining the key aspects of Lowe’s retail operations. In addition, the

.|| - I EIT 2.4 Decisionand Research Questions Used by Lowe’s Home Improvement

Warehouse, Inc.

DECISION QUESTION

“Do our marketing strategies need to be modified to increase satisfaction among our current and future
customer segments?”

REDEFINED RESEARCH QUESTIONS

What store/operation aspects do people deem important in selecting a retail hardware/lumber outlet?

How do known customers evaluate Lowe’s retail outlets on the basis of a prespecified set of store/operation
aspects associated with Lowe’s?

What are the perceived strengths and weaknesses of Lowe’s retail operations?

How do customers and noncustomers alike compare Lowe’s to other retail hardware/lumber outlets within
the Atlanta metropolitan area?

Whatis the demographic/psychographic profile of the people who patronize Lowe’s retail outlets within the
Atlanta market?
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researcher’s activities might have focused on determining what specific information
requirements (i.e., facts, estimates, predictions, relationships, or some combination) will
be needed to answer the specific research questions as well as the quality requirements
of the data structures.

Upon redefining the decision maker’s problem or opportunity into sets of representative
information research questions and identifying the specific information requirements, the
researcher must make initial assessments regarding what types of source (e.g., secondary
or primary) would be most appropriate in providing the necessary data and information for
answering each established research problem. Although final decisions toward types of
data source would be part of the activities incorporated in Task Step 4 (Determine and
Evaluate the Research Design and Data Sources), the researcher begins the process in Task
Step 2. Here, the researcher begins by simply asking the question “Can the specific
research question be addressed with data (secondary) that already exist or does the ques-
tion require new firsthand (primary) data?”” To determine the answer to this fundamental
question, researchers undertake a process of asking a series of additional questions con-
cerning data availability, data quality, costs, and time constraints. While the actual process
and questions can vary among researchers, we will elaborate the details of this process in
Chapters 3 and 4.

Finally, this task step affords the researcher the opportunity to determine whether the
information being requested by management is necessary or nice. Overall, the researcher
must complete this step before going on to Task Step 3.

Task Step 3: Establish Research Objectives and
Determine the Value of the Information

The research objectives should follow from the definition of the research problems and
information requirements established in Task Step 2. Formally stated research objectives
provide the guidelines for determining which other task steps must be undertaken. The
underlying assumption is that if the objectives are achieved, the decision maker will have
the information he or she needs to solve the problem.

In some ways, research objectives serve as the justification for management and
researchers to undertake an information research project. Consider the Ford Foundation
example in the Small Business Implications box. You should notice that the three informa-
tion objectives listed at the end are different from the foundation’s defined decision prob-
lem and the researcher’s defined information problem. Before researchers move on from
Phase I of the research process, they must make sure that a clear, complete definition is
given to each factor or variable to be included in the study. There also must be clear justi-
fication to the relevancy of each factor. For example, what does the Ford Foundation really
mean by “protection”? Protection from what—rain or cold or snow?

Before moving into the next phase of the information research process, the decision
maker aided by the researcher must attempt to assess the expected value of the informa-
tion. This is not an easy activity to complete with certainty, because a number of factors
and considerations come into play. “Best guess” answers have to be made to the follow-
ing types of question: (1) “Can the information be collected at all?”’; (2) “Can the infor-
mation tell the decision maker something that she or he didn’t already know?”’; (3) “Will
the information provide significant insights?”’; (4) “What benefits will be delivered from
this information?” In most cases, information research should be conducted only when
the expected value of the information to be obtained exceeds the cost of doing the
research.
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A Closer Look at Research

Several years ago, the Ford Foundation of the
Performing Arts, located in Vail, Colorado,
successfully completed a $5 million fund-
raising drive for constructing an amphitheater
to house performing arts events. The Foundation’s
Amphitheater Design Team faced some difficult
decisions. They were not sure which design features
should be included in the structure to handle
different types of events (theatrical productions,
music concerts, dance productions, etc.). They could
not decide if the structure should accommodate
indoor events, outdoor events, or a combination.
They questioned the seating capacity and worried
about ticket prices, parking requirements, availability
of refreshments, and types of events most desired by
local residents and visitors. The foundation hired a
marketing research consultant to assist in the
gathering of primary and secondary data needed to
address the team’s questions and concerns. After
several meetings with the design team, the
researcher presented his research proposal, which
stated that the “primary research objective focused
on the collection and interpretation of specific
attitudinal and behavioral information to be used in
addressing several questions posed by the Ford
Amphitheater Design Team concerning selected
performing arts events and possible design features
for the proposed amphitheater structure.” Three of
the key research questions were:

Small Business Implications

1. What type of performing arts programs would
residents and guests most prefer to see offered
in the Vail Valley area?

2. What prices should be charged for the various
types of events?

3. What type of summer-evening performing arts
programs would people prefer attending at an
indoor versus outdoor facility? If outdoors, what
type of protection should be provided to the
audience and the performers?

These questions were then transformed into the
following research objectives:

1. To determine how often people attended perfor-
mance arts events in the past 12 months and
what three types of events (dance productions,
theatrical productions, music concerts, etc.) they
would be most interested in attending while stay-
ing in Vail Valley.

2. To determine, by event type, the average price
range a person would expect and would be will-
ing to pay for an adult-reserved-seat ticket to the
events presented in Vail Valley.

3. To determine the extent to which people would
prefer to attend a specific type of event at an
indoor or outdoor facility and the specific type of
protection that should be offered the audience if
the event was held at an outdoor facility.”

Phase Il: Development of the Appropriate

Research Design

The main focus of Phase II is to develop the most appropriate research design for a given

set of research objectives. The three task steps in this phase are briefly outlined below.

Task Step 4: Determine and Evaluate the Research
Design and Data Sources

The research design serves as a master plan of the methods and procedures that should be
used to collect and analyze the data needed by the decision maker. Determining the most
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appropriate research design is a function of the information research objectives and the
specific information requirements. In this master plan, the researcher must consider the
type of data, the design technique (survey, observation, experiment, etc.), the sampling
methodology and procedures, the schedule, and the budget. Although every research prob-
lem is unique, most research objectives can be met by using one of three types of research
designs: exploratory, descriptive, causal.

Exploratory Research Designs

Exploratory research focuses on collecting either secondary or primary data and using an
unstructured format or informal procedures to interpret them. Among the three types of
research designs, exploratory research incorporates the fewest characteristics or principles
of the scientific method. It is often used simply to classify the problems or opportunities
and it is not intended to provide conclusive information from which a particular course of
action can be determined. Some examples of exploratory research techniques are focus-
group interviews, experience surveys, and pilot studies. Exploratory research may also use
some forms of secondary data (e.g., online databases). Exploratory research can be some-
what intuitive and is used by many decision makers who monitor market performance
measures pertinent to their company or industry. Exploratory designs will be treated in
more detail in Chapter 8.

Descriptive Research Designs

Descriptive research uses a set of scientific methods and procedures to collect raw data
and create data structures that describe the existing characteristics (e.g., attitudes, inten-
tions, preferences, purchase behaviors, evaluations of current marketing mix strategies) of
a defined target population or market structure. Descriptive research designs are appropri-
ate when the research objectives include determination of the degree to which marketing
(or decision) variables are related to actual market phenomena. Here, the researcher looks
for answers to the how, who, what, when, and where questions concerning different com-
ponents of a market structure.

Descriptive studies generally allow decision makers to draw inferences about their cus-
tomers, competitors, target markets, environmental factors, or other phenomena of con-
cern. For example, there is a growing trend among today’s major chain restaurants to
conduct annual studies designed to identify and describe consumers’ attitudes, feelings, and
patronage behavior toward their own restaurants as well as toward those of their main com-
petitors. These studies, referred to as either image assessment surveys or customer service
satisfaction surveys, partially describe how consumers rate different restaurants’ customer
service, convenience of location, food quality, overall quality, and so on. However,
descriptive designs are not capable of addressing any of the why questions associated with
a given research problem. Still, the data and information generated through descriptive
designs can provide decision makers with evidence that can lead to a course of action.
Descriptive designs will be discussed further in Chapter 9.

Causal Research Designs

Causal research is designed to collect raw data and create data structures and information
that will allow the decision maker or researcher to model cause-and-effect relationships
between two or more market (or decision) variables. Causal research is most appropriate
when the research objectives include the need to understand the reasons why certain market
phenomena happen as they do. That is to say, the decision maker may have a strong desire
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to understand which (independent) market or decision variables are the cause of the depen-
dent phenomenon defined in the decision or research problem.

Causal research can be used to understand the functional relationships between the
causal factors and the effect predicted on the market performance variable under investi-
gation. This type of research design allows decision makers to gain the highest level of
understanding in the research process. In addition, understanding the cause—effect rela-
tionships among market performance factors allows the decision maker to make if-then
statements about the variables. For example, the owner of a small casual men’s clothing
store in Chicago might be able to say, “If I expand the assortment of brand-name shirts,
increase my advertising budget by 15 percent, have an introductory 30 percent—off sale on
the new shirts, and keep the rest of my marketing mix strategies unchanged, then our over-
all sales volume will increase by 40 percent.”

While causal research designs offer opportunity for identifying, determining, and
explaining causality among critical market factors, they tend to be complex, expensive,
and time-consuming. Among the different data collection techniques available, experimen-
tal designs hold the greatest potential for establishing cause—effect relationships because
they allow researchers to investigate changes in one variable while manipulating one or
two other variables under controlled conditions. Causal research designs are treated in
more depth in Chapter 10.

Secondary and Primary Data Sources

The sources of data structures and information needed to resolve decision and information
research problems are many and can be classified as being either secondary or primary. Deter-
mination of membership is based on three fundamental dimensions: (1) the extent that the data
already exist in some type of recognizable format, (2) the degree to which the data have been
interpreted by someone, and (3) the extent to which the researcher or decision maker under-
stands the reason(s) why the data were collected and assembled. Building on earlier discus-
sions, secondary data can usually be gathered faster and at less cost than primary data
structures, but the data can be outdated or may not fit the researcher’s information needs. Sec-
ondary data are historical data structures of variables previously collected and assembled for
some research problem or opportunity situation other than the current situation. Sources for
these types of data structures can be found inside a company, at public libraries and universi-
ties, on World Wide Web (WWW) sites, or purchased from a firm specializing in providing
secondary information. Chapters 4 through 6 are dedicated to secondary data and sources.

In contrast, primary data represent “firsthand” raw data and structures, and have yet to
receive any type of meaningful interpretation. Sources of primary data tend to be the output
of conducting some type of exploratory, descriptive, or causal research project that employs
either surveys, experiments, and/or observation as techniques of collecting the needed data.
Primary data are raw data and structures of variables that have been specifically collected
and assembled for a current information research problem or opportunity situation. Greater
insights underlying primary data will be provided in Chapters 8 through 14.

Task Step 5: Determine the Sample Plan
and Sample Size

If the decision is made to conduct some type of secondary research, then Task Step 5,
for the most part, is not directly undertaken by the researcher. However, the researcher
must still evaluate what defined population is being represented by the secondary data
and decide if that population is relevant to the current research problem. Relevancy of
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secondary data is fully treated in Chapter 4. In contrast, researchers must give serious con-
sideration to the activities involved in this task step when conducting primary research
studies.

For decision makers and researchers to be able to make inferences or predictions
about market phenomena, they must understand who is supplying the raw data and how
representative those data are. Normally, marketing decision makers are most interested
in identifying and resolving problems associated with their target markets. Therefore,
researchers need to identify the relevant defined target population. In taking this step,
researchers can choose between two basic procedures. The first is referred to as a cen-
sus of the target population; this is the preferred action for a small population. In a cen-
sus, the researcher attempts to question or observe all the members of a defined target
population.

The second procedure, which is preferred when the defined target population is large or
unknown, involves the random selection of a subgroup, or sample, from the overall mem-
bership pool of a defined target population. So that the resulting data structures and infor-
mation are generalizable and reliable, researchers must ensure that the sample is
representative of the population. In achieving this objective, researchers develop an
explicit sampling plan as part of the overall research design. A sampling plan serves as the
blueprint for defining the appropriate target population, identifying the possible respon-
dents, establishing the procedural steps in drawing the required sample, and determining
the appropriate size of the sample. Exhibit 2.5 displays some of the critical questions and
issues that researchers normally face when developing a sampling plan.

Sampling plans can be classified into two general types: probability and nonprobability.
In a probability sampling plan, each member of the defined target population has a known,
nonzero chance of being drawn into the sample group. Probability sampling gives the
researcher the opportunity to assess the existence of sampling error.

In contrast, nonprobability sampling plans eliminate the true assessment of sampling
error existence and limit the generalizability of any information to larger groups of people
other than that group which provided the original raw data.

Sample size affects data quality and generalizability. Researchers must therefore think
carefully about how many people to include or how many objects to investigate. Chapter
11 discusses sampling in more detail.

2.5 Critical Questions and Issues in the Development of a Sampling Plan

Given the stated decision problem, research objectives, and specific information requirements, who would
be the best type of person (or best object) to question or observe?

What explicit demographic (e.g., gender, occupation, age, marital status, income levels, education) and/or
behavioral traits (e.g., regular/occasional/rare/non shopper; heavy user/light user/nonuser; known
customer/noncustomer) should be used to identify population membership?

How many population elements must be drawn into the sample to ensure the representativeness of the
population membership?

How reliable does the resulting information have to be for the decision maker? What are the data quality
factors and acceptable levels of sampling error?

What technique should be used in the actual selection of sampling units?

What are the time and cost constraints associated with developing and executing the appropriate
sampling plan?
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Task Step 6: Determine the Measurement Issues
and Scales

After Task Step 2, in which the decision problem is redefined as a research problem, Task
Step 6 should be considered the second most important step in the research process. Activ-
ities within this step focus on determining the dimensions of the factors being investigated
and measuring the variables that underlie the defined problem. The measurement process
determines how much raw data can be collected and thus also the amount of information
that can be inferred from the resulting data structures.

Given the importance of measurement to the process of creating information, researchers
must be able to answer questions like the following: (1) What level of information is needed
from a variable (nominal, ordinal, ordinally interval, interval, ratio)? (2) How reliable does
the information need to be? (3) How valid does the information need to be? (4) How does
one ensure the development of reliable and valid scale measurements? (5) What dimensions
underlie the critical factors being investigated (e.g., unidimensional vs. multidimensional
structures)? and (6) Should single measures or multi-item measures be used to collect the
data on the variables included in a study? For example, researchers must know what scaling
assumptions or properties (e.g., description, order, distance, origin) must be built into a scale
design to ensure that management’s information needs are met. Chapters 12 and 13 discuss
measurement and scale design procedures among other important measurement issues.

Although most of the specific activities involved in Task Step 6 are discussed and
applied to primary research practices, understanding these activities is critical for conduct-
ing secondary research studies. For example, in conducting data mining activities in data-
base research, researchers must be fully aware of the basic measurement issues
surrounding the database. They must have an understanding of the measurement principles
(e.g., nominal, ordinal, interval, and ratio formats) which were used in creating the data in
the database as well as the potential biases associated with the data factors. Lack of under-
standing can easily lead to misinterpretation of the remanipulations of the secondary data
and reporting of bad, inappropriate, or low-quality information to the decision maker.

Execution of the Research Design

In many ways, the execution phase is the heart of the research process. The main objec-
tives of this phase are to develop all necessary data collection forms, gather the actual data,
process the data, analyze the data and create appropriate data structures, and interpret those
structures into meaningful bits of information that can be used to address the initial prob-
lem. To achieve this overall objective, researchers have to focus on executing the next
three specific interactive task steps of the research process: (7) data collection and pro-
cessing of data, (8) data analysis procedures, and (9) interpreting data structures into infor-
mation. As in the first two phases, researchers here must operate with care to ensure that
potential biases or errors are either eliminated or at least controlled.

Task Step 7: Collect and Process Data
Data Collection Methods

It is important to remember that there are two fundamental approaches to gathering raw data.
One is to ask questions about variables and market phenomena using trained interviewers or
questionnaires. The other is to observe variables and market phenomena using professional
observers or high-tech devices. Self-administered surveys, personal interviews, computer
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simulations, telephone interviews, and focus groups are just some of the tools researchers
can use to collect data (see Exhibit 2.6).

A major advantage that questioning techniques have over observation techniques is that
they allow the researcher to collect a wider array of raw data. Raw data from a survey can per-
tain not only to a person’s current behavior but also to his or her state of mind or intentions.

In turn, observation methods can be characterized as natural or contrived, disguised or
undisguised, structured or unstructured, direct or indirect, or human or mechanical. For
example, researchers might use trained human observers or a variety of mechanical
devices such as a video camera, tape recorder, audiometer, eye camera, psychogalvanome-
ter, or pupilometer to record behavior or events.

As communication technology advances continue, researchers are moving toward inte-
grating the benefits of technology with existing questioning tools that enable faster data
acquisition and retrieval practices. Within the research world, there is growing emphasis
on conducting online primary data studies (e.g., e-mail surveys, online focus group inter-
views, Internet surveys), as well as more secondary database research studies. Data collec-
tion instruments and methods will be given full treatment in Chapters 8, 10, and 14.

Processing of Data

Once the primary data are collected, the researcher must perform several procedural activi-
ties before doing any type of data analysis. A coding scheme is needed so that the raw data
can be entered into computer files. Normally, the researcher will assign a logical numerical
descriptor (code value) to all response categories. After the raw responses are entered, the
researcher must inspect the computer files to verify that they are correct and easy to locate.
The researcher must then clean the raw data of either coding or data-entry errors. As part of
the verification and data-cleaning processes, a simple tabulation is run on each variable’s
data structure. Chapter 15 will present more discussions on raw-data processing.

2.6 Data Collection Tools Used in Marketing Research

Observation Tool Description

Trained observers Highly skilled people who use their senses (sight, hearing, smell, touch,
taste) to observe and record physical phenomena. Examples: mystery shop-
pers; traffic counters; focus-group moderators.

Mechanical devices High-technology instruments that can artificially observe and record physical
phenomena. Examples: security cameras; videotaping equipment; scanning
devices; tape recorders; air-hose traffic counters.

Questioning Tool

Trained interviewers Highly trained people who ask respondents specific questions and accurately
record their responses. Examples: face-to-face interviewers; telephone inter-
viewers; group survey leaders.

Interviewer/mechanical Highly skilled people who use high-technology devices during encounters

devices with respondents. Examples: computer-assisted personal interviews;
computer-assisted telephone interviews.

Fully automatic devices High-tech devices that interact with respondents without the presence of a
trained interviewer. Examples: on-site fully automatic interviews; fully
automatic telephone interviews; computer-disk mail surveys; electronic-mail
surveys; computer-generated fax surveys; Internet surveys.

Direct self-administered Survey instruments that are designed to have the respondent serve the roles

questionnaires of both interviewer and respondent. Examples: direct mail surveys; most
group self-administered surveys.
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Data processing activities used in secondary research studies are somewhat different in
nature from those used for primary data research. Researchers focus on evaluating the use
of a single or multiple set of databases to obtain the needed information. When the data
exist in multiple databases, one processing activity involves the merging of different data-
bases into one comprehensive database. At times, overlaying one database on another can
be very challenging and might require restructuring of one or more databases to achieve
compatibility. Another activity is the determination of which set of the existing data factors
should be included for analysis, an activity referred to as data mining. Chapter 6 will elab-
orate on secondary data processing and other key issues.

Task Step 8: Analyze Data

In Task Step 8, the researcher begins the process of turning raw data into data structures
that can be used in generating meaningful and useful bits of information for the decision
maker. Using a variety of data analysis techniques, the researcher can create new, complex
data structures by combining two or more variables into indexes, ratios, constructs, and so
on. Analysis procedures can vary widely in sophistication and complexity, from simple
frequency distributions (percentages) to sample statistics measures (e.g., mode, median,
mean, range, standard deviation, and standard error) to multivariate data analysis tech-
niques. Different analysis procedures will allow the researcher to (1) statistically test for
significant differences between two sample statistics and associations among several vari-
ables, (2) test hypothesized interdependence between two or more variables, (3) evaluate
data quality, and (4) build and test complex models of cause—effect relationships. Chapters
16 through 18 are dedicated to data analysis procedures.

Task Step 9: Transform Data Structures
into Information

Task Step 9 is where information is created for decision makers. It is in this step that the
researcher or, in some cases, the decision maker takes the statistical testing results or the
investigation’s findings and creates a narrative interpretation. This does not mean a simple
narrative description of the results. Narrative interpretation relates to integrating several
pieces (variables) of the results into an understandable statement that the decision maker
can use to answer the initial question. The data are analogous to colors that can be used to
paint a comprehensive picture.

Communication of the Results

The last phase of the information research process focuses on reporting the research find-
ings and newly created information to management. The overall objective is to develop a
report that is useful to a non-research-oriented person.

Task Step 10: Prepare and Present the Final Report
to Management

Task Step 10 is to prepare and present the final research report to management. The impor-
tance of this step cannot be overstated. While there are some sections that should be
included in any research report (e.g., executive summary, introduction, problem definition
and objectives, methodology, results and findings, and limitations of study), the researcher
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should ask the decision maker whether any other specific sections need to be included,
such as recommendations for future actions, implications, or further information needs. In
some cases, the researcher will be required not only to submit a well-produced written
report but also to make an oral presentation to the decision maker or group of executives.
The presentation may include the use of overhead transparencies, PowerPoint slides, or
displays on a flip chart. Chapter 19 describes how to write and present research reports.

Development of an Information Research Proposal

Upon understanding the four phases and the 10 task steps of the research process, a
Research proposal researcher can logically develop a research proposal that communicates to the decision
A specific document that ~ maker the overall research framework. A research proposal is a specific document that
serves as a written con-  serves as a written contract between the decision maker and the researcher. It tells what

tract between the deci- activities will be undertaken to develop the needed information, and at what costs.
sion maker and the While a research proposal is not the same as a final research report, some of the sections
researcher. appear similar. There is no one acceptable way to write a research proposal; Exhibit 2.7

2.7 General Outline of a Research Proposal

TITLE OF THE RESEARCH PROPOSAL

I. Purpose of the Proposed Research Project

Includes a clear expression of the decision problem, information research problem, and specific
research objectives.

1l. Type of Study
Includes discussions of the type of research design (i.e., exploratory, descriptive, causal), and
secondary versus primary data requirements, with some justification of choice.

lll. Definition of the Target Population and Sample Size
Describes the overall target population to be studied and determination of the appropriate sample
size, including a justification of the size.

IV. Sample Design, Technique, and Data Collection Method
Includes a substantial discussion regarding the sampling technique used to draw the required sam-
ple, the actual method for collecting the data (i.e., observation, survey, experiment), incentive plans,
and justifications.

V. Specific Research Instruments

Discusses the method used to collect the needed raw data; includes discussions of the various types
of scale measurement requirements.

VI. Potential Managerial Benefits of the Proposed Study

Discusses the expected values of the information to management and how the initial problem might
be resolved; includes a separate discussion on the possible limitations of the study.

VII. Proposed Cost Structure for the Total Project
Itemizes the expected costs associated with conducting the research project; includes a total cost fig-
ure and any pricing policy for changes, as well as appropriate completion time frames (of specific
tasks and/or total project).
VIII. Profile of the Researcher and Company
Briefly describes the main researchers and their qualifications; includes a general assessment of the
company.
IX. Optional Dummy Tables of the Projected Results
Offers examples of how the data might be presented in the final report.
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presents our suggestions of the parts that should be included in most research proposals.
Although the exhibit presents only a general outline, a complete illustration of an actual
proposal is located in the Marketing Research Illustration at the end of this chapter. Addi-
tional examples of research proposals are available on this textbook’s website

(http://www.mhhe.com/hair).

Components of a Research Proposal

A research proposal should always begin with a section on the purpose of the research,
which is a brief but clear statement of the decision problem or opportunity as viewed by
management. Both the overall problem and its implications are emphasized. In addition,
the research purposes and objectives must be clearly communicated, along with the pro-
ject’s scope and limits. More specifically, this section describes the areas of inquiry to be
investigated, the project’s goals and an idea of what it will take to achieve them, and the
specific research questions or hypotheses.

The next section of the proposal, known as the type of study, includes discussions of the
research methods that will be used to collect either primary or secondary data. For exam-
ple, does the specific research problem require the use of either a qualitative or quantitative
research design, or a more complex design that combines both types? It is in this section
that the information requirements are clearly identified and justified.

The target population and sample size section clearly defines the specific population
under investigation in both descriptive and quantitative terms. The researcher also pro-
jects the size of the sample needed to be representative of the defined target population,
and includes a justification of that projection. Next, the sample design, technique, and
data collection method section should discuss the appropriateness of using either proba-
bility or nonprobability sampling. The procedures necessary to correctly execute the
drawing of the sample should be discussed in detail. Also included are discussions that
identify and justify the most appropriate research design (i.e., observation, survey, or
experiment).

The section on specific research instruments discusses the specific methods that will be
used to collect the data (personal interviews, self-administered surveys, disguised/ nondis-
guised observations, focus groups, etc.). It is here that the researcher will discuss the types
of data and appropriate scale measurement designs needed to achieve the stated informa-
tion requirements. If interviewers are required, this section should explain the procedures
that will be used to train them. The next section presents the potential managerial benefits
of the study, along with the limitations that might exist. The focus should be on how the
proposed information will help management solve the initial decision problem. In general,
project limitations will normally be associated with the generalizability of the results
beyond the sampled respondents, the data collection methods used, the sampling proce-
dures, and time and financial constraints.

The cost structure section of the proposal allows the researcher and the decision maker
to determine what activities in the research process will cost the most. This section should
address the decision maker’s overall budget concerns; the reader may make his or her final
decision on whether to undertake the research endeavor based on the content of this sec-
tion. Knowing the overall cost of doing research can also aid the decision maker in deter-
mining what value to assign the expected research information. There should be a
statement about how long it will take to complete the research project.

The profile of the researcher and company should assist the decision maker in his or her
efforts to assess the quality of the data and information the product will generate. By
clearly presenting the researcher’s qualifications and areas of expertise as well as the
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research firm’s reputation, the researcher can quickly establish a comfort zone between
himself or herself and the decision maker, thus enhancing the working relationship among
all the parties involved in the research process.

The final section of any proposal consists of providing the decision maker with several
dummy data tables of the projected results. The main benefit of this section is that it allows
the decision maker to visualize the different ways in which data results can be displayed,
thus helping him or her decide the best way to present the final results.

Summary of Learning Objectives

B Describe the major environmental factors that
are directly influencing marketing research, and
explain some of their impact on the research
process.

Several key environmental factors have significant
impact on changing the tasks, responsibilities, and
efforts associated with marketing research practices.
The Internet and e-commerce, gatekeeper technologies
and data privacy legislation, new global market
structure expansions, and repositioning marketing
research as a strategy are forcing researchers to
balance their use of secondary and primary data to
assist decision makers in solving decision problems
and taking advantage of opportunities. Researchers are
being asked to improve their ability to use technology-
driven tools and databases. There are also greater
needs for faster data acquisition and retrieval, analysis,
and interpretation of cross-functional data and
information among decision-making teams within
global market environments.

B Describe and discuss the four phases and the 10
integrative task steps involved with the research
process, and explain some of the key activities
within each step.

The information research process was discussed in
terms of four major phases, identified as (1)
determination of the research problem, (2) development
of the appropriate research design, (3) execution of the
research design, and (4) communication of the results.
To achieve the overall objectives of each phase,
researchers must be able to successfully execute 10
interrelated task steps: (1) determine and clarify
management’s information needs, (2) redefine the
decision problem as a research problem, (3) establish
research objectives and determine the value of the
information, (4) determine and evaluate the research
design and data sources, (5) determine the sample plan
and sample size, (6) determine the measurement issues

and scales, (7) collect and process data, (8) analyze data,
(9) transform data structures into information, and (10)
prepare and present the final report to management. The
overview of the steps highlighted the importance of each
step and showed how it was related to the other steps in
the research process.

B Explain the differences between raw data, data
structures, and information, and explain the
process by which raw data are transformed into
information that managers can use.

Researchers and decision makers must understand that
raw data, data structures, and information are different
constructs. Raw data consist of the responses obtained
by either questioning or observing people or physical
phenomena. Data structures are created by submitting
the raw data to some type of analysis procedure. In
turn, information is created only when either the
researcher or decision maker narratively interprets the
data structures.

B Identify the most critical task step in the research
process, and explain why it is so important.

While all the task steps are necessary, Task Step 2,
redefine the decision problem as a research problem, is
the most critical in the overall research process. How
the information problem is stated in research terms
directly influences many, if not all, of the other steps. It
is in this step that researchers identify the variables of
the decision problem and transform them into key how,
when, what, where, and why questions. Without an
accurate definition of the research problem, it is highly
unlikely that the research process will produce the
high-quality and pertinent information needed by the
decision maker.

B Distinguish between exploratory, descriptive,
and causal research designs.

The main objective of exploratory research designs is
to create information that the researcher or decision
maker can use to (1) gain a clearer understanding of the
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decision problem; (2) define or redefine the initial
problem, separating the symptom variables from the
independent and dependent factors; (3) crystallize the
problem and the objective; or (4) identify the specific
information requirements (e.g., facts, estimates,
predictions, variable relationships). Exploratory
research designs are not intended to provide conclusive
information from which a particular course of action
can be determined.

Descriptive research designs focus on using a set of
scientific methods to collect raw data and create data
structures that are used to describe the existing
characteristics (e.g., attitudes, intentions, preferences,
purchase behaviors, evaluations of current marketing
mix strategies) of a defined target population. The
researcher looks for answers to how, who, what, when,
and where questions. Information from this type of
research design allows decision makers to draw
inferences about their customers, competitors, target
markets, environmental factors, or other phenomena of
concern.

Finally, causal research designs are most useful
when the research objectives include the need to
understand why market phenomena happen. The focus
of this type of research design is to collect raw data and
create data structures and information that will allow
the decision maker or researcher to model cause-and-
effect relationships between two or more variables.

B List the critical issues in the development of a
sampling plan, and explain the basic differences
between a probability and nonprobability sampling
plan.

A sampling plan is a blueprint for correctly defining
the appropriate target population, establishing the

procedural steps needed to draw the required sample
and determining the appropriate size of the sample.
Some of the critical questions that researchers must
address when developing a sampling plan are the
following: Who would be the best type of person to
question or observe? What explicit demographic or
behavioral traits should be used to identify
population membership? How many population
elements must be drawn into the sample to ensure the
representativeness of the population membership?
How reliable does the resulting information have to
be for the decision maker? What technique should be
used in the actual selection of sampling units? What
are the time and cost constraints associated with
developing and executing the appropriate sampling
plan?

B Identify and explain the major components of a
solid research proposal.

Once the researcher understands the different phases
and task steps of the information research process, he
or she can develop a solid research proposal. The
proposal serves as a contract between the researcher
and decision maker. There are nine specific content
sections suggested for inclusion: (1) purpose of the
proposed research project; (2) type of study; (3)
definition of the target population and sample size; (4)
sample design, technique, and data collection method,;
(5) specific research instruments; (6) potential
managerial benefits of the proposed study; (7)
proposed cost structure for the total project; (8) profile
of the researcher and company; and (9) optional
dummy tables of the projected results.

Key Terms and Concepts

Causal research 41
Census 43

Data structures 34 Information 34
Decision opportunity 32
Decision problem 32 Internet 28
Defined target population 43

Descriptive research 41 32

Exploratory research 41

Gatekeeper technologies 29
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Rawdata 33
Research proposal 47
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Scientific method 33
Secondary data 28



Hair et al.: Marketing Part 1: Marketing Research | Ch 2: The Research © The McGraw-Hill
Research, Second Edition Information and Process Companies, 2002
Technology

The Research Process 51

Review Questions

1.

Identify the significant changes taking place in today’s business environment that are
forcing management decision makers to rethink their views of marketing research.
Also discuss the potential impact that these changes might have on marketing research
activities.

. In the business world of the 21st century, will it be possible to make critical marketing

decisions without marketing research? Why or why not?

. How are management decision makers and information researchers alike? How are

they different? How might the differences be reduced between these two types of pro-
fessionals?

. Explain the specific differences that exist between raw data, data structures, and

information. Discuss how marketing research practices are used to transform raw data
into meaningful bits of information.

. Comment on the following statements:

a. The primary responsibility for determining whether marketing research activities
are necessary is that of the marketing research specialist.

b. The information research process serves as a blueprint for reducing risks in mak-
ing marketing decisions.

c. Selecting the most appropriate research design is the most critical task in the
research process.

. Design a research proposal that can be used to address the following decision problem:

“Should the Marriott Hotel in Pittsburgh, Pennsylvania, reduce the quality of its tow-
els and bedding in order to improve the profitability of the hotel’s operations?”’

Discussion Questions

1. For each of the four phases of the information research process, identify the

corresponding task steps and develop a set of questions that a researcher should
attempt to answer.

. What are the differences in the main research objectives of exploratory, descriptive,

and causal research designs? Which design type would be most appropriate to address
the following question: “How satisfied or dissatisfied are customers with the automo-
bile repair service offerings of the dealership from which they purchased their new
2002 Mazda Millenia?”

. When should a researcher use a probability sampling method rather than a nonproba-

bility method?

. EXPERIENCE THE INTERNET. Using the Netscape browser and the Excite search

engine, go to the Gallup Poll Organization’s home page at www.gallup.com. Select the
“Take poll” option and review the results by selecting the “Findings” option. After
reviewing the information, outline the different phases and task steps of the
information research process that might have been used in the Gallup Internet Poll.
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What Does an Information Research Proposal Look Like?

The JP Hotel Preferred Guest Card Information Research Proposal

Purpose of the Proposed Research Project

The purpose of this proposed research project is to collect specific attitudinal, behavioral,
motivational, and general demographic information to be used in addressing several key ques-
tions jointly posed by management of Louis Benito Advertising and W. B. Johnson Properties,
Inc., concerning the JP Hotel Preferred Guest Card, a newly implemented marketing strat-
egy within JP Hotel’s overall marketing program. These key questions are as follows:

* To what extent is the Preferred Guest Card being used by cardholders?

* How do the cardholders evaluate the card on the basis of the specific privileges associ-
ated with it?

* What are the perceived benefits and weaknesses of the card, and why?

» To what extent does the Preferred Guest Card serve as an important factor in selecting
a hotel?

e How often do the cardholders use their Preferred Guest Card?
¢ When do the cardholders use the card?
» Of those who have used the card, what privileges have been used? And how often?

* What general or specific improvements should be made regarding the card or the spe-
cific extended privileges?

e How did the cardholders obtain the card?

* Should the Preferred Guest Card membership be complimentary or should cardholders
pay an annual fee?

e [f there should be an annual fee, how much should it be? What would a cardholder be
willing to pay?

» What is the demographic profile of the people who have the JP Hotel Preferred Guest
Card?

Type of Study

To collect the data needed to address the above-mentioned managerial questions, the
research should be of a structured, nondisguised design characterized as descriptive,
exploratory, and explanatory. The study will be descriptive to the extent that most of the
questions focus on identifying the perceptual awareness, attitudes, and usage patterns of
the JP Hotel Preferred Guest Card as well as the demographic profiles of the current card-
holders. It will be exploratory with regard to the investigation of possible improvements to
the card and its privileges as well as the price structure considerations. Finally, the study
will have explanatory elements incorporated regarding the reasons underlying the per-
ceived benefits and weaknesses of the current card’s features.
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Definition of the Target Population and Sample Size

The target population to be studied in this research project consists of adults who are
known to be current cardholders of the JP Hotel Preferred Guest Card. At present, this pop-
ulation frame is equal to approximately 17,000 individuals located across the United
States. Statistically a conservative sample size representative of the defined target popula-
tion frame would be 384, but realistically a sample of approximately 1,500 should be
included in the total survey. The bases for this approximation are (1) the assessment of the
likely response rate range that could be expected by using current methodological and con-
trol factors in the sampling and questionnaire designs, (2) a predetermined level of preci-
sion of not more than + 5% sampling error and a desired confidence level of 95%, (3)
general administrative costs and trade-offs, and (4) the desirability of having a prespecified
minimum number of randomly selected cardholders included in data analyses.

Sample Design, Technique, and Data Collection Method

A probabilistic random sampling technique will be used to draw the needed sample for the
project from W. B. Johnson Properties, Inc.’s central cardholder bank. Using a direct-mail
survey method, those cardholders randomly selected as prospective respondents would be
mailed a specifically tailored self-administered questionnaire. Attached to the questionnaire
would be a carefully designed cover letter that explains the generalities of the study as well
as inducements for respondent participation. Given the nature of the study, the perceived type
of cardholder, the general trade-offs regarding costs and time considerations, and the utiliza-
tion of updated incentives to induce respondent participation, the direct-mail design would
be more appropriate than the alternative telephone interview or focus-group methods.

The Questionnaire

The questionnaire to be used in the proposed research project will be designed for self-
administration. That is, the respondent will fill out the survey instrument in the privacy of
his or her home and without the presence of an interviewer. The questionnaire will be
designed, therefore, with the intended maximum self-administration, thus eliminating the
costs and potential errors associated with interviews. All the questions in the survey will be
pretested by a convenience sample to assess clarity of instructions, questions, and admin-
istrative time dimensions. Response scales to be used in the actual questions will conform
to standard questionnaire design guidelines and industry wisdom.

Potential Managerial Benefits of the Proposed Study

Given the scope and nature of this proposed research project, the study’s findings could
provide JP Hotel’s management informational insights into addressing the Preferred Guest
Card questions of concern as well as other managerial implications regarding JP Hotel’s
current marketing strategies. More specifically, data and information gathered in this pro-
posed study would provide JP Hotel with meaningful and useful insights toward

1. better understanding what type of people hold and use the Preferred Guest Card and
the extent of that usage;

2. identifying specific feature problems that could serve as indicators for evaluating (and
possibly modifying) current marketing/management strategies, policies, or tactics as
they relate to the card and its privileges; and

3. identifying specific insights concerning the promotion and distribution of the card to
expanded marketable segments.

e

-
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Additionally, this proposed research project would functionally serve to initiate a customer-
oriented database and collection system to assist JP’s management in better understanding
its customers’ hotel service needs and wants in the 1990s. Customer-oriented data bases
would prove vital not only in the firm’s promotional strategy area but also in the important
areas of pricing and service selection.

Proposed Cost Structure for the Total Project

Questionnaire/cover letter design and reproduction costs $ 2,800
Development
Typing
Pretest
Reproduction (1,500)
Envelopes (3,000)
Sample design and plan costs 1,620
Administration/data collection costs 3,840
Questionnaire packet assembly
Postage and P.O. box
Address labels
Coding and predata analysis costs 4,000
Coding and setting of final codes
Data entry
Tab development
Computer programming requirements
Computer time

Data analysis and interpretation costs 6,500
Written report and presentation costs 2,850
Total maximum proposed project cost* $21,610

*Costing policy: Some of the costs included might actually be less than what is stated on the proposal. As
such, those cost reductions would be passed on to the client. Additionally, there is a + 10% cost margin
associated with the pre- and actual data analysis activities depending on client changes of the original tab
and analyses requirements.

Principal Researcher’s Profile

The necessary research for this proposed project will be conducted by the Marketing
Resource Group (MRG), a research firm that specializes in a wide array of exploratory,
descriptive, and causal research designs and practices. MRG is located in Tampa, Florida,
and has conducted numerous marketing research studies for many Fortune 1000 compa-
nies. The principal researcher and project coordinator will be Mr. Alex Smith, Senior Pro-
ject Director at MRG. Mr. Smith holds a PhD in Marketing from Louisiana State
University, an MBA from Illinois State University, and a BS from Southern Illinois Uni-
versity. With 25 years of marketing research experience, he has conducted numerous pro-
jects within the consumer packaging products, hotel/resort, retail banking, automobile, and
insurance industries, to name a few. He specializes in projects that focus on customer sat-
isfaction, service/product quality, market segmentation, and general consumer attitudes
and behavior patterns as well as interactive electronic marketing technologies. In addition,
he has published numerous articles on theoretical and pragmatic researching topics.
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A Dummy Table Example of Data Results

In an effort to illustrate the potential types of data results that can be expected from this
proposed research endeavor, the following dummy data results table is provided in this
proposal (see Exhibit 1). Note that this example is identical to the example in Table 2.1
(page 35). It is used to illustrate the type of data table that would be useful to addressing
the research question “To what extent does the Preferred Guest Card serve as an important
factor in selecting a hotel?” stated in this proposal.

Summary of Overall Importance Differences of Selected Hotel-Choice Criteria Used
by First-Time and Repeat Business Patrons

Total First-Time Patrons Repeat Patrons
(n=880) (n = 440) (n = 440)
Mean? Mean Standard Mean Standard
Hotel Selection Criteria Value (SG)® Value Error (SG) Value Error (SG) Z-Tests
Cleanliness of the room 5.65 A) 5.75 .06 A) 5.50 .05 (A) @
Good-quality bedding 5.60 (A) 5.55 .06 A) 5.62 .07 (A)
and towels
Has preferred guest 5.57 A) 5.42 .07 (A) 5.71 .06 (A) 2
card options
Friendly/courteous staff 5.10 B) 4.85 .09 B) 5.45 .07 B) @
and employees
Offers free VIP services 5.06 B) 4.35 .10 B) 5.38 11 (B) @
Conveniently located 5.04 (B) 5.25 .09 B) 4.92 .10 B) @
for business
In-room movie 3.63 D) 3.30 .13 (D) 4.56 .11 © &

entertainment

dImportance scale: a six-point scale ranging from 6 (“extremely important”) to 1 (“not at all important™).

bSignificant groupings (SG): (A) = “definitely strong factor”; (B) = “strong factor”; (C) = “moderately strong
factor”; (D) = “weak factor.”

*Mean importance difference between the two patron groups is significant at p < .os.

IN™ (= |
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“With an unparalleled attention

into a $10 billion plus
worldwide lodging giant.”

—MALCOLM FLESCHNER
Personal Selling Power*

Marrig

Custo
arriott International, Inc., is the number 1
@lodging company in the world with sales of
over $10 billion and more than 2,300 owned
or franchised properties in 59 countries. The
company’s success in becoming the hospitality
industry leader has been achieved through a lot of
hard work and attention to detail as well as its
proactivity in meeting customers’ changing lodging
needs and wants. J. W. “Bill” Marriott Jr., chairman
and CEO, gives much credit to the company’s ability
to use research to move forward to new levels of
success within a very competitive market
environment. In the early 1980s, when the
traditional full-service hotel market had reached its
upper potential, for example, extensive marketing
research was employed to identify specific
opportunities and lead Marriott’s expansion
programs of building Marriott Courtyard hotels to
compete directly with such midpriced chains as
Holiday Inn and Quality Inn by offering consistent
high-quality services at a moderate price. One of
Marriott’s secret weapons is its never-ending quest

to find the most effective ways to deliver a terrific
end product, the “experience.”

Over the years, Marriott has used many different
methods to determine exactly what customers
value. Focus groups are used to actively seek out
diverse customers and talk with them about their
likes and dislikes when staying at hotels; in
customer tracking studies, customers are
interviewed for 30 minutes, answering questions
about their lodging experiences, from what they
thought specifically about Marriott in terms of
strengths versus what needs improving, to what
their experiences had been with other chains.
Today, Marriott’s ability to apply research results to
solve management and business problems
continues to bring success. For example, extensive
research conducted to identify the most important
elements in satisfying hotel customers found that
customers at full-service Marriotts consistently
wanted five things: a great breakfast, fast check-in,
fast check-out, clean rooms, and friendly service. A
detailed investigation of each of those five areas
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(research) uncovered main problems in each
service area.

The main problem with breakfast was that
servers were not in the dining room because they
were running back to the kitchen to get toast or to
wait for an order while the customers were looking
around for their servers so they could get out
quickly. This problem was solved by putting more
people in the kitchen to assemble the orders and
using runners in the kitchen to bring the food from
the kitchen to the dining room. In addition, Marriott
moved a lot of the cooking into the dining room
itself.

To improve the speed of the check-in process,
Marriott implemented its “First 10 Program,” where
customers bypass the front desk at check-in by pre-
registering, so that staff can meet them at the door
and immediately give them room keys.

For faster check-out, Marriott was the industry
leader in using advances in communication
technology to create the option of allowing guests
to use their TV to review their hotel charges in the
comfort of their room at any time and authorize
approval without having to stop at the front desk.

Research results regarding the need to ensure
clean rooms significantly influenced the strategic
development and implementation of a monitoring
system. Marriott now uses a 54-step process in
preparing rooms to make sure they are clean and
all electrical appliances and Internet connections
are functional.

The last problem area—friendly service—was
addressed through the longstanding basic
philosophy of making sure Marriott employees are
happy and they work to go the extra mile: they take
care of customers and have fun doing it.

Value of Determining the Research Problem

The story of Marriott’s success is intended to show that marketing research is critical in
solving management’s decision-making problems. Obviously there are many success sto-
ries in business; the Marriott example illustrates the importance of correctly determining
the information research problem and the care needed in the designing and evaluating the
research project so that the proper methodological research procedures are followed to ensure
accuracy in the data being collected. Conversely, there are many other cases (Coca-Cola
Company’s “New Coke” failure, a greater than 75 percent failure rate among small busi-
nesses within the first three years of existence, the 90 percent failure rate among dot-com
companies in 2001, to name a few) where management decision problems and opportuni-
ties were not correctly identified and the research process not accurately employed (if at
all), resulting in either product/service failures or companies being forced into bankruptcy.
Although there are some things that marketing research will never be able to uncover,
much less explain, the probability of making accurate decisions dramatically increases
with a sound information research approach.

This chapter focuses on the development of such an approach. Using the overview dis-
cussions and insights presented in Chapter 2, this chapter details the journey through the
information research process. Moreover, discussions will focus on Phase I, Determination of
the Information Research Problem, and its three main task steps. The chapter is intended to
provide an awareness of and appreciation for the importance of identifying and exploring the
guidelines and criteria that can help both the research provider and the client gain confidence
in developing and executing marketing research projects. Nowhere does the saying “Garbage
in, garbage out” apply more than in the field of marketing research. The raw data, structures,
and information generated by the research process will only be as good as the research design
used. Therefore, this chapter will discuss the critical topics that need to be considered in
Phase I of the research process as well as creating and evaluating research objectives.

Given the importance of correctly identifying information problems, this text takes a
unique approach by introducing the topic of ethics in marketing research within this early
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chapter rather than later in the text as a separate chapter. The discussion highlights the
impact of unethical practices on the marketing research process. Examples regarding mar-
keting research ethics will appear throughout the text as well.

Types of Information Used by Decision Makers

Pragmatic Forms of Information

Before discussing the information research problem definition process, we will identify and
classify the different types of information used by decision makers and researchers to solve
business and marketing problems. Many non-research-oriented decision makers (including
consumers) simply classify the information they use to solve problems, answer questions,
or evaluate opportunities as subjective, secondary, or primary. This pragmatic classification
system tends to be based on two fundamental dimensions: availability and degree of manip-
ulation. Availability of information refers to the degree to which the information has already
been collected and assembled in some type of recognizable format. Degree of manipulation
refers to the extent to which data structures and results have been interpreted and applied to
a specific situation. Within a decision-making framework, availability of information and
degree of manipulation serve as two dominant factors that allow for easier classification of
all types of information into three mutually exclusive categories used by decision makers
and consumers alike to resolve their problems or opportunities. Exhibit 3.1 summarizes the
different types of information and compares their availability and manipulation traits.

Subjective Information. Over time, subjective information has been given many dif-
ferent names, such as guestimation, intuition, gut reaction, seat-of-the-pants calculation,
rumors, or even expert opinions. Regardless of the name, subjective information can sim-
ply be viewed as information that is based on the decision maker’s past experiences, exper-
tise, assumptions, feelings, or judgments without any systematic gathering of facts.> While
such information is usually readily available, it often is not generalizable to the current
problem situation. For the most part, relying on subjective information increases the risk of
making a poor decision. This type of information could lead to bias, misinterpretations,
and inappropriate actions and deny objectivity in the pursuit of truth.

Secondary Information. Secondary information is that which was collected and
interpreted at least once for some specific situation other than the current one.® Basically,
decision makers only need to locate such information and remanipulate (or reinterpret) it
to apply it to their current problem situation. Availability is normally high, but there are

3.1 Pragmatic Types of Information Used by Decision Makers

Type of Information Availability Factor Manipulation Factor

Subjective Very good availability, but based on Selectively interpreted
individual’s own experiences,
feelings, or assumptions
Secondary Good availability, but extensive search Information and data structures must
time required be remanipulated and reinterpreted
for at least a second time
Primary Does not initially exist, must be created ~ Data structures must be manipulated
and interpreted for first time
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great difficulties associated with applying secondary information to specific current situa-
tions because of how it was originally assembled or because the original reasons for col-
lecting the information are unknown. Secondary information was initially primary. Some
examples of secondary information are facts, estimates, and predictions published in Con-
sumer Reports or Time magazine; sources include most TV commercials, marketing
research textbooks, and online databases.

Primary Information. Many decision makers refer to primary information as firsthand
information derived through a formalized research process for a specific, current problem
situation.* Some examples are data from a marketing research project or pilot study; state-
ments from 500 randomly selected bank customers regarding the service features they con-
sider most important; a count of the cars that travel through a particular intersection in one
hour; or a tally of baseball fans who eat at least one hot dog when they go to the ballpark.
To begin with the research problem definition process, it is important to remember that
secondary and primary information does not exist until someone (the researcher or the deci-
sion maker) analyzes the raw data structures and provides interpretive meaning to the results.

Scientific Forms of Information

Researchers tend to categorize the information they gather during the research process into
four types: facts, estimates, predictions, or modeled relationships. These information types
are based on two fundamental dimensions—quality and complexity. Quality of informa-
tion relates to the degree to which the information can be depended on as being accurate
and reliable. Complexity of information refers to the degree to which the information is
easily understood and applied to the problem or question under investigation. Exhibit 3.2
summarizes the different types of scientific information used by researchers and compares
differences in their quality and complexity traits.

Facts. Facts serve as the most basic form of information. A fact is some piece of information
that is observable and verifiable through a number of external sources. For example, it would
be a fact that a salesperson has not met his quota this quarter, or that Procter & Gamble’s
Tide has captured 50 percent of the laundry detergent market, or that a dissatisfied consumer

3.2 Types of Information Used by Researchers and Decision Makers

Type of Information Quality Factor

Facts Very high quality; are observable and
verifiable bits of information; high
in accuracy and reliability

Complexity Factor

Not complicated; easy to
understand and use

Estimates Degree of quality is based on the More complex than facts due to
representativeness of the fact sources the statistical procedures used to
and the statistical procedures used to derive them and the possibility of
create them error

Predictions Lower quality than estimates or facts Greater complexity; forecasted

due to the perceived risk and estimates or projections into the
uncertainty of future conditions future

Quality is dependent on the precision Highest complexity; interrelationships
of the researcher’s statements of the of several variables being
interrelationship between sets of simultaneously analyzed

variables

Relationships
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has written a letter of complaint to a given company. Facts are considered high-quality,
uncomplicated bits of information. As long as a fact is timely, decision makers can place a
great deal of reliance on it as they look for solutions to a specifically defined problem.

Estimates. An estimate can be considered one step above a fact because it is a general-
ized application of a fact from a limited source to information about a larger source. For
example, when a survey is conducted among a representative sample of customers, the
results are facts as long as any references to them are restricted to just that sample. Here,
the researcher could go back and verify each respondent’s answers to the questions. These
facts are transformed into estimates only when the researcher or decision maker suggests
that they represent accurate information about the total market.

The quality of estimates is determined by the accuracy of measurement and their true
representativeness of the whole group under investigation. Normally, estimates are some-
what less reliable than facts, yet they are more complex because of the statistical proce-
dures by which they are derived. Correct definition of the research problem at the
beginning of the research process will minimize (but never completely eliminate) the pos-
sibility of errors so that the estimates can be used to make good decisions.

Predictions. A prediction is an estimate that is carried into the future. Knowing what
occurred in the past and what is happening in the present is extremely helpful to any deci-
sion maker, but their true concern is the ability to determine what will transpire in the
future, because it is in the future that decisions will be tested. As such, information
researchers are often called on to predict events given certain conditions. Consequently,
predictions are less reliable than estimates. Since predictions are nothing more than pro-
jections of estimates into the future, they will automatically include (and probably mag-
nify) whatever errors have been allowed to exist in the estimates.

Relationships. The last type of information supplied through the research process is a
relationship, which is the existence of a cause-and-effect or covariate interaction between
two or more variables being investigated by the researcher. For example, many decision
makers have been taught to believe that cutting the price of a particular product or service
will increase the demand for it, and there are many cases in which this relationship holds
true, thus creating a downward-sloping demand curve. But relationship models can be
built that can simultaneously compare sales to price changes, advertising expenditures,
salesperson incentives, shorter warranty periods, and customers’ occupation status. These
models, which involve more complicated methods of combining and creating information,
may show that the relationship between price cuts and demand is not so simple. The qual-
ity of the final information relies heavily on the precision of the researcher’s statements of
the relationships between several factors simultaneously affecting sales. These categorical
types of information are integrated throughout the remainder of this book.

Determining When Undertaking the Information
Research Process Becomes a Meaningful Alternative
for Decision Makers in the New Millennium

In the 21st century, technological advances in the Internet, high-speed communication sys-
tems, and faster secondary and primary data acquisition and retrieval systems are dramati-
cally changing the landscape of marketing research practices and when and how the research
process is used to create a database or gather information for solving management’s
problems or opportunities. The key constraints (or factors) that have been traditionally
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used in determining whether to use the research process tend to be less restrictive in nature
than in years past. A key to understanding when the information research process should be
undertaken lies in the notion that marketing research no longer focuses on just the activi-
ties of collecting, analyzing, and interpreting firsthand (or primary) data for solving man-
agement’s problems. Secondary and database research activities are being used with
increasing frequency to address decision-making problems or opportunities. In the past,
there were four specific situations in which the decision to commission a marketing
research project was ill advised.’ These are listed and discussed in Exhibit 3.3.

One of the shortcomings of this approach is that in each situation the decision maker is
assumed to have prior knowledge about the “true” availability of existing information, the
necessary time and staff, adequate resources, or clear insight into the expected value of the
resulting information. As technology advances, these assumptions become more suspect.

As discussed in Chapter 2, today’s decision makers have the main responsibility of initially
determining if the research process should be called upon for collecting needed information.
The initial question that the decision maker must ask is: Can the decision problem and/or
opportunity be resolved using only subjective information? Here the focus is on deciding what
categorical type of information (subjective, secondary, or primary) is required to answer the
decision question(s). In most cases, decision makers should give initial thought to undertake
the information research process any time they have a question or problem or believe there is
an opportunity but either do not have the right subjective information or are unwilling to rely

3.3 Situations When Marketing Research Might Not Be Needed

Situation Factors Comments

Information already available ~ When the decision maker has significant knowledge of the markets, rele-
vant products and services, and competition, enough information may
exist that allows for an informed decision without commissioning
marketing research.” Some experts suggest that advancements in com-
puter and information processing technology enhance providing the right
information to the right decision makers in a timely fashion."

Insufficient time frames There are times when the discovery of a decision problem situation
leaves an inadequate time frame for implementing the necessary
research activities for properly conducting primary data and information.
In competitive market environments, competitor actions/reactions might
come so fast that they make it impossible to have formalized marketing
research activities as a feasible option.

Inadequate resources If there are significant limitations in money, manpower, and/or facilities,
then marketing research activities tend to be discounted as being not
feasible. When a firm is strapped for cash, there is a strong tendency to
avoid marketing research practices.

Costs outweigh the value In situations where the decision maker is viewing the market symptoms

of information incorrectly as the decision problem, necessary marketing research costs
can be seen as being too costly for the value (or quality) attached to the
proposed information.

"R. K. Wade, “The When/What Research Decision Guide,” Marketing Research: A Magazine and Application 5, no. 3 (Sum-
mer 1993), pp. 24-27.

"William D. Perreault Jr., “The Shifting Paradigm in Marketing Research,” Journal of the Academy of Marketing Science 20,
no. 4 (Fall 1992), p. 369.

*Richard F. Tomasino, “Integrate Marketing Research with Strategic Plan to Get Budget OK,” Marketing News, January s,
1985, p. 8.
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on subjective information to resolve the problem or exploit the opportunity. In reality, con-
ducting secondary and primary research studies costs time, effort, and money. Exhibit 3.4 dis-
plays a framework that illustrates the factors and examples of the decision questions that must
be asked and answered to determine whether the research process is necessary.

After deciding that subjective information alone will not resolve the defined decision prob-
lem situation, the next question that must be answered by the decision makers focuses on the
nature of the decision: Does the problem/opportunity situation have strategic or tactical
importance? Strategic decisions tend to have broader time horizons but are much more com-
plex in nature than tactical decisions. Most strategic decisions are critical to the company’s
operations and bottom-line profitability objectives. In turn, on the basis of the investment asso-
ciated with a tactical decision, undertaking the research process might be the appropriate alter-
native for collecting data and information. For example, Outback Steakhouse recently made

Type of Information

Can the decision problem and/or opportunity be resolved using only

subjective information? YES

(Decision maker’s responsibility)

Do Not Undertake the
Nature of Decision + NO Information Research Process
Is the problem/opportunity situation of strategic or tactical
importance? *

—
(Decision maker’s responsibility) NO

y YES
Decision maker should bring in the marketing researcher for advice
Availability of Data

Is existing secondary information inadequate for solving the decision
problem situation or exploiting the opportunity? - » NO
(Decision maker’s responsibility with researcher’s advice)

Time Constraints + YES

Is there a sufficient time frame available for gathering the information
before the final managerial decision must be made? L » NO

(Decision maker’s responsibility with researcher’s advice)

Resource Requirements + YES

Are there sufficient levels of money, staff, and skills to meet the costs
and marketing research requirements? L » NO

(Decision maker’s responsibility with researcher’s advice)

Benefits versus Costs + YES

Does the expected value of the information exceed the costs of
conducting the research? — ;)
(Decision maker’s responsibility with researcher’s advice)

+ YES

Move on to Phase | of the
Information Research Process
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a tactical decision to update its menu both in appearance and in food offerings. Researching
the opinions of known customers proved helpful in determining new food items to be included
and those items that should not be placed on the menu but rather offered as occasional “chef’s
specials.” Bottom line, if the problem situation has strategic or significant tactical importance,
then a research expert should be solicited as an adviser at this point in time.

Another key managerial question deals with the availability of existing information.
With the assistance of the research expert, decision makers face the next question: Does
adequate information for addressing the defined decision problem already exist within the
company’s internal record systems? In the past, if the necessary marketing information
was not available in the correct form stored within the firm’s marketing internal record sys-
tem, then a customized marketing research project would be undertaken to find, produce,
and report the information in the needed form. Today, advances in computer technology
and changing management philosophy toward the cross-functional sharing of information
have provided management with the ability to record, store, and retrieve great amounts of
operation data (e.g., sales, costs, and profitability by products, brands, sales region, cus-
tomer groups) with greater ease and proficiency. Greater emphasis on database marketing
has eliminated some of management’s past concerns about availability of information.

With input from the research expert, decision makers have to assess the types of “time con-
straints” associated with the problem/opportunity: Is there enough time to conduct the neces-
sary research before the final managerial decision must be made? Many of today’s decision
makers need information in real time, but in many cases, systematic research needed to deliver
high-quality data and information is time-consuming. If the decision maker needs the infor-
mation immediately, then this creates an insufficient time frame for executing the research
process. Another fundamental question focuses on the availability of marketing resources
(e.g., money, staff, skills, facilities): Is money budgeted for doing formalized research? For
example, many small businesses simply lack the necessary operating budget to consider
doing any type of formal research for solving problems or exploiting new opportunities.

Unchanged from the past is the fact that some type of cost—benefit assessment should be
made regarding the overall value of the expected information output from undertaking the
research process to the expected costs of collecting data and information: Do the benefits
of having the additional information outweigh the costs of gathering the information? This
type of question remains a challenge for today’s decision makers. Employing the informa-
tion research process requires certain amounts of time, effort, and money. Although the
costs of doing marketing research will vary from project to project, they can be estimated
with great certainty. Yet, predetermining the true value of the expected information
remains somewhat subjective in nature. In addition to the foregoing factors and questions
that help to determine whether to use the research process, decision makers should give
thought to the following set of evaluative questions:

What is the perceived magnitude of importance and complexity of the problem?
Is the research outcome going to affect the final decision of the problem situation?

Is the problem realistically researchable? Can the critical variables in the proposed
research be adequately designed and measured?

Will conducting the needed research give valuable information to the firm’s
competitors?

To what degree can or will the research findings be implemented?
Will the research design and data represent reality?
Will the research results and findings be used as legal evidence?

Is the proposed research being politically motivated?
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Insight into these evaluative questions for determining whether the information research
process should be undertaken will be discussed as you read this chapter.

In deciding whether to employ the research process, another useful approach involves
an always elusive question: Why should the decision maker conduct information research?
Although there is no agreed-upon set of rules for determining when to employ the research
process other than the general notion initially described, there are some conditional rea-
sons for decision makers to give serious consideration to undertaking the information
research process:®

1. If the information can help clarify the defined problem or identify marketplace
changes that can directly influence the company’s product/service responsibilities.

2. If the information can help the company develop meaningful competitive advantages
within its market environment.

3. If the information leads to marketing actions that result in achieving marketing objectives.
4. If the information provides proactive futuristic understanding of market conditions.

5. If the value of the information exceeds the cost of obtaining the information.

Importance of Determining
the Information Research Problem

Decision problem

The situation that exists
when management has
established a specific
objective that may be
achieved through any of
several courses of
action.

As illustrated by the Marriott example in the chapter opener, development and successful
marketing of new products and services come about from understanding consumer decisions
and from careful planning through a sound information research process. Once a business
decision problem or opportunity is identified and acknowledgment made that some type of
information (secondary or primary) is required, all the activities involved in planning and
securing that information can be viewed as part of the research process. Consequently, it is
important for decision makers and researchers to interact in initiating the first phase of the
research process. This is true whether the situation requires that information be gathered peri-
odically or only once. Any systematic attempt to gather or create information that can aid in
a manager’s decision-making practices will require activating the research process.

The first phase of the research process, Determination of the Information Research
Problems, consists of three important task steps: (1) determine and clarify management’s
information needs; (2) redefine the decision problem as a research problem; and (3) estab-
lish research objectives and determine the value of the information. The researcher must
achieve the task steps’ objectives in order to reach the overall goal of identifying the infor-
mation problems that underlie the decision problem or opportunity and to provide accurate
statements of the research objectives.

Determine and Clarify Management’s
Information Needs

To ensure that appropriate information will be created through the research process,
researchers must assist decision makers in making sure the problem or opportunity has
been correctly defined and that the decision maker is aware of the information require-
ments. Remember that a decision problem exists when management has established a spe-
cific objective that may be achieved through any of several courses of action. The question
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Integrated Decision Problem Definition Process

Determine the
Decision Maker's
Purpose for th
Research

Understand the
Complete Problem
Situation

Identify and Separate
Out Measurable Symptoms

Marketing Business Decision Problem

Determine the Unit
of Analysis

Determine the Relevant
Variables

becomes, Which is the best option? For researchers to gain clear understanding of the deci-
sion problem, they must employ an integrated problem definition process. There is no one
best process, but any process undertaken should include the following activities: (1) deter-
mine the decision maker’s purpose for the research, (2) understand the complete problem sit-
uation, (3) identify and separate out measurable symptoms within the problem situation, (4)
determine the appropriate unit of analysis, and (5) determine the relevant variables. Being
able to correctly define and understand the actual decision problem is an important first step
in determining if it is really necessary to employ the research process. A poorly defined deci-
sion problem can easily produce research results that are unlikely to have any value, as in the
New Coke example, illustrated in the A Closer Look at Research in the Field box.

Purpose of the Research Request

Determining the purpose of the research begins any good problem definition process. As
discussed in Chapter 2, the decision maker holds the initial responsibility of deciding that
there might be a need for the services of a researcher in addressing a recognized decision
problem or opportunity. Once brought into the situation, the researcher begins the problem
definition process by asking the decision maker to express his or her reasons for thinking
that there is a need to undertake research. Using this type of initial questioning procedure,
researchers can begin to develop insights as to what the decision maker believes to be the
problem. Having some basic idea of why research is needed focuses attention on the cir-
cumstances surrounding the problem. The researcher can then present a line of questions
that can lead to establishing clarity between symptoms and actual causal factors. One
method that might be employed here is for researchers to familiarize the decision maker
with the iceberg principle, displayed in Exhibit 3.5.

Understand the Complete Problem Situation

Both the decision maker and the researcher must understand the complete problem sit-
uation. This is easy to state but quite often difficult to execute. To gain such under-
standing, researchers and decision makers should perform a basic situation analysis of
the circumstances surrounding the problem area. A situation analysis is a popular tool
that focuses on the informal gathering of background information to familiarize the
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3.5 The lceberg Principle

/| Loss
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@ J Share \
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| Unhappy

/ Customers

[ Obvious Measurable

Decision Problem Definition / Symptoms

Marginal
Performance
of Sales Force Low-Quality
Researcher Products
Inappropriate
Delivery
System | Real Business/Decision \
Problems |
Unethical
Treatment of
Customers Poor Image

The iceberg principle states that in many business problem situations the decision maker is aware of only 10
percent of the true problem. Most of the time what is thought to be the problem is nothing more than an
observable outcome factor or symptom (i.e., some type of measurable market performance factor), while 9o
percent of the problem is neither visible to nor clearly understood by decision makers. The real problems are
submerged below the waterline of observation. If the submerged portions of the problem are omitted from
the problem definition and later from the research design, then decisions based on the research may be
less than optimal.

researcher with the overall complexity of the decision area. A situation analysis attempts to
identify the events and factors that have led to the current decision problem situation, as
well as any expected future consequences. Complete awareness of the problem situation
provides better perspectives on (1) the decision maker’s needs; (2) the complexity of the
problem situation; and (3) the types of factors involved.

Conducting a situation analysis can enhance communication between the researcher
and the decision maker. It is the responsibility of the researcher to fully develop his or her
knowledge of the client’s overall business and daily activities. To objectively understand
the client’s domain (i.e., industry, competition, product lines, markets, and in some cases
production facilities), the researcher cannot rely solely on information provided by the
client, because many decision makers tend to be myopic within their own domain. Only



68

Hair et al.: Marketing
Research, Second Edition

Part 1: Marketing Research
Information and
Technology

Ch 3: Problem Definition,
Research Objectives, and
Marketing Research Ethics

© The McGraw-Hill
Companies, 2002

Marketing Research Information and Technology

A Closer Look at Research

“Can | Get a New Coke, Please!”

From 1980 to 1984, the Pepsi Cola Company
conducted a series of blind taste tests and
determined that soft-drink consumers
preferred the sweetness of Pepsi to the crisper taste
of Coke. On the basis of what was called the Pepsi
Challenge, Pepsi developed a marketing program
concentrating on younger soft-drink customers and
labeling them the Pepsi Generation.

The Coca-Cola company’s initial response was to
increase its advertising budget and develop a claim
of product superiority. Nonetheless, Coke’s own
taste tests validated Pepsi’s claims that customers
preferred a sweeter product. Using informational
insights that were gained in the development of Diet
Coke, Coca-Cola developed a new, sweeter Coke
product and embarked on one of the most extensive
marketing research programs in the history of the
soft-drink industry.

Using an unparalleled test market research
design lasting three years, the company asked over
200,000 customers to participate in blind taste tests
that were conducted in shopping malls across the
country. The information research question that
guided Coca-Cola’s research program was, What will
the ultimate consumer reactions be to the taste of
the new Coke product? The results of the marketing
research indicated that when asked to compare
unmarked beverages, consumers favored the new
Coke formula over the original Coke product, by a
margin of 55 percent to 45 percent. When both soft
drinks were identified, 53 percent of those taking

In the Field

the test still preferred the new Coke formula over the
original Coke.”

Using these marketing research results, Coca-
Cola’s management decided to introduce a new
product. In April 1985, the sweeter-formula Coca-
Cola product was introduced with the name New
Coke and the original Coke was discontinued. In July
1985, however, old Coke was brought back into
distribution, and by the end of 1985, the new Coke
formula, the one marketing research showed to be
preferred by drinkers, was discontinued. What
happened? Where did Coca-Cola go wrong? What
should have been measured? What if Coca-Cola had
put the new product under the old label? These
remain good topics of discussion within marketing
research. From one perspective, Coca-Cola can be
accused of being too narrow in the scope of its
research question and defining the problem so that
researchers investigated and tested only one
aspect—consumers’ preferences of taste associated
with cola soft drinks.® In this situation, researchers
can be criticized for not also investigating the extent
to which consumers have emotional attachment and
loyalty to existing brand names and the impact of
such loyalty on purchase and consumption
behavior. Coca-Cola’s research failed to ask the
respondents if the new Coke product should replace
the original Coca-Cola.

when the researcher sees the client’s business practices objectively can true problem clari-
fication occur.” In short, the researchers must develop expertise in the client’s business.

Identify and Separate Out Measurable Symptoms

Once the researcher understands the overall problem situation, he or she must work with
the decision maker to separate the root problems from the observable and measurable
symptoms that may have been initially perceived as being the decision problem. For exam-
ple, many times managers view declining sales or reduction in market share as problems.
After fully examining these issues, the researcher may see that they are the result of more
concise issues such as poor advertising execution, lack of sales force motivation, or even
poorly designed distribution networks. The challenge facing the researcher is one of clari-
fying the real decision problem by separating out possible causes from symptoms. Is a
decline in sales truly the problem or merely a symptom of bad advertising practices, poor
retail choice, or ineffective sales management?
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Determine the Unit of Analysis

As a fundamental part of problem definition, the researcher must employ the objective yet
visionary skill of determining the appropriate unit of analysis for the study. The researcher
must be able to specify whether data should be collected about individuals, households,
organizations, departments, geographical areas, specific objects, or some combination of
these. The unit of analysis will provide direction in later activities such as scale measure-
ment development and drawing appropriate samples of respondents. Take, for example,
information problems that are investigated in typical automobile satisfaction studies. The
researcher must decide whether to collect data from the known purchaser (i.e., individual)
of a specific vehicle or from a husband-wife dyad representing the household in which the
vehicle is driven.

Determine the Relevant Variables to the Situation

In this step, the researcher and decision maker jointly determine the specific variables per-
tinent to each defined problem or question that needs to be answered. The focus is on iden-
tifying the different independent and dependent variables. Determination must be made as
to the types of information (i.e., facts, estimates, predictions, relationships) and specific
Construct Conceptsor  constructs that are relevant to the decision problem. Exhibit 3.6 provides several exam-

ideas about an object, ples of marketing constructs that are routinely investigated through marketing research
attribute, or phenome- practices (though by no means is this a complete list of key constructs).

non that are worthy of

measurement. Redefine the Decision Problem as a Research Problem

Once the decision problem at hand is understood and specific information requirements are
identified, the researcher must redefine the decision problem in more scientific terms. As
discussed in Chapter 2, this second task step is the most critical step in the research
process. The fundamental reason why it is necessary to reformulate most decision prob-
lems is that the decision makers use pragmatic frameworks and terminology in their
efforts of initially defining a problem, whereas most researchers are trained to investigate
problems and opportunities using scientific frameworks. In essence, marketing decision
makers and researchers live in two distinct worlds. While the differences were discussed in
Chapter 2, Exhibit 3.7 provides a summary of the fundamental differences between most
decision makers and researchers as a reminder.

I.}x IBIT 3. 6 Examples of Constructs Routinely Investigated
Constructs Operational Description
Brand awareness Percentage of respondents having heard of a designated brand; awareness
could be either unaided or aided.
Attitudes toward a brand The number of respondents and their intensity of feeling positive or nega-

tive toward a specific brand.

Intentions to purchase The number of people who are planning to buy the specified object (e.g.,
product or service) within a designated time period.

Importance of factors What factors and their intensity influence a person’s purchase choice.

Demographic characteristics  The age, gender, occupation status, income level, and so forth of individu-
als providing the information.

Satisfaction of experience How people evaluate their postpurchase consumption experience of a
specified object.
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A Closer Look at Research

The Business Research Lab, available at
www.busreslab.com, is a full-service market
research company. Services provided by the
Business Research Lab include customer
satisfaction surveys, promotions testing, small-
business solutions, employee satisfaction testing
help, and sample surveys that individuals can
download for personal use. The Business Research
Lab prides itself on providing quality, detailed
advice for its clients. An important area of budgetary
concern for small-business owners or managers
involves the allocation of resources for promotion.
The sponsorship of events and promotion of other
activities can quickly drain a small-business owner’s
promotion budget. The Business Research Lab
provides guidance for business owners seeking the

Small Business Implications

right promotion strategy. For example, Pro-Sort, the
promotions testing division of the Business
Research Lab at http://spider.netropolis.net/brl/
prosort2.htm, provides methodological guidelines
for selecting the most profit-enhancing promotions.
In three weeks, Pro-Sort will give you the data you
need to have a meaningful, competitive edge. The
goal of any promotion should be to eventually obtain
increased sales. By contacting the Business
Research Lab through its corporate e-mail address
or dialing its toll-free telephone number, small-
business owners can, at least, obtain experienced
instructions for designing their promotions.

3.7 Fundamental and Philosophical Differences between Management

and Researchers

Hypothesis An
unproven statement of a
research question in a
testable format.

Attribute Differences

Research motivation

Decision Makers Researchers

To discover the true facts and
relationships

Want to ask questions
Scientific, objective

To generate information
Answer questions

To make symptoms disappear

Disposition toward knowledge
Orientation

Want answers to questions
Pragmatic, subjective

To make profits

Political

Line/middle/top management
Highly involved, emotional
General decision making

Responsibility

Use of the research
Organizational position Supportive staff, specialist
Detached, analytical

Scientific/technique application

Level of involvement
Training

In reframing decision problems and questions as information research questions,
researchers must use their scientific knowledge and expertise. Information research questions
are those specific how, what, which, where, when, and why statements about the problem
areas that the research will attempt to investigate. Here, a decision problem is broken down
into a series of more specific research questions. To illustrate this point, Exhibit 3.8 provides
an example in which the management of a retail men’s casual wear specialty store faced trends
of low in-store traffic and sales figures. An objective analysis of the company’s operations led
the researcher to redefine the initial decision problem as a set of specific questions. Establish-
ing information research questions specific to management’s decision problem has a tendency
to force the decision maker to provide additional information that is relevant to the actual
problem.'” In other situations, redefining decision problems as research problems can also
lead to the establishment of research hypotheses rather than just research questions.

A hypothesis is basically an unproven statement of a research question in a testable
format. Hypothetical statements can be formulated about any variable and can express a
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possible relationship between two or more market factors. While research questions and
hypotheses are similar in their intent to express relationships, hypotheses tend to be more
specific and declarative, whereas research problem statements are more interrogative.
Hypotheses can be tested empirically through the research process. Exhibit 3.8 illustrates
the differences between interrogative research questions and hypotheses. Hypothesis
development is discussed in greater detail in later chapters.

The task of redefining decision problems as information research questions or hypothe-
ses serves as the point where the researcher rather than the decision maker becomes the
more dominant player, the one with the most responsibility for the success or failure of a
research project. Moreover, the activities in this task step play a critical role in preparing
the researcher for the next task step, establishing the research objectives and determining
the value of the information. Unless the research problem is defined accurately, the infor-
mation that results from the research project is unlikely to have any value. See the Small
Business Implications box (p. 70) for how the Business Research Lab company claims to
solve marketing research problems for small-business clients.

8 Management Problem Expressed in Terms of Research Questions and Hypotheses

Situation: A small retail specialty store featuring men’s casual wear in Southern California was concerned
about its trends in low traffic and sales figures. Management was unclear about what the store’s retail
image was among consumers.

MANAGEMENT’S INITIAL DECISION PROBLEMS

Should any of my current store/product/service/operation strategies be evaluated and possibly modified
to increase growth in the store’s revenue and market share indicators? Do merchandise quality, prices, and
service quality have an impact on customer satisfaction, in-store traffic patterns, and store loyalty images?

REDEFINED AS RESEARCH QUESTIONS
What are the shopping habits and purchasing patterns among people who buy men’s casual wear? That is,

Where do these people normally shop for quality men’s casual wear?
When (how often) do they go shopping for quality men’s casual wear?
What types of casual wear items do they like to shop for (purchase)?
Whom do they normally purchase men’s casual wear for?

How much (on average) do they spend on men’s casual wear?

What store/operation features do people deem important in selecting a retail store in which to shop for
men’s casual wear?

How do known customers evaluate the store’s performance on given store/operation features compared to
selected direct competitors’ features?

REDEFINED AS RESEARCH HYPOTHESES

There is a positive relationship between quality of merchandise offered and store loyalty among customers.
Competitive prices have greater influence on generating in-store traffic patterns than do service quality features.

Unknowledgeable sales staff will negatively influence the satisfaction levels associated with customers’ in-
store shopping experiences.

RESEARCH OBJECTIVES

To collect specific attitudinal and behavioral data for identifying consumers’ shopping behavior,
preferences, and purchasing habits toward men’s casual wear.

To collect specified store/product/service/operation performance data for identifying the retailer’s
strengths and weaknesses which could serve as indicators for evaluating current marketing and
operational strategies.

To collect attitudinal data for assessing the retailer’s current overall image and reputation as a retail men’s
casual wear specialty store.
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Establish Research Objectives and Determine
the Value of the Information

Establishing Research Objectives

Research objectives are precise statements of what a research project will attempt to
achieve. They also indirectly represent a blueprint of the research project’s activities.
Research objectives allow the researcher to document concise, measurable, and realistic
events that either increase or decrease the magnitude of marketing management’s prob-
lems. More important, they allow for the specification of information required to assist
management’s decision-making capabilities. In addition to illustrating how decision prob-
lems may be redefined as research questions and hypotheses, Exhibit 3.8 illustrates a set of
research objectives, though by no means is this example meant to be representative of all
decision problems facing today’s marketing managers. For more examples of research
objectives, visit the book’s website at www.mhhe.com/hair.

A major issue surrounding any research endeavor is to realize that research alone can
never formulate solutions to a problem. Research can only facilitate the proper decisions
from which solutions are examined. The objective underlying a research endeavor is to
generate the necessary information to help management make decisions and hence formu-
late solutions. Thus, it becomes necessary to determine the value of acquiring information.

Determining the Value of the Expected Information

While undertaking problem definition activities, the decision maker and the researcher need
to understand the potential worth of acquiring information. The major concern is whether
the cost of generating the information will exceed its value. This may occur when the infor-
mation must be at a very high accuracy level. For example, Hanes, maker of L’eggs panty-
hose, conducted tests of alternative package designs for this product. Three alternative
packages were developed and tested in a controlled test market situation. Results of the
study indicated equal liking of all three packages. Hanes spent approximately $60,000 on
this project and received only a limited amount of information relative to designing a truly
effective package.' A possible alternative might have been to design a simple preference
study focusing on the underlying dynamics that influence a customer’s perception of vari-
ous package designs. The study probably would have cost less yet revealed more data on
what characterizes a good package design for this product. Hanes may have collected addi-
tional data, at no extra cost, that may have generated information useful for future decisions
of this type. This simple example illustrates a fundamental principle in deciding whether or
not to conduct research: Market research should be conducted only when the expected value
of the information to be obtained exceeds the cost of obtaining it.

Although this principle sounds simple, it is extremely difficult to implement. The inher-
ent difficulty is that of trying to predetermine the true value of the information. It is usually
impossible to determine the cost-to-value ratio of most marketing research projects. Nev-
ertheless, in Exhibit 3.9, we suggest some guidelines that should be given consideration in
the process of approximating this critical ratio.

Information for decision making will almost always be insufficient. It may be in short
supply because additional information is simply not available at any cost. A worst-case sce-
nario is that while additional information could be obtained, the cost to obtain it would be
too high. Therefore, when specifying information requirements, either for an “as needed” or
cost purpose, researchers should always evaluate the possibilities of collecting data from
secondary sources (Chapters 4 and 5 discuss this issue in detail). If pertinent and accurate
secondary forms of information are available, then the cost of securing the information is
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3.9 Guidelines for Approximating the Cost-to-Value Ratio of a Research Project

1. Focus on the most important issues of the project. Identify certain issues as important and others as
peripheral to the problem. Unimportant issues are only a drain on resources and obscure the informa-
tion that truly needs to be collected.

2. Never try to do too much. There is a limit to the amount of information that can be collected. Given this limi-
tation, the researcher usually must make a trade-off between the number of issues that can be dealt with
and the depth of each issue. Therefore, it is necessary to focus on those issues of greatest potential value.

3. Determine whether secondary information, primary information, or a combination is needed. Once the
research objectives have been developed, the researcher must identify whether secondary or primary
information would be most appropriate in addressing the stated decision problem. In some cases, it
might be determined that a combination of both secondary and primary information is required.

4. Analyze all potential methods of collecting information. As we will see in the next phase of the
research process, alternative data sources and research designs may be available that will allow
detailed investigation of the issues at a relatively lower cost.

5. Subjectively assess the value of information. The researcher must ask some fundamental questions
relating to the research objectives; for example:

a. Can the information be collected at all?

b. Can the information tell me something | don’t already know?
c. Will the information provide significant insights?

d. What benefits will be delivered from this information?

almost always significantly lower than the cost of collecting primary data. As we note
throughout this text, with the proliferation of secondary information due to technological
advances, many researchers are realizing that secondary information is an increasingly
valuable source of marketing research information.'?

Once the research objectives and information requirements have been determined, it
becomes important for both decision maker and researcher to step back and again deter-
mine the necessity of actually performing marketing research. While the situation factors
presented in Exhibit 3.3 (p. 62) and Exhibit 3.4 (p. 63) may influence the evaluation
process, there are other subjective criteria worthy of joint consideration at this point. As
noted earlier, going forth with a research endeavor might prove inappropriate if:

1. Conducting the needed research would give valuable information to the firm’s
competition. Many visible research procedures may give other companies an opportu-
nity to formulate a competitive response before the research project is completed.

2. The research findings cannot or will not be implemented. Marketing research infor-
mation has little to no value if management cannot afford to implement or refuses to
act on it.

3. The research design does not represent reality. Many research designs, particularly
experimental ones, may not adequately represent the true conditions of the market
environment.

4. The research results and findings are to be used as legal evidence. This may occur
in product liability or deceptive advertising lawsuits.

5. The critical variables to the proposed investigation cannot be adequately
designed or measured due to uncontrollable or ambiguous circumstances.

6. The research is being politically motivated. Some managers may try to use research
findings to advance their own career or to unethically elevate a company’s standing in
the community.



Hair et al.: Marketing Part 1: Marketing Research | Ch 3: Problem Definition, © The McGraw-Hill
Research, Second Edition Information and Research Objectives, and Companies, 2002
Technology Marketing Research Ethics

Marketing Research Information and Technology

All of these situations must be evaluated prior to moving to the next phase of the
research process, that of research design development. Remember, research conducted
improperly or for the wrong reasons can do more harm than good. To illustrate this point,
go back to the New Coke example on page 68.

In turn, many decision makers argue that they simply cannot afford to conduct properly
designed marketing research projects. Yet most agree that survival in today’s business
environment depends directly on understanding, comprehending, and monitoring one’s
own operating environment. Acting in and reacting to a changing environment can best be
executed by making sound decisions based on accurate information. Choosing not to con-
duct marketing research is in most cases simply a poor choice, given environmental reali-
ties. Therefore, the question should not be, How much marketing research can we afford to
do? but rather, How much marketing research can we not afford not to do?

Procedural Considerations in Evaluating
a Marketing Research Project

Although decision makers have a joint role in determining the information problems,
information requirements, and research objectives, rarely do decision makers have the
knowledge to effectively assess the value/cost of the marketing research project from
important procedural or methodological dimensions. Here the researcher must educate the
decision maker about the procedural and methodological criteria necessary to understand
and evaluate a project. Some of the more critical criteria include pricing the project, objec-
tivity, confidentiality, inaccurate data, and data validation.

Pricing the Research Project

Of special interest to both the decision maker and the researcher is the overall cost of the
recommended research project. Basically, the conventional wisdom that applies to any
pricing decision also applies to determining the price of a given marketing research pro-
ject, regardless of whether the project’s focus is on collecting and interpreting secondary or
firsthand (primary) data and information. While most secondary and primary research pro-
jects involve direct costs, indirect overhead costs, and a fee for professional services, a
number of other factors come into play in any attempt to fairly calculate the expected
value/cost of a recommended research project. As noted earlier, the type of information

Value of the Proposed Research Endeavor

Data
Validation

Project Costs
and Time Frame

Confidentiality

Objectivity Inaccurate Data
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needed (e.g., secondary vs. primary data), budget allocation (e.g., dollar amount set aside
for conducting research activities), complexity of the needed information (e.g., basic
demographic characteristics or detailed attitudes and behaviors), staffing sources (e.g., in-
house or outsourcing the activities), and time frame requirements (e.g., quick vs. long), as
well as the decision maker’s confidence in the researcher’s ability and the specifications of
the research project, all impact the process of determining the value/cost of any proposed
research study.

For example, the new CEO of the Greater Tampa Chamber of Commerce (GTCC) and
his executive team recently came to the conclusion that they were unaware why large and
small businesses alike were becoming chamber members. After spending a significant
amount of time speculating on businesses’ underlying reasons for joining the chamber, they
realized that some research expertise was needed to collect the necessary data. They sought
the assistance of several research experts. During discussions with the researchers, it was
noted that the chamber had plenty of secondary data on the demographic characteristics of
its 1,700 members but no solid, high-quality data concerning the members’ attitudes toward
being a chamber member or their service needs and wants. It was also discovered that the
CEO wanted information on the membership issue to present at the chamber’s Board of
Directors meeting scheduled in 30 days. When the subject of cost came up in the discussion,
the researchers went through the process of indicating the various costs associated with the
research activities that would be required to complete the project in the short time frame,
coming up with an overall cost of a little over $30,000. When asked about the chamber’s
budget allocations for conducting such a primary research study by outside researchers, the
chamber’s CEO indicated that he had forgotten to include any resources in the current bud-
get for doing this type of research project. After a moment of silence, the researchers sug-
gested that the chamber seek out the assistance of a government-based institution that might
have the necessary resources and willingness to do a “goodwill” research study. The lesson
from this example is that any type of high-quality research costs money, but if the decision
maker has little to no resources to cover the costs of doing research, the expected value of
the information to be gained becomes a somewhat moot point.

In general, one of the best practices to employ when evaluating the overall cost of a
research project is to request that an itemized list of activities appear on the research pro-
posal with the dollar value assigned to each activity. In addition, a good strategy would be
for the decision maker to ask several research firms for bids and cross-compare those bids
to the projected cost of doing the research in house. Some of the common research-related
tasks and activities are illustrated in Exhibit 3.10, but keep in mind that the actual use of
these activities can vary from project to project. In most cases, the final price quoted by the

10 Research Activities Normally Itemized to Reflect Total Research Project Costs
1. Internal secondary data search 10. Telephone/personalinterview fees

2. External secondary data search 11. Computer time charges

3. Preliminary questionnaire design 12. Copying and duplication

4. Pretesting of questionnaire 13. Word processing charges

5. Designing analysis procedures 14. Charge for graphics and overheads in final
6. Coding questionnaires for data analysis presentation

7. Fees for data entry 15. Mileage and travel expenses

8. Conducting data analysis 16. Respondent incentives (if any)

9. Outbound/inbound postage 17. Long distance tolls
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research firm should be based on the collective costs of these activities. If any of the tasks
or the related expenses change, then the decision maker should expect a change in the final
negotiated price. The pricing structure should always include a specified agreement that
explains the general responsibility for handling any cost overruns or underestimates due to
unanticipated changes that may occur during the execution of the research project.

To understand this point more fully, revisit the JP Hotel Preferred Guest Card research
proposal at the end of Chapter 2 and review the “Proposed Cost Structure” table (p. 54). As
pointed out in the GTCC example, one factor that can complicate efforts in pricing any
research project is the time frame in which the information needs to be delivered to the
decision maker. In situations where the overall time frame is short, the costs of collecting,
analyzing, and preparing the report have a propensity to increase the price of the project.
For example, GTCC wanted to include all its 1,700 members’ opinions; from a cost-saving
perspective, an e-mail survey method was discussed, yet the chamber’s membership data-
base was missing e-mail addresses for 600 members. To avoid disenfranchising any of the
members, it was suggested that 10 trained interviewers telephone those 600 members
without e-mail addresses and administer a short (e.g., six-minute) phone survey. Upon dis-
covering the 30-day completion time frame, not only would data collection costs increase
because 20 interviewers would be required instead of the original 10 interviewers, but also
survey instrument design costs would increase because the proposed self-administered e-mail
survey instrument would have to be modified for the telephone interviewing method.

Objectivity

A second procedural criterion is to establish means by which to ensure that the information
that results from the research project will be truly objective. The decision maker needs
clear confirmation of how the sampling procedures that will be employed will avoid bias.
For example, in the late 1980s, the Chrysler Corporation commissioned a study that indi-
cated that people preferred Chrysler’s cars over Toyota’s. It was later revealed that none of
the 100 respondents had ever owned a foreign auto.'® The respondents in this sample were
probably biased against foreign automobiles.

For any project, decision makers need to understand that statistics must be used and
reported properly. If the level and type of analysis are not clearly specified at the start of a
project, misuse of statistics can easily occur. Take, for example, the reported statistical fact
that there exists a direct positive correlation between upturns and downswings in the stock
market and the length of women’s skirts. While this may be statistically accurate, the con-
clusions one may draw from it are worthless. A sound evaluation of the type of analysis
and statistical representation can ensure objectivity of the research project.

Finally, researchers must avoid designing projects to achieve a predetermined outcome that
will support some action or cause. For example, many critics speculate that the results of the
marketing research for R. J. Reynolds’ Premier cigarettes were the function of the research
design.'* Rather than a study that would determine the causes of consumers’ product prefer-
ences, a descriptive study was employed because such a study would yield more positive
results to support the marketing of the cigarette. Coincidentally, this occurred while the com-
pany was trying to increase its stock share price because of a leveraged buyout speculation.'

Confidentiality

A third criterion used in evaluating research projects is confidentiality. Due to the broad
range of activities undertaken by many outside-the-company researchers, it is not uncommon
for a researcher to perform studies for several firms in a given industry. This may or may not
represent a conflict of interest if truly proprietary information is protected.'® Therefore,
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A Closer Look at Research

Most people are aware of the wealth of
information available on the Internet. Even
those with very little computer experience
acknowledge that the Internet is the most
widely used reference source in the world. And while
many individuals debate the topic of whether the
government should regulate information available
on the Internet, few individuals realize the wealth of
information available from the U.S. government via
the Internet. One of the many sources of government
information available through online connections is
provided by the U.S. Department of Commerce,
located at www.doc.gov. The information available
through this host includes updated statistical
information for the U.S. economy, business and
trade figures for the United States and the world,
and federal job openings.

One vital area of knowledge available at this site

Using Technology

licenses for exporting, and punishing violators of
export regulations. Updated information on export
policies, entities that were denied export privileges,
and press releases are all available from this
Internet site. Individuals or business firms seeking
more detailed information on regional or national
trade policies now have access to such information
online. For multinational companies facing
uncertain exporting protocol, this website provides
relevant, government-enforced rulings by which
each company can and should abide.

Finally, the information provided by government
Internet sites can be held in high regard. Often,
individuals are skeptical of the information they
retrieve online. With no governing body responsible
for verification of the information transferred daily on
the Internet, individuals are often able to transmit
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revolves around the Bureau of Export Administration
(BXA). The BXA is a division of the U.S. Department
of Commerce and provides rulings and clarifications
for export legal issues. The BXA also enhances the
nation’s security and its economic opportunities by
controlling exports for national security, foreign
policy, and other supply-related factors. The BXA is
in charge of developing export policies, issuing

false or misleading information to the public.
However, with few exceptions, individuals should be
able to rely on the validity of the data the United
States government provides through the Internet.

before any research project is initiated, it becomes good practice for the decision maker to
request from an outside researcher a statement of confidentiality and proprietary treatment
of information. It should also be established at this time that any documentation generated
by the research project (i.e., completed questionnaires, sampling frames, data analysis print-
outs) will become the property of the decision maker’s company.

Inaccurate Data

Both controllable and uncontrollable factors can develop to cloud the accuracy of the data
collected in a research project. While subsequent chapters will illustrate techniques to
avoid data collection problems, data accuracy is still a prominent issue in project evalua-
tion. One of the best safeguards for ensuring the accuracy of a researcher’s data is evidence
of past performance. Operating as part of the evaluation process, the decision maker
should ask any outside researcher to provide references. Those who give such references
should be in the position to objectively assess a researcher’s past performance with regard
to type of projects conducted, realized outcomes, level of expertise, and knowledge of cur-
rent marketing research practices. While it is difficult (if not impossible) to guarantee 100
percent accuracy for any marketing research project, evidence of a researcher’s past per-
formance and capabilities can increase the decision maker’s confidence that the study or
project will be accomplished professionally.
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Data Validation

In the process of collecting data from respondents, it is customary to validate at least 20
percent of total responses,'” to ensure that the data were collected and recorded accurately.
As part of the total research package, it is the obligation of the researcher to perform this
service for the decision maker. Researchers who balk at this service should be carefully
scrutinized with regard to their ability to bring professionalism to the research project. As
with all other project-related documents, validation forms should be returned to the deci-
sion maker upon project completion. Many clients will take this one step further and per-
form their own validation procedure beyond that of the researcher. This is just one
additional criterion used to ensure that the research project will be conducted accurately.
The Using Technology box (p. 77) explains how business decision makers can obtain high-
quality research data through U.S. government documents offered on the Internet.

Assessing the Quality of a Contracted
Research Firm

As noted in the preceding discussion, decision makers should thoroughly evaluate the
expected outcomes of the research before investing in a marketing research study. Of equal
importance is the decision maker’s ability to evaluate the characteristics required of a com-
petent contracted marketing research provider. While this is indeed no easy task, the indus-
try “best practices” suggest that the most important variables to use when evaluating
research suppliers are (1) technical competency, (2) marketing knowledge, (3) reliable ser-
vice, (4) conformance, and (5) 1reputation.18

Technical Competency

Technical competency refers to whether the research provider possesses the necessary
functional requirements to conduct the research project. Expertise, practical skills, and
confidence are three requirements for any research provider. The contracted research
provider must accurately diagnose problems, design appropriate techniques for dealing
with those problems, and apply research findings to practical marketing actions that may
lead to solutions. To assess this technical competence, the decision maker should request

Quality of a Research Provider

Technical
Competency

Research
Provider's
Reputation

Reliability of
Service

Marketing
Knowledge

Conformance to
Standards
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the name of several previous clients and call to verify the research provider’s past perfor-
mance. Alternatively, examples of other conducted studies might provide the needed vali-
dation of the research firm’s technical competency.

Marketing Knowledge

Marketing knowledge complements a research provider’s technical competency.
Researchers must be able to assimilate diverse marketing environments and situations very
rapidly. They must be able to quickly grasp enough of the decision maker’s business back-
ground to devise and carry out a valid research project. To do so, the research provider
must have a comprehensive knowledge of marketing theory; experience in application of
the theory across a variety of areas (e.g., merchandising, pricing, advertising, consumer
behavior, sales, customer satisfaction, service quality); and the ability to communicate that
knowledge to the decision maker. Without this level of knowledge, a researcher will find it
difficult, if not impossible, to understand the problem and find ways to overcome it. In
many cases, the initial interaction between the decision maker and the research provider in
the decision problem definition process described earlier should allow the decision maker
to fairly assess this factor.

Reliability of Service

Reliability can be interpreted as the research provider’s ability to be consistent and respon-
sive to the needs of the decision maker. Operating under this characteristic, competent
research providers assume the role of an employee within the decision maker’s business.
They expand their role from that of a mere researcher to that of a total consultant to the
decision maker. They formulate all issues to benefit management’s position on cost and rev-
enue opportunities derived from the research project. Also, upon concluding the research
project, the research provider does not abandon the decision maker. A reliable research
provider will offer advice on program execution and recommended courses of action as
suggested by the research findings.

Conformance to Standards

Conformance focuses on the research provider’s ability to be accurate and on time with
regard to performance standards. Conformance can be interpreted as following the old say-
ing “Never promise what you can’t deliver.” High-quality research providers will adhere to
projected timetables and will guarantee accuracy in all phases of the research project.
More important, they will bring with them the highest degree of integrity and profession-
alism, from the initial meeting with the decision maker all the way through the presenta-
tion of the research results.

The Research Provider’s Reputation

The reputation of a research provider is the aggregate of the four characteristics discussed
above. In most contracted research situations, the true (or absolute) outcome of the research
project can seldom be observed until the project is completed. Unfortunately, for the decision
maker, this is too late. Therefore, quality of the finished research project usually must be
inferred from various intangible aspects of the research provider. Reputation is the primary
dimension of perceived quality outcomes. Its power comes from a nonslated image that the
quality of the end product can be gauged in direct proportion to the level of expertise, trust,
and believability of the researcher and the final results that are brought to the decision maker.
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.----% IEIT 3.11 General Criteria Used to Evaluate Research Suppliers

Evaluative Criteria Description

Marketing knowledge  Shows ability to translate project objectives into a marketing perspective, and
ability to implement recommendations into working marketing program action

Technical skills Has ability to design research, questionnaire, and sample, and to use appropri-
ate measurements and analysis techniques

Reliability Provides consistent research-related performance over entire duration of project

Responsiveness Shows willingness and readiness to provide designated tasks as indicated in
research proposal

Access Provides prompt replies on questions; is easily approachable

Communication Keeps client informed of developments throughout the entire project

Credibility Exhibits expertise in marketing research; is trustworthy with regard to project’s
goals; and performs activities in a professional manner

Understanding Makes all efforts to keep project costs at lowest levels; understands true nature
of client’s problems, business, and daily activities

Quality of report/ Makes well-planned, concise, and accurate report; does not interject wasted

presentation information into presentation

Cost Justifies and itemizes costs based on all necessary tasks to complete project

Timing Completes project as promised within a reasonable time frame.

The above discussion suggests that there are many criteria to consider in assessing the
value of the expected research information prior to moving into Phase II of the research
process. While the actual criteria will vary from business to business, Exhibit 3.11 offers a
summary of several generalized dimensions that are useful evaluative factors for judging
most proposed research endeavors.

In addition to such evaluation criteria, many organizations will use a formal evaluation
procedure when evaluating research suppliers. These procedures, employed at the comple-
tion of the project, use a formal rating scale. All individuals of the business who have been
involved in the research project rate both the project and the research supplier on scales
normally ranging from excellent to poor. These rating systems usually become the major
standards the business uses when evaluating future research suppliers.

Ethics in Marketing Research Practices

Beginning in the first phase of determining the information research problem, the decision
maker and the researcher must address the ethical issues and practices that directly and
indirectly affect the development and evaluation of any proposed research project as well
as the overall research process. In research, as in any business situation, some ethical
issues are difficult or unclear. In such cases, decision makers and researchers must under-
stand what constitutes ethical practices in marketing research.'” This section provides an
overview of ethical practices that may affect the decision to go forward with a research
endeavor or to select a certain supplier of marketing research.

Ethical Dilemmas in Marketing Research

There are many opportunities for both ethical and unethical behaviors to occur in the
research process. The major sources of ethical dilemmas in marketing research are the
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interactions among the three key groups: (1) the research information user (e.g., decision
maker, sponsoring client, management team, practitioner); (2) the research information
provider (e.g., researcher, research organization or company, project supervisor,
researcher’s staff representative or employees); and (3) the selected respondents (e.g., sub-
jects or objects of investigation). While the three main parties in any research situation can
be described by a number of different terms, the following discussion will use, for the most
part, decision maker to represent information user groups, researcher to denote the infor-
mation provider groups, and respondent to represent the people who are asked to supply
raw data.

Unethical Activities by the Researcher or Research Company

While there might be numerous opportunities for the researcher, the research company, or
its representatives to act unethically in the process of conducting a study, there are four
major sources of unethical activities that can originate with the research company. First, a
policy of unethical pricing practices is a common source of conflict. Research companies
may bid an arbitrarily low project price from a fixed-cost basis to secure the client’s busi-
ness, then increase the amount of money received by manipulating variable project costs.
For example, after quoting a set overall price for a proposed research project, the
researcher may tell the decision maker that variable-cost items such as travel expenses,
monetary response incentives, or fees charged for computer time are extra, over and
above the quoted price. Such “soft” costs can be easily used to manipulate the total pro-
ject cost.

Second, some research companies are often guilty of never fulfilling the promises they
make to respondents and certain field workers. All too often research firms just simply do
not provide the promised incentive (e.g., contest awards, gifts, even money) to respondents
for completing the interviews or questionnaires. Also, many firms will delay indefinitely
the fees owed to field workers (e.g., interviewers, data tabulators, data entry personnel).
Normally, these parties are paid at the project’s completion and thus lose any leverage they
have with the research provider to collect on services rendered.

Third, it is not uncommon for the researcher or the organization to create respondent
abuse. Research companies have a tendency to state that interviews are very short when in
reality they may last up to one hour. Other situations of known respondent abuse include
selling the respondents’ names and demographic data to other companies without their
approval, using infrared dye on questionnaires to trace selective respondents for the pur-
pose of making a sales call, or using hidden tape recorders in a personal interviewing situ-
ation without the respondent’s permission.

Finally, an unethical practice found all too often in marketing research is the selling of
unnecessary or unwarranted research services. While it is perfectly acceptable to sell follow-
up research that can aid the decision maker’s company, selling bogus services is com-
pletely unethical. For example, the researcher convinces the decision maker that two or
three forms of data collection methods are necessary when in fact only one method is
appropriate. A similar unethical behavior is when the researcher sells two or three addi-
tional but unnecessary research projects or performs costly data analysis that is not consis-
tent with the initial research design. There are several other researcher-related unethical
practices that are worth separate attention.

Unethical Activities within the Execution of the Research Design

Researchers may act unethically while conducting the actual project. Three of the most
important breaches of ethical conduct are (1) falsifying data, (2) duplicating actual
response data, and (3) consciously manipulating the data structures inappropriately.
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A practice of data falsification known to many researchers and field interviewers is
called curbstoning (or rocking-chair) interviewing. This occurs when the researcher’s
trained interviewers or observers, rather than conducting interviews or observing
respondents’ actions as directed in the study, will complete the interviews themselves
or make up “observed” respondents’ behaviors. These unethical activities can occur in
any of the data collection methods used to obtain raw primary data from randomly
selected respondents (i.e., personal, telephone, or computer-assisted interviews or even
observation techniques requiring trained human observers). Other falsification prac-
tices include having friends and relatives fill out surveys, not using the designated sam-
ple of sample respondents but rather anyone who is conveniently available to complete
the survey, or not following up on the established call-back procedures indicated in the
research procedure. These and other unethical practices are discussed in more detail in
later chapters.

Another variation of data falsification is duplication of responses or the creation of the
“phantom” respondents. This is a process whereby a researcher or field personnel (e.g.,
interviewer, field observer, or data entry personnel) will take an actual respondent’s data
and duplicate it to represent a second set of responses. This practice artificially creates
data responses from people who were scheduled to be in the study but who for some rea-
son were not actually interviewed. Let’s take, for example, the research situation where
the initial study requirements were to conduct and complete 100 telephone interviews,
but the interviewer was only able to conduct and complete, say, 75 interviews and then
takes the respondent’s identification information from 25 telephone contacts where the
prospective respondent was either not available or refused to participate and simply
duplicates the responses from 25 of the completed surveys in order to gain the required
100 completed telephone interviews. To decrease the likelihood of data falsification, the
research company can mandate that 10 to 15 percent of the interviews or surveys be ran-
domly verified. Even so, some unethical field personnel report pay telephone numbers or
neglect to account for phone numbers on the questionnaire in order to avoid the data val-
idation process.

Finally, researchers act unethically when they either (1) consciously manipulate data
structures from data analysis procedures for the purpose of reporting a biased picture to the
decision maker or (2) do not report selected findings at all. A simple example of this type
of unethical behavior is all the research conducted by the tobacco companies for 40 years
that suggested cigarette smoking was not a direct link to certain types of cancer. Many
companies manipulated the data or simply hid the truth about the relationship between
smoking and cancer.

Unethical Activities by the Client

Decisions and practices of the client or decision maker also present opportunities for
unethical behavior. One such behavior is when the decision maker requests a detailed
research proposal from several competing research providers with no intention of selecting
a firm to conduct the research. In this situation, companies solicit the proposals for the pur-
pose of learning how to conduct the necessary marketing research themselves. Decision
makers can obtain first drafts of questionnaires, sampling frames and sampling procedures,
and knowledge on data collection procedures. Then, unethically, they can use the informa-
tion to either perform the research project themselves or bargain for a better price among
interested research companies.

Unfortunately, another common behavior among unethical decision makers is promis-
ing a prospective research provider a long-term relationship or additional projects in order
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to obtain a very low price on the initial research project. Then, after the researcher com-
pletes the initial project, the decision maker forgets about the long-term promises.

Unethical Activities by the Respondent

The primary unethical practice of respondents or subjects in any research endeavor is that
of providing dishonest answers or of faking behavior. The general expectation is that when
a subject has freely consented to participate, she or he will provide truthful responses, but
truthfulness might be more difficult to achieve than one thinks. Some procedures are avail-
able to researchers to help evaluate the honesty of respondents’ answers or actions. For
example, when using a survey, researchers can build into their question/answer procedures
internal consistency checks. These checks amount to asking for the same information
using two different forms or approaches. Logic suggests that people should respond the
same way to similar questions. Sometimes bipolar questions are used as consistency
checks. Here the first question is framed in a positive way and the second question is
framed in a negative way. The respondent’s answers, if consistent, would be inversely
related. More discussions on respondents’ honesty are provided in later chapters.

Other areas of possible ethical dilemmas within a researcher—respondent relationship
are (1) the respondent’s right to privacy; (2) the need to disguise the true purpose of the
research; and (3) the respondent’s right to be informed about certain aspects of the research
process, including the sponsorship of the research. Discussions on these and other ethical
and unethical behaviors found within the information research process will be provided
throughout this book.

Marketing Research Codes of Ethics

Of increasing importance to today’s ethical decision-making processes is the establish-
ment of company ethics programs. Special attention is provided here to such programs
because they offer perhaps the best chance of minimizing unethical behavior. The fact is,
today’s marketing researchers must be proactive in their efforts to ensure an ethical envi-
ronment, and the first step in being proactive is to develop a code of ethics. Many market-
ing research companies have established internal company codes of ethics derived from
the ethical codes formulated by larger institutions that govern today’s marketing research
industry. Exhibit 3.12 displays the code developed by the American Marketing Associa-
tion.”” This code provides the framework for identifying ethical issues and arriving at eth-
ical decisions in situations that sometimes suddenly and unexpectedly confront researchers
in their jobs.

The development and distribution of the codes is only one step in an ethics program.
It is certainly no guarantee against ethical problems in the company. The codes must be
enforced. When violations of the code occur, they must be dealt with swiftly and con-
sistently, no matter who the violator is, even if the requisite punishment is dismissal. If
violations by top management are ignored, a major problem exists. Not only has the
code been devalued, but top management has set a negative example for the entire firm.
Marketing research organizations and researchers themselves must encourage employ-
ees to give evidence of code violation to counsel or some other designated individual.
Ethics codes are not designed to encourage tattling, but they do depend on the integrity
of the individuals in the firm to come forth to protect the ethical character of the busi-
ness and research industry. Confidentiality must be assured where appropriate, and peo-
ple must be able to present information regarding violations by a research project
supervisor or any staff without fear of retaliation. It is the violator of the ethical code
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12 Code of Ethics of the American Marketing Association

The American Marketing Association, in furtherance of its central objective of the advancement of science in
marketing and in recognition of its obligation to the public, has established these principles of ethical
practice of marketing research for the guidance of its members. In an increasingly complex society,
marketing research is more and more dependent upon marketing information intelligently and
systematically obtained. The consumer is the source of much of this information. Seeking the cooperation
of the consumer in the development of information, marketing management must acknowledge its
obligation to protect the public from misrepresentation and exploitation under the guise of research.
Similarly the research practitioner has an obligation to the discipline he practices and to those who provide
support of his practice—an obligation to adhere to basic and commonly accepted standards of scientific
investigation as they apply to the domain of marketing research. It is the intent of this code to define ethical
standards required of marketing research in satisfying these obligations.

Adherence to this code will assure the user of marketing research that the research was done in accordance

with acceptable ethical practices. Those engaged in research will find in this code an affirmation of sound

and honest basic principles which have developed over the years as the profession has grown. The field
interviewers who are the point of contact between the profession and the consumer will also find guidance
in fulfilling their vitally important roles.

FOR RESEARCH USERS, PRACTITIONERS AND INTERVIEWERS

1. No individual or organization will undertake any activity which is directly or indirectly represented to
be marketing research, but which has as its real purpose the attempted sale of merchandise or
services to some or all the respondents interviewed in the course of the research.

2. Ifarespondent has been led to believe, directly or indirectly, that he is participating in a marketing
research survey and that his anonymity will be protected, his name shall not be made known to anyone
outside the research organization or research department, or used for other than research purposes.

FOR RESEARCH PRACTITIONERS

1. There will be no intentional or deliberate misrepresentation of research methods or results. An
adequate description of methods employed will be made available upon request to the sponsor of the
research. Evidence that fieldwork has been completed according to specifications will, upon request,
be made available to buyers of research.

2. The identity of the survey sponsor and/or the ultimate client for whom a survey is being done will be
held in confidence by the research organization or department and not used for personal gain or made
available to any outside party unless the client specifically authorizes such release.

3. Aresearch organization shall not undertake studies for competitive clients when such studies would
jeopardize the confidential nature of client-agency relationships.

FOR USERS OF MARKETING RESEARCH

1. A user of research shall not knowingly disseminate conclusions from a given research project or service
that are inconsistent with or not warranted by the data.

2. To the extent that there is involved in a research project a unique design involving techniques,
approaches or concepts not commonly available to research practitioners, the prospective user of
research shall not solicit such a design from one practitioner and deliver it to another for execution
without the approval of the design originator.

FOR FIELD INTERVIEWERS

1. Research assignments and material received, as well as information obtained from respondents, shall
be held in confidence by the interviewer and revealed to no one except the research organization con-
ducting the marketing study.

2. No information gained through a marketing research activity shall be used, directly or indirectly, for
the personal gain or advantage of the interviewer.

3. Interviews shall be conducted in strict accordance with specifications and instructions received.

4. Aninterviewer shall not carry out two or more interviewing assignments simultaneously unless autho-
rized by all contractors or employers concerned.

Members of the American Marketing Association will be expected to conduct themselves in accordance with

provisions of this code in all of their marketing research activities.

Source: American Marketing Association, Chicago, IL.
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T 3.13 Marketing Research Association’s Code of Ethics

The Code of Professional Ethics and Practices of the
MARKETING RESEARCH ASSOCIATION, INC.
is subscribed to as follows:

1. To maintain high standards of competence and integrity in marketing and survey research.

2. To exercise all reasonable care and to observe the best standards of objectivity and accuracy in the
development, collection, processing and reporting of marketing and survey research information.

3. To protect the anonymity of respondents and hold all information concerning an individual
respondent privileged, such that this information is used only within the context of the particular
study.

4. To thoroughly instruct and supervise all persons for whose work | am responsible in accordance with
study specifications and general research techniques.

5. To observe the rights of ownership of all materials received from and/or developed for clients, and
to keep in confidence all research techniques, data and other information considered confidential by
their owners.

6. To make available to clients such details on the research methods and techniques of an assignment as
may be reasonably required for proper interpretation of the data, providing this reporting does not vio-
late the confidence of respondents or clients.

7. To promote the trust of the public for marketing and survey research activities and to avoid any pro-
cedure which misrepresents the activities of a respondent, the rewards of cooperation or the uses of
the data.

8. To refrain from referring to membership in this organization as proof of competence, since the organi-
zation does not so certify any person or organization.

9. To encourage the observance of the principles of this code among all people engaged in marketing and
survey research.

who must fear the consequences of the action. Approximately one-third of the Fortune
1000 firms have set up ethics committees to see that appropriate procedures are fol-
lowed when ethical dilemmas are confronted.”’ Similarly, the marketing research
industry has taken steps to ensure that ethical research practices become the norm
rather than the exception.

In recent years, numerous professional marketing research associations, such as the
Council of American Survey Research Organizations (CASRO) and Marketing Research
Association, Inc. (AMR), have been formed in attempts to bring higher integrity to the
marketing research industry. Each has its own code of ethics to guide the behavior of its
members. Exhibit 3.13 presents the code of ethics underwritten by the Marketing Research
Association.”

While the codes of ethics advocated by marketing and survey research associations
have given proactive guidance and the appearance of integrity to the marketing research
industry, some researchers do not believe they are enough to guarantee continuous ethical
behavior. Some have argued that all research practitioners should be required to be profes-
sionally certified, with certification granted on the successful completion of a four-part
exam on the areas of (1) fundamentals of marketing, (2) secondary data, (3) research meth-
ods, and (4) data analysis.” It has been proposed that a professional designation of Certi-
fied Public Researchers (CPR) would enhance the overall integrity of the marketing
research industry’s image while ensuring that researchers undertake ethical practices.”*
Regardless of the proactive guidelines for dealing with ethics in marketing research, ethi-
cal dilemmas remain a never-ending concern for all the parties involved with research
practices.
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Summary of Learning Objectives

B Distinguish types of pragmatic and scientific
information needed to determine and resolve
information problems or questions.

Today’s decision makers are faced with new sets of
challenges that directly influence their firm’s
competitive market structure, organization structure,
and marketing mix strategies. Decision makers cannot
rely strictly on subjective information to address and
resolve those problems or to successfully exploit market
opportunities. The need for additional information
should be met by using scientific methods to generate
secondary and primary information (i.e., facts,
estimates, predictions, and relationships). Decision
makers must concern themselves with both the
complexity and the quality of the information, as well as
the availability and degree-of-manipulation factors
associated with the information they use to resolve
identifiable problems and opportunities.

B Describe the nature and purpose of a marketing
research project.

A marketing research project involves activities designed
to secure information for decision making. In order to
ensure that the appropriate information is collected, a
detailed research plan must be developed. Phase I of the
information research process (Determination of the
Information Research Program) must be successfully
completed prior to developing the research design.

B Illustrate and explain the critical elements of
problem definition in marketing research.

Phase I of the research process consists of three
important task steps: (1) determine and clarify
management’s information needs; (2) redefine the
decision problem as a research problem; and (3)
establish research objectives and evaluate the value of
information. The most critical step to the success of any
research endeavor is the second one. Before redefining
the initial decision problem as a set of more specific
research questions, the decision maker needs to work
with the researcher to determine or clarify the true
information needs of the situation. Defining the decision
problem correctly requires the use of a five-step model
that includes uncovering the decision maker’s purpose,
understanding the complete problem situation,
separating out the measurable symptoms, determining
the appropriate unit of analysis, and determining the
most relevant factors of the situation. Defining decision
problems as research questions allows the researcher to

focus on the how, what, which, who, when, where, and
why questions needed to guide the formulation of the
research objectives and clarify the pertinent information
requirements. All the effort, time, and money spent to
execute marketing research will be wasted if the true
information research problems are misunderstood.

B Determine the expected value of information
obtainable through marketing research.

Marketing research should be conducted only when the
expected value of information to be obtained exceeds
the cost of obtaining it. While it is difficult to evaluate
information, certain criteria can be used. First, focus on
only the important issues of the problem. Second,
never try to do too much in a single project; realize that
limitations do exist. Third, explore all potentially
available methods for collecting data—some are less
expensive than others. Finally, subjectively assess the
major benefits to be generated by the marketing
research information.

B Identify and discuss both the procedural and
methodological factors used in evaluating a
marketing research project.

It is always considered good practice for the client to
have an understanding of various procedural and
methodological issues for evaluating any proposed
marketing research project. While these issues will
certainly vary according to the type of project being
performed, several general topics can be used to help
the client understand project requirements: the cost of
the study, maintaining objectivity, protecting client
confidentiality, inaccurate data collection, and data
validation.

B Discuss how price is determined and how it
affects marketing research.

While the cost of any marketing research endeavor is
normally negotiated between the client and the
researcher, direct costs and overhead associated with
the project play an important role in pricing. In
addition to knowing the fee for professional services,
the client should request an itemized list of activities
with assigned dollar values. Also, cost overruns and
underestimates should figure in the project’s final cost.
B Identify and explain the characteristics used to
evaluate a supplier of marketing research.

Industry best practices suggest the most important
variables when evaluating a research supplier are
technical competency, marketing knowledge, reliability
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B Discuss ethics in the marketing research
industry.
Ethical decision making affects all industries,

including marketing research. Ethical dilemmas in
marketing research are likely to occur among the
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provider, and the selected respondents. Specific
unethical practices among research providers include
unethical pricing practices, failure to meet obligations
to respondents, respondent abuse, and selling
unnecessary services. Unethical behavior by clients
includes requesting research proposals with no intent
to follow through and unethical practices to secure
low-cost research services. The falsification of data
and duplication of actual responses are unethical
practices associated with the research firm.

Key Terms and Concepts

69

Decision problem 65

Construct Hypothesis 70
Iceberg principle
Estimate 61 Prediction 61

Fact 60

Primary information

Relationship 61
66 Secondary information 59
66

Subjective information 59

Situation analysis
60

Review Questions

1.

Why is determining the decision problem as a research problem the most critical task
step in any research endeavor?

. How does a decision maker’s problem statement differ from the information research

problem statement?

. Discuss the activities or steps in the problem definition process. What should be the

researcher’s responsibilities in that process?

. How can the iceberg principle be used to help decision makers gain a clearer

understanding of their decision problem? What are the major differences between
problem symptoms and decision problems?

. How might a researcher or decision maker use the cost-to-value ratio to determine the

value of expected research information? Identify and discuss three guidelines for
assessing the value of research information.

. Identify and explain four potential unethical practices within the marketing research

process and their contribution to garbage-in, garbage-out situations.
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Discussion Questions

1. Using McDonald’s as a case company, discuss how doing a situation analysis can help
the researcher in determining an information research problem.

2. The program manager at Time Warner Cable would like to know how many viewers
would tune in to a new proposed weekly TV show called “Leave It on the Table.”
Identify three situations in which doing a marketing research study to address the pro-
gram manager’s question might prove to be inappropriate, and explain why.

3. What practical value do you believe a code of ethics in marketing research would have
for a research supplier like ACNielsen? A research user like Wal-Mart? Actual respon-
dents (e.g., students at your university)?

4. EXPERIENCE THE INTERNET. As the Internet continues to grow as a medium for
conducting various types of marketing research studies, there is growing concern
about ethical issues. Identify and discuss three ethical issues pertinent to doing
research through the Net.

Now go to the Net and validate your ethical concerns. Using any browser and search
engine go to the Internet Fraud home page, at www.fraud.org/ifw.htm. Click on the
other links and browse the information. What unethical practices are plaguing the Net?

Using the information from the Net, write a three-page report on the unethical uses of
the Internet, including those practices that researchers and decision makers alike must
be aware of when conducting Internet research.
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Development of Research Objectives and Value Assessment
of a Proposed Research Endeavor

1
il

The JP Hotel Preferred Guest Card Study

This illustration of marketing research practices limits its intent to presenting the activities
necessary to successfully complete Phase I (Determination of the Research Problem) of
the information research process. The research proposal presented at the end of Chapter 2
is revisited and used to illustrate a framework for assessing the expected information value
of a proposed research endeavor.

Marketing Management’s Problem Situation

VA V.l

r

Several years back, JP Hotel’s corporate management team implemented a new marketing
strategy designed to attract and retain customers in their business-traveler market. The
overall strategy consisted of marketing a VIP hotel card system to business-travel cus-
tomers that provided benefits to the cardholder that were not offered to other hotel patrons.
In some ways the initial system was similar to the airline industry’s “frequent flier” pro-
grams. At the time, management thought the hotel card program, named “JP Hotel Pre-
ferred Guest Card,” would help increase the hotel chain’s market share of business
travelers and create a sense of loyalty among those who were in the program. To become a
member of the preferred guest program, a business traveler had only to fill out a simple
application at any of the hotel’s properties across the country. There was no cost to join and
no annual fee. JP Hotel’s corporate accounting records indicated that the initial implemen-

i

-
-

tation costs associated with the program were approximately $55,000 and annual operating

costs about $85,000. At the end of the program’s third year, records indicated that mem- I3

bership stood at 17,000. {" i
At a corporate management team meeting, the CEO asked the following questions con- g

cerning the JP Hotel Preferred Guest Card program: How well is the guest card strategy l a

working? Does it serve as a competitive advantage? Has the program increased the hotel’s

market share of business travelers? Is the company making money (profit) from the pro-

gram? Is the program helping to create loyalty among our business customers? Taken by

surprise by this line of questions, the corporate vice president of marketing replied by say-

ing those were great questions but with no answers at that time. After having his assistants

investigate corporate records to come up with the needed information, the vice president of

marketing realized that all he had was a current membership listing and a total of the pro- e

gram costs to date (about $310,000). He did not have any good secondary information rel-

evant to the attitudes and behaviors of cardholders, and his best guess at revenue benefits

was about $85,000 a year. At best, the program was operating at close to a breakeven point.
Realizing he needed help, the vice president contacted his friend Alex Smith, the senior

project director at Marketing Resource Group (MRG). MRG, located in Tampa, Florida, is a

marketing research firm that specializes in a wide array of exploratory, descriptive, and causal

research designs and practices. The vice president of marketing had previous dealings with

Smith regarding several other researching projects for JP Hotel. An informal meeting was

scheduled to discuss the decision problem situation and begin the necessary research process.

The following discussions will highlight the important research activities or task steps neces-

sary for determining the information research problem and setting the research objectives.
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Task Step 1: Determine and Clarify Management’s Information Needs

At the informal meeting, the vice president of marketing restated the questions asked by
the CEO concerning the JP Hotel Preferred Guest Card program and added that the com-
pany does not have any solid secondary information that can address the attitudinal, behav-
ioral, or motivational questions about current cardholders. In the vice president’s words,
“The company does not know whether the Preferred Guest Card program is a money
maker or an unnecessary expense being accrued for the benefit of a few business patrons.”
In the discussions, it was mentioned that JP Hotel has been using an outside advertising
agency to promote the card program. Alex Smith suggested that a representative of the ad
agency should be included in these initial discussions, and a second meeting was then
scheduled for two days later.

At the second meeting, Alex listened to the concerns of both JP Hotel and the ad
agency’s representative regarding the card program. Using such techniques as situational
analysis and elements of the iceberg principle, Alex asked the following questions: What
was the purpose of the Preferred Guest Card program? What were the factors that led to
creating such a program? What were the short-term and long-term gains hoped for by
offering such a program? What type of benefits were included in the program? How was
the program being promoted to business travelers? Through which mediums was the pro-
gram being advertised? What message about card membership was being communicated?
To what extent were cardholders using the card? How important was being a cardholder in
selecting hotel accommodations? This questioning approach helped in clarifying the deci-
sion problems for both hotel management and the ad agency. This first task step brought
clarity and closure to the following two decision problems:

1. JP Hotel needed information that would aid in determining whether or not the
company should continue the Preferred Guest Card program.

2. The ad agency needed attitudinal, behavioral, motivational, and demographic informa-
tion that would aid in fine-tuning promotional strategies that would attract new mem-
bers, retain current cardholders, and increase the card usage.

Task Step 2: Redefine the Decision Problem as a Research Problem

After gaining clarification of the decision problems in the situation, Alex Smith’s responsi-
bility was to translate those decision problems into information research problems or spe-
cific research questions. Prior to doing this transformation, Smith collected some
additional qualitative information by conducting several in-depth interviews with the gen-
eral manager of three JP Hotel properties and a focus group session with 10 known JP
Hotel Preferred Guest Card holders. Using all the collected background information, his
research knowledge, and his training in scientific methods, he posed the following set of
pertinent research questions:

To what extent is the Preferred Guest Card being used by known cardholders?

How do the cardholders evaluate the card on the basis of specific privileges associated
with the card?

What are the perceived benefits and weaknesses of the card? And why?

To what extent does the Preferred Guest Card serve as an important factor in selecting
a hotel?

How often do the cardholders use their Preferred Guest Card? When do they use the
card?
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Among those who have used the card, what privileges have been used? And how
often?

What general and/or specific improvements should be made regarding the card or the
specific extended privileges?

How was the card obtained? How did people become aware of the Preferred Guest
Card program?

To what extent should the Preferred Guest Card membership be complimentary or
carry an annual fee?

If there should be an annual fee, what should it be? What price would people be will-
ing to pay?

What is the demographic/socioeconomic profile of the people who have a JP Preferred
Guest Card?

Task Step 3: Establish the Research Objectives and Determine the Value
of the Expected Information

In this task step, the researcher brings closure to the information research problems and
sets forth the overall guidelines for conducting the proposed research. Using his knowl-
edge of the decision and information research problems identified through the first two
task steps, Alex Smith established the necessary research objectives. These objective state-
ments basically explain why the research is being conducted and become a critical compo-
nent in determining the most appropriate research design for collecting the needed primary
data. Smith stated the research objectives in this situation as follows:

1. To determine the existing card usage patterns among known JP Hotel Preferred Guest
Card holders, with focus on how often the cards are used and the frequency of use of
the specific privileges associated with the card program.

2. To identify and evaluate the privileges associated with the card program, with particu-
lar emphasis on cardholders’ judgments of the perceived benefits and weaknesses for
making improvements to the overall program, as well as determining the importance
of the card as being a factor in selecting a hotel for business purposes.

3. To determine business travelers’ total awareness of the JP Hotel Preferred Guest Card
program and their methods of obtaining a card.

4. To determine whether or not card membership should carry an annual fee and to deter-
mine the average fee range that a businessperson would expect and would be willing
to pay for such a membership card.

5. To identify demographic/socioeconomic profile differences between heavy users,
moderate users, rare users, and nonusers of the card.

By establishing the research objectives, Smith was in a solid position to determine what
other task steps would be required in designing the appropriate research project, including
the cost figures associated with each of those activities. Refer back to the “Proposed Cost
Structure for the Total Project” section in the research proposal at the end of Chapter 2.
Smith estimated the total cost of this proposed research project to be $21,610.

Once the cost of doing the research was determined, JP Hotel’s management had to
determine whether or not to go forward with the project. Basically, management had to
decide whether the benefits of having the additional primary information were worth the
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costs of obtaining that information. One assessment technique available to the vice presi-
dent of marketing was the cost-to-value ratio method discussed earlier in this chapter.
Using in part the guidelines in Exhibit 3.9 and all the descriptive information presented in
the actual research proposal, management responded positively to each guideline. In addi-
tion, management had to consider the following scenario: What if the research provided
information that suggests the program might not continue to grow? Given that the total
cost for doing the project is $21,610 and the dollar figure associated with the benefit of the
card program was assumed to be at least $85,000 (current guess at annual revenue figure
for the program), the cost-to-value ratio method would suggest that the increased revenue
benefits would have to be above $106,610 (e.g., the current dollar revenue benefit estimate
of $85,000 plus the cost of the research, $21,610). While Alex Smith could guarantee
MRG's listed project costs, objectivity and confidentiality of the information, data valida-
tion processes, and solid research methodologies to avoid intentional data inaccuracies, he
could not ethically guarantee that dollar revenues generated from the JP Hotel Preferred
Guest Card program would automatically increase over the current estimated $85,000
solely on the basis of the additional information from the research project. Alex Smith left
the research proposal with the vice president of marketing and was told a “go” or “no go”
decision would be made in the next few days.

A POSTCRIPT. Due to JP Hotel’s management team’s inability to more accurately deter-
mine the revenue dollar benefits associated with the Preferred Guest Card program, the
proposed project was placed on hold indefinitely.
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Understand how
secondary data fit into
the customer relationship
management (CRM)
process.

Understand how
secondary data fit into
the marketing research
process.

Demonstrate how
secondary data can be
used in problem
solving.

List sources of external
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“In today’s competitive environment,
Faster in obtaining results,

faster in disseminating results.
Therefore, we now conduct marketing

Director of Marketing and Research
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the key word is fast.

research with priority given to
secondary data.
Why? It’s faster.”

—ROBERT BENGEN

Samsonite Corporation
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2ich Environment

ell Computer Corp. recently responded to a
@disgruntled customer by building a better

box—shipping box, that is. The customer was
one of many who had been invited to the
company’s usability lab to test the length of time
needed to get a new PC up and running. While
unpacking a Dell Dimension tower, the customer
struggled and struggled with the shipping box. He
finally became so frustrated that he picked it up
and turned it upside down. The tower fell to the
floor and crashed. Although the purpose of the test
was to learn how long it took a customer to install a
computer, seeing someone destroy a tower was so
startling that executives quickly decided to
redesign the box and its packing material.

Cisco Systems, Inc., a global leader in the
networking market, recognized, long before its
competitors, the potential of information and its
impact on building customer relationships. After
realizing that it could not hire enough engineers to

support its growing customer base, Cisco began
looking at information solutions. “Our strategy is
to empower customers and let them provide us
with information they believe is important for
maintaining a relationship,” says Peter Solvik,
senior VP of information systems. Known as Cisco
Connect On-line, the Web-driven information
connection allows customers to provide and access
information to and from Cisco for the purposes of
helping in the buying process, facts about the
company’s products, customer training programs,
and so on. Customers also use site features to
configure and price their purchases, track order
status, manage service contracts, and submit
returns. Uniquely, this customer connect system
also incorporates an electronic customer council
which allows Cisco to conduct online focus groups,
collect customer comments via e-mail, and hold
chat sessions between customers and corporate
officials.*
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The Value of Secondary Data

At first glance, the examples in the opening vignette may not appear to fully illustrate the
traditional notion of secondary data. Yet these examples do in fact illustrate an emerging
form of secondary data, many times referred to as customer-volunteered information or
customer knowledge information. Given new levels of information technology available,
many companies are now using a variety of techniques, such as those illustrated, to collect,
store, and categorize customer data for future marketing decisions. Information gathered
from electronic customer councils, customer usability labs, e-mail comments, and chat
sessions is increasingly being used in many companies’ attempts to exploit this data-rich
environment based on customer interaction. As more and more such data become avail-
able, many companies are realizing that they can be used to make sound marketing deci-
sions. Data of this nature are more readily available, often more highly valid, and usually
less expensive to secure than company-gathered primary data.

This chapter focuses on the types of secondary marketing research data available, how
they can be used, and what benefits they offer. The discussion here will concentrate on tra-
ditional sources of secondary data.

The Nature and Scope of Secondary Data

Secondary data Data
not gathered for the
immediate study at hand
but for some other
purpose.

Internal secondary data
Data collected by the
individual company for
accounting purposes or
marketing activity
reports.

Customer knowledge
data
vided by customers that

Information pro-

is unsolicited and can be
used for marketing plan-
ning purposes.

External secondary data
Data collected by
outside agencies such
as the federal
government, trade asso-
ciations, or periodicals.

One of the basic tasks of competent marketing research is to obtain information that helps a
company’s management make the best possible decisions. Focusing on the particular mar-
keting problem to be analyzed, the researcher needs to determine whether useful informa-
tion already exists, how relevant the information is, and how it should be obtained. Existing
sources of information are more widespread than one might expect, as illustrated in the
chapter opener, and should always be considered first in any data collection procedure.

The term secondary data refers to data not gathered for the immediate study at hand
but for some other purpose.” Secondary data exist in two forms. Internal secondary data
are data collected by the individual company for accounting purposes or marketing activ-
ity reports. As illustrated in the opening example, customer-volunteered information or
customer knowledge information is becoming an increasingly common form of internal
secondary data. Customer knowledge information is volunteered by customers for pur-
poses that may be outside the marketing function of an organization. For example, infor-
mation of this type may be provided to engineers, logistical support personnel, or
information technology departments for issues relating to product improvement, packag-
ing, or Web registration. Nonetheless, data of this type, if properly warehoused and cate-
gorized, can be an invaluable form of secondary data for marketing decisions as they relate
to customer relationship management (CRM).

External secondary data consist of data collected by outside agencies such as the fed-
eral government, trade associations, or periodicals. External data may also be available
through standardized marketing research services such as NPD Marketing Research’s food
consumption reports, store audits, or consumer purchase panels.

Finally, secondary data may exist in computerized data sources. Computerized sec-
ondary data sources are usually designed by specific companies and include internal and
external data combined with online information sources. These computerized information
sources may include information vendors (America Online, Prodigy), private websites,
mailing lists, or direct marketing clearing and fulfillment services.
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The Role of Secondary Data in Marketing Research

The role of secondary data in the marketing research process has changed over the past
several years. Traditionally, research based on secondary data was viewed as nonoriginal,
it was often outsourced to a corporate librarian, syndicated data collection firm, or junior
research analyst. The main functions of secondary data research were to provide historical
background for a current primary research endeavor and to allow longitudinal trend analy-
sis within an industry. In other words, secondary data research was viewed as the filler,
attachment, or appendix to the formal primary research report. Today, with the increased
emphasis on business and competitive intelligence (which will be discussed in Chapter 7),
and the ever-increasing availability of information from proprietary online databases, sec-
ondary data research is gaining importance in the marketing research process.

In today’s marketing research environment, secondary research tasks are applied more
often to specific marketing problems than are primary techniques due to the relative speed
and cost-effectiveness of gathering secondary data. Many large corporations are redefining
the role of the secondary research analyst to that of a business units information profes-
sional or specialist now linked to the information technology area for the purpose of creat-
ing contact and sales databases, preparing competitive trend reports, and developing
customer retention strategies.

Secondary Data and the Customer Relationship
Management Process

Recall that customer relationship management (CRM) is a process used to learn more
about customers’ needs and behaviors in order to develop stronger relationships with cus-
tomers. CRM uses a combination of technology and human resources to gain insights into
the behaviors of customers and the value those customers hold to the organization. For
CRM to be effective, an organization must first decide what kind of customer information
it is looking for and what it intends to do with that information. For example, many finan-
cial institutions keep track of customer life cycle stages in order to determine the right time
to market appropriate banking products like mortgages or IRAs.

The organization must then look into all of the different ways information about their
customers comes into the business, where and how the data are stored, and how data are
currently being used. For example, one company may interact with customers in a variety
of ways including mail campaigns, websites, brick and mortar stores, call centers, mobile
sales force staff, and advertising efforts. The CRM process links these sources of sec-
ondary data. The data then flow between operational systems (sales and inventory systems)
and analytical systems that help sort through the data for customer patterns. Marketing
research analysts then comb through the data to obtain a holistic view of each customer
and pinpoint areas where service enhancements are needed. For example, if someone has a
mortgage, a business loan, an IRA, and a large commercial checking account with one
bank, that bank better treat that person well each time he or she has any contact with the
financial institution.

Secondary data provide the nucleus for the CRM process. While the complete CRM
process is indeed complemented with primary data, the emphasis on primary data is lim-
ited by the vast network of data collection and storage points in the CRM system. A
detailed description of the CRM process, including data collection methods and data use,
is discussed in Chapter 5.
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Secondary Data Research Tasks and the Marketing
Research Process

In many areas of marketing research, secondary research will always play a subordinate
role to primary research. In product and concept testing, focus groups, and customer satis-
faction surveys, only primary research can provide answers to marketing problems. Yet
when appropriately selected for specific situations, secondary data research can not only
save time and money, but also provide the researcher with a broad avenue of answers. In
many instances, secondary data can be used to directly assess the research problem at
hand. For example, in many research situations, secondary data collection is the starting
point of defining the actual research that needs to be conducted. If the problem can be
solved based on available secondary data alone, then the company can save time, money,
and effort. If the level of secondary data is not sufficient to solve the specific research prob-
lems, then primary data collection needs to be considered.

Exhibit 4.1 illustrates the functional roles of secondary data research. These roles are
normally viewed in terms of their focus and value. If the focus of the research project is on
external market dynamics, it will likely be a secondary research responsibility. One task of
secondary research is trend analysis, which uses past market data to project future changes
in a dynamic marketplace. Additionally, secondary data collection is a vital support task in
providing business and competitive intelligence. Both tasks involve the acquisition of sec-
ondary data and information about all aspects of a competitor’s marketing and business
activities. In short, external market dynamics is an area that requires proactive secondary
research.

If the research focus is on the external customer, secondary research adds value to the
research process. Researchers may, for example, use internal company documents to pro-
file the current customer base. This existing customer base can then be used to identify sig-
nificant characteristics of potential new customers. Finally, needs analysis, which
identifies critical problems or requirements of specific customer groups, is an additional
secondary research task. The third category of secondary research tasks involves providing
internal support data for the company. With these tasks the focus switches to providing

4.1 Functional Roles of Secondary Data Research

Secondary Research Tasks
\i
External Market Data External Customer Data Internal Support Data
Trend Analysis Current Customers Primary Research Support
Business Intelligence New Customers Presentation Support

Competitive Intelligence

Needs Analysis
Customer Knowledge
Information

Decision-making Support
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support for primary research activities, support for sales presentations, and support for
decision-making functions. It’s important to realize that a marketing organization cannot
survive without sales generated by professional presentations or decisions on product,
price, place, and promotion. Also, the organization cannot go without full knowledge of
how markets are shifting and changing under its strategic planning process. Providing
need-to-have planning tools is a primary task of secondary research.

To further characterize the role of secondary data research in the marketing research
process, the Society of Competitive Intelligence Professionals conducted a survey
among marketing research firms.? Sixty percent of the sample reported using secondary
research tasks on a regular basis. The survey also revealed that, among the firms
involved,

1. 82 percent report using secondary data for monitoring competitive and business
intelligence.

2. 75 percent use secondary data to provide functional support for primary research
projects.

3. 59 percent indicate using secondary data for managerial presentations.
4. 57 percent use secondary data for specific business decisions.

5. 48 percent use secondary research to validate internal data and primary data
collection.*

As secondary research continues to increase its presence in marketing research, and as
the required skills for acquiring new forms of data delivery continue to evolve, the impor-
tance and value of secondary data research within the research process will increase.

Use and Evaluation of Secondary Data Sources

As we noted earlier, the predominant reason for using secondary data is that they save the
researcher time and money. Normally, secondary data collection involves simply locating
the appropriate source or sources, extracting the necessary data, and recording the data rel-
ative to the research purpose in question. This usually takes only several days, and in some
cases only a few hours. Primary data, in contrast, can take months to accurately collect.
When you consider the process of designing and testing questionnaires, developing a sam-
pling plan, actually collecting the data, and then analyzing and tabulating them, you can
see that primary data collection can be a long and involved procedure.

In addition to taking a long time, primary data collection can cost thousands of dollars. In
a 1997 survey among market research firms, the fees reported for services rendered by these
firms ranged from $5,000 to 35500,000.5 Obviously, the scope and magnitude of the research
study play significant roles in the fee a firm levies on a project.® Yet with any primary data
collection project it is difficult to avoid wages and expenses, transportation and data collec-
tion costs, and clerical and field services charges. With many secondary data sources, such
costs are nonexistent or, at worst, nominal. Expenses associated with secondary data are
usually either incurred by the original data source, as with published secondary data sources
(the U.S. census, corporate surveys of buying power, state and county demographic data),
or shared between the user and the commercial provider of the data. Regardless, securing
secondary data normally costs significantly less than securing primary data.
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Because of time and cost savings, the first general rule of thumb associated with any
research endeavor is to exhaust all potential sources of secondary data. If for some reason
the particular research problem cannot be solved through the acquisition of secondary
data, then serious consideration should be given to primary data collection procedures.
Interestingly enough, in today’s environment of information abundance, many firms, both
consumer and industrial, are finding secondary data sources adequate for solving many of
their marketing research problems. Consistent with this statement is the prediction of
many marketing research firms that by the turn of the century almost half of all marketing
research objectives will be accomplished through the acquisition of secondary data.”

As information becomes more abundant, and technology allows for greater refinement
and categorization of the information, the emphasis on secondary data is likely to increase.
In addition, secondary data are likely to become more accurate. Bar coding, optical scan-
ning, and database development which generate point-of-purchase data banks, provide
companies with all the information they need for a majority of their marketing research.

If in fact the emphasis on secondary data continues to increase, researchers will need to
establish a new set of procedures and evaluative criteria regarding the quality of informa-
tion obtained via secondary data sources. Specifically, if secondary data are to be used to
assist in a decision process, then they should be assessed according to six fundamental
principles:®

1. Purpose. Since most secondary data are collected for purposes other than the one at
hand, the data must be carefully evaluated on how they relate to the current research
objective. Many times the original collection of the data is not consistent with a partic-
ular market research study. These inconsistencies usually stem from the methods and
the units of measure employed. For example, most of the data regarding product con-
sumption patterns in the Survey of Buying Power published by Sales and Marketing
Management (discussed later in this chapter) are based on average expenditure
patterns of a population. Each figure is assigned an arbitrary weight to account for
environmental or situational differences. While the results may represent a good aver-
age, they may not provide the necessary precision for profiling a highly defined target
market relative to actual dollars spent on some particular product category.

2. Accuracy. When assessing secondary data, researchers need to keep in mind what was
actually measured. For example, if actual purchases in a test market were measured,
were they first-time trial purchases or repeat purchases? Researchers must also assess
the generalizability of the data. Were the data collected from certain groups only (e.g.,
men, women, children) or randomly? Were the measures for the study developed prop-
erly? For example, a specific question might be, “Were dichotomous forced-choice
questions used instead of interval scales when attempting to measure attitudes toward
foreign automobile imports?”” Researchers must further evaluate the data relative to
their classifications. Were the data presented as a total of responses from all
respondents, or were they categorized by age, sex, or socioeconomic status?

In addition to the above dimensions, researchers must assess when the data were col-
lected. For example, a researcher tracking the sales of imported Japanese autos in the
U.S. market needs to consider changing attitudes, newly imposed tariffs that may restrict
imports, and even fluctuations in the exchange rate. Factors such as these not only can
hamper the accuracy of the data but also may render the data useless for interpretation.

With regard to the accuracy of secondary data, researchers must keep in mind that
the data were collected to answer a completely different set of research questions than
the ones at hand. As such, they may not accurately address all the aspects of a research
issue, or flaws may exist in the research design and method that are not apparent in the
secondary data result.
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3. Consistency. When evaluating any source of secondary data, a good strategy is to seek
out multiple sources of the same data to assure consistency. For example, when evalu-
ating the economic characteristics of a foreign market, a researcher may try to gather
the same information from government sources, private business publications
(Fortune, Business Week), and specialty import/export trade publications.

4. Credibility. Researchers should always question the credibility of the secondary data
source. Technical competence, service quality, reputation, and training and expertise of
personnel representing the organization are some of the measures of credibility.

5. Methodology. The quality of secondary data is only as good as the methodology
employed to gather them. Flaws in methodological procedures could produce results
that are invalid, unreliable, or not generalizable beyond the study itself. Therefore, the
researcher must evaluate the size and description of the sample, the response rate, the
questionnaire, and the overall procedure for collecting the data (telephone, mail, or
personal interview).

6. Bias. Researchers must try to determine the underlying motivation or hidden agenda,
if any, behind secondary data. It is not uncommon to find many secondary data sources
published to advance the interest of commercial, political, or other special interest
groups. Many times secondary data are published to incite controversy or refute other
data sources. Researchers should try to determine if the organization reporting the data
is motivated by a certain purpose. For example, statistics on animal extinction reported
by the National Hardwood Lumber Association or deaths attributed to handguns as
reported by the National Rifle Association should be validated before they can be
relied on as unbiased sources of information.

Traditional Internal Sources of Secondary Data

The logical starting point in searching for secondary data is the company’s own internal
information. Many organizations fail to realize the wealth of information their own records
contain. Additionally, internal data are the most readily available and can be accessed at little
or no cost at all. Yet, while this appears to be an overwhelming rationale for using internal
data, researchers must realize that a majority of this information comes from past business
activities. This is not to say that internal data is not usable for future business decisions. As
will be evident in the following discussion, internal data sources can be highly effective in
helping decision makers plan new-product introductions or new distribution outlets.

Types of Internal Secondary Data

Generally, internal data will consist of sales or cost information. Data of this type are com-
monly found in internal accounting or financial records. The two most useful sources of
information are sales invoices and accounts receivable reports; quarterly sales reports and
sales activity reports are also useful. Exhibit 4.2 lists key variables found in each of these
internal sources of secondary data.

Sales Invoices

Sales invoices contain a wealth of data pertaining to both current and past customers. As a
secondary data research tool, such invoices can provide customer profiles, sales trends,
unit sales history, and other key items of information.
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' - IEIT 4.2 Common Sources of Internal Secondary Data Including Key Variables

1. Sales invoices b. Total sales against planned objective
a. Customer name c. Total sales against budget
b. Address d. Total sales against prior periods
c. Class of product/service sold e. Actual sales percentage increase/decrease
d. Price by unit f. Contribution trends
e. Salesperson 4. Sales activity reports
f.  Term of sales a. Classification of customer account
g. Shipment point Mega

2. Accounts receivable reports Large
a. Customer name Medium
b. Product purchased Small
¢. Total unitand dollar sales b. Available dollar sales potential
d. Customer as percentage of sales ¢. Current sales penetration
e. Customer as percentage of regional sales d. Exiting bids/contracts by
f. Profit margin Customer location
g. Creditrating Product
h. Items returned

Reason for return

3. Quarterly sales report
a. Total dollar and unit sales by:

Customer Geographic segment
Customer segment  Sales territory
Product Sales rep

Product segment

Accounts Receivable Reports

Accounts receivable reports contain information relative to both past and current cus-
tomers, but in addition they can also provide information on relative profit margins on cer-
tain products, reasons behind customer returns and charge backs, and revenues by industry,
segment, or geographic location. With such information, accounts receivable reports can
provide indirect measures of customer satisfaction/dissatisfaction, price tactics, and sales
history.

Quarterly Sales Reports

Quarterly sales reports normally illustrate planned sales activities relative to actual sales
results. These reports prove to be invaluable sources of information on sales territories,
effective sales techniques, and competitive intelligence. This information is often useful in
sales training and presentation planning.

Sales Activity Reports

Sales activity reports are usually prepared each month by individual sales representatives
and normally contain data on sales, competition, territory activities, and changes in the
marketplace. In general, most selling organizations require their sales personnel to include
competitive activities on these reports, making them an excellent source of data for com-
petitive intelligence.
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Other Types

Other types of internal data that exist among company records can be used to complement
the information thus far discussed. Exhibit 4.3 outlines other potential sources of internal
secondary data.

As we said earlier, a wealth of information exists internally to a company for useful
marketing research activities. If maintained and categorized properly, internal data can be
used to analyze product performance, customer satisfaction, distribution effectiveness, and
target market strategies. These forms of internal data are also useful for planning new-
product introductions, product deletions, promotional strategies, competitive intelligence,
or customer service tactics.

Using and Extracting External Sources
of Secondary Data

Upon completion of an exhaustive search for internal secondary data, the next logical step
for the researcher is to focus on potential sources of external secondary data. External
secondary data can exist in one or more of three forms: (1) published data in periodicals,
directories, or indexes; (2) data compiled by an outside (syndicated or commercial)
agency that can be acquired on an as-needed basis for a nominal fee; or (3) data contained
in online databases or available through computer-facilitating agencies or vendors. This
section will focus on two forms of external sources of secondary data: published sources
and syndicated/commercial sources. Chapter 5 will provide a complete discussion of
technology-based sources.

4.3 Additional Sources of Secondary Data

Source

Customer letters
Customer comment cards
Mail-order forms

Credit applications

Cash register receipts
Salesperson expense reports
Employee exit interviews

Warranty cards
Past marketing research studies

Internet provided information

Information
General satisfaction/dissatisfaction data
Overall performance data

Customer name, address, items purchased, quality, cycle time of
order

Full and detailed biography (demographic, socioeconomic, credit
usage, credit ratings) of customer segments

Dollar volume, merchandise type, salesperson, vendor, manufacturer
Sales activities, competitor activities in market

General internal satisfaction/dissatisfaction data, internal company
performance data

Sales volume; names, addresses, zip codes, items purchased,
reasons for product return

A variety of data pertaining to the situation in which the marketing
research was conducted

Customer registration information, tracking, website visits, e-mail
correspondence
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Planning for the External Secondary Data Search

The major challenge associated with external data sources is not finding the right data to
assist in the research process but rather finding and securing the appropriate source for
extracting the data. Several top researchers at the U.S. Department of Defense have specu-
lated that there is enough information available today to solve a majority of managers’
questions and problems, but 90 percent of that information is not categorized in any par-
ticular form.’ Therefore, the problem is not finding out whether information exists; it is
finding out where the information resides.

When seeking out secondary data sources, it is best to follow some sort of plan or strat-
egy. For most researchers, the fundamental reasons for seeking secondary data are time
and money. Getting lost in a secondary data search can void both of these benefits. A sim-
ple procedure researchers can employ when searching for secondary data is referred to as
the GO-CART approach (for goals, objectives, characteristics, activities, reliability, and
tabulation).

1. Goals. Focus your information search on topics and concepts relevant to the specific
research question at hand. If the research question is how to develop market or target
market profiles, seek out information relevant to this topic (demographics,
socioeconomic data, SIC codes, etc.). If the research question is how to understand
customer satisfaction as it relates to product usage, seek out information on the
product—how it is manufactured, distributed, and transported. Let this information, if
possible, unveil potential reasons for satisfaction or dissatisfaction.

2. Objectives. Many experts believe the best way of managing primary data is to initially
gather a lot of it and then to categorize it into specific topics. Managing a secondary
data source is very similar. Seek out as much information as you can on the topic, and
then check all references and citations that may allow you to address more specific
topics. Keep in mind that many sources of secondary data are compiled from specific
categories of information and reported in a general format. Backtracking through ref-
erences and citations will allow you to narrow down the information. For example,
much of the data reported in the Survey of Buying Power (discussed later in this chap-
ter) is general in reference to a standard metropolitan area. Yet analyzing how the data
were compiled could lead one to specific information by city limits, areas of a city,
even specific zip codes.

3. Characteristics. Always define the specific characteristics of information you are
seeking. Write out a list of topics that need to be explored in your search. If you are
seeking psychographic data, identify the specific characteristics of these data you wish
to uncover. Are you looking for activities, interests, opinions (i.e., lifestyles)? If so,
relative to what topics? Television viewing patterns, product usage, political
affiliations, etc.? Focus your data search on a list of characteristics you’re seeking as
an aid in answering the research question.

4. Activities. Specifically outline the places, people, events, and tasks that will be part of
your secondary data search. You will probably need to visit libraries and speak with
reference librarians. You may need to go to trade associations, state or county planning
commission offices, newspaper file rooms, or even seminars. Document what needs to
be done, where you need to do it, and who can help you along the way.

5. Reliability. As mentioned in an earlier section of this chapter, try to find several data
sources on the same topic. This will allow you to establish some consistency and will
lead to greater levels of reliable data.
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6. Tabulation. Document all sources of your data search. If possible, cross-reference
various sources to allow for more meaning of the data. More important, verify that
what you have collected is indeed what needs to be collected to answer the research
question at hand. If not, an additional data search may be necessary.

The GO-CART approach for planning a secondary data search is by no means the only
way to collect secondary data. It does, however, provide an agenda to follow in order to
prioritize elements of the search process. Because the search for secondary data can be
anything from very simple to highly complicated, a specific plan for a data search is nec-
essary for each situation the researcher faces. Without any type of plan, the time and cost
benefits normally associated with secondary data may not be realized.

Key Sources of External Secondary Data

When undertaking the search for secondary data, researchers must remember that the num-
ber of available sources is extremely large. While the amount of available information is
indeed vast, the information needs of many researchers are connected by a common theme.
The key variables most often sought by researchers are demographic dimensions, employ-
ment characteristics, economic characteristics, competitive characteristics, supply charac-
teristics, regulations, and international market characteristics.'® Exhibit 4.4 provides
examples of selective variables within these categories.

4.4 KeyVariables Sought in Secondary Data Search

Demographic Dimensions

Population growth: actual and projected
Population density

In-migration and out-migration patterns

Population trends by age, race, and ethnic
background

Employment Characteristics
Labor force growth
Unemployment levels

Percentage of employment by occupation
categories

Employment by industry

Economic Characteristics

Personal income levels (per capita and median)
Type of manufacturing/service firms
Total housing starts

Building permits issued

Sales tax rates

Competitive Characteristics

Levels of retail and wholesale sales
Number and types of competing retailers
Availability of financial institutions

Supply Characteristics

Number of distribution facilities

Cost of deliveries

Level of rail, water, air, and road transportation
Regulations

Taxes

Licensing

Wages

Zoning

International Market Characteristics
Transportation and exporting requirements
Trade barriers

Business philosophies

Legal system

Social customs

Political climate

Cultural patterns

Religious and moral backgrounds
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Several key sources of secondary data allow the researcher to create a hierarchy of
information sources to guide a secondary data search, regardless of the variables sought.
Developing a hierarchy of secondary data sources is consistent with the second task of the
GO-CART approach—initially seek volume and then work to tailor your data search to
specific needs. Several broad to narrow data sources are presented below to help guide the
researcher through the jungle of secondary information.

Standard Industrial Classification Codes

An initial step in any secondary data search is to use the numeric listings of the North
American industry classification system (NAICS) codes. SIC codes were designed to
promote uniformity in data reporting by federal and state government sources and private
business. The federal government assigns every industry an SIC code. Businesses within
each industry report all activities (sales, payrolls, taxation) according to their code. Cur-
rently, there are 99 two-digit industry codes representing everything from agricultural pro-
duction of crops to environmental quality and housing. Within each two-digit industry
classification code is a four-digit industry group code representing specific industry
groups. All businesses in the industry represented by a given four-digit code will report
detailed information and statistics about the business to various sources for publication.
For example, as shown in Exhibit 4.5, SIC code 12 is assigned to coal mining and SIC
code 1221 specifies bituminous coal and lignite, surface extraction. It is at the four-digit
level where the researcher will concentrate the data search.

Government Documents

Detail, completeness, and consistency are major reasons for using U.S. government docu-
ments. More specifically, the U.S. Bureau of the Census reports are the statistical founda-
tion for most of the information available on U.S. population and economic activities.
Exhibit 4.6 lists some of the common sources of secondary data available from the U.S.

I.}--é IEBIT 4.5 SamplelListof Standard Industrial Classification Codes Numeric Listing
10—Metal Mining 13—0il & Gas Extraction
1011 Iron Ores 1311 Crude Petroleum & Natural Gas
1021 Copper Ores 1321 Natural Gas Liquids
1031 Lead & Zinc Ores 1381 Drilling Oil & Gas Wells
1041  Gold Ores 1382  Oil & Gas Exploration Services
1044  Silver Ores 1389  Oil & Gas Field Services Nec*
1061  Ferroalloy Ores Except Vanadium 14—Nonmetallic Minerals Except Fuels
1081  Metal Mining Services 1411 Dimension Stone
1094 Uranium, Radium & Vanadium Ores 1422 Crushed & Broken Limestone
1099  Metal Ores Nec* 1423  Crushed & Broken Granite
12—Coal Mining 1429  Crushed & Broken Stone Nec*
1221 Bituminous Coal & Lignite—Surface 1442  Construction Sand & Gravel
1222 Bituminous Coal—Underground 1446  Industrial Sand

1231 Anthracite Mining
1241 Coal Mining Services

Source: Ward Business Directory of U.S. Private and Public Companies, 1995.
*Not elsewhere classified
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I T 4.6 Common Government Documents Used as Secondary Data Sources

U.S. Census Data U.S. Department of Commerce Data
Census of Agriculture U.S. Industrial Outlook
Census of Construction County Business Patterns
Census of Government State and Metro Area Data Book
Census of Manufacturing Business Statistics
Census of Mineral Industries Handbook of Cyclable Indicators
Census of Retail Trade Monthly Labor Review
Census of Service Industries Measuring Markets: Federal and State
Census of Transportation Statistical Data
Census of Wholesale Trade Additional Government Reports
Census of Housing Aging America: Trends and Population
Census of Population Economic Indicators

U.S. Census Reports Economic Report of the President
Guide to Industrial Statistics Federal Reserve Bulletin
County and City Data Book Statistics of Income
Statistical Abstract of the U.S. Survey of Current Business

Fact Finders for the Nation
Guide to Foreign Trade Statistics

government. These include specific census data (e.g., censuses of agriculture or construc-
tion), census reports (e.g., the County and City Data Book), U.S. Department of Com-
merce data, and a variety of additional government reports.

There are two notes of caution when using census or other secondary data. First, census
data is collected only every 10 years with slight periodic updates, so researchers always
need to be aware of the timeliness issue of census data. Second, census data can be mis-
leading. Not every person or household is reflected in census data. Those who have
recently changed residences or were simply not available for contact at census time are not
included in census data.

A final source of information available through the U.S. government is the Catalog of
Government Publications compiled by Marcive, Inc. This catalog indexes major market
research reports for a variety of domestic and international industries, markets, and institu-
tions. It also provides an index of publications available to researchers from July 1976 to
the current month and year.

Secondary Sources of Business Information

It is virtually impossible to document all of the sources of secondary data available from
businesses. Most sources are, however, classified by some index, directory, or standardized
guidebook, so it is well within the interest of the researcher to consult a directory of busi-
ness information. Such directories identify statistical information, trade associations, trade
journals, market characteristics, environmental trends, and so on.

The following are some commonly used sources of business information:

Business Organizations, Agencies, and Publications Directory.
Directory of Corporate Affiliation.
Fortune Magazine Directory.

International Directory of Corporate Affiliations.



Hair et al.: Marketing

Part 1: Marketing Research | Ch 4: Strategic Information © The McGraw-Hill

Research, Second Edition Information and Management: Secondary Companies, 2002

108

Effective buying income
(EBI) A measure of
personal income less
federal, state, and local
taxes.

Buying power index

(BPI) Aweighted aver-

age of population, retail

sales, and effective buy-

ing income of an area.

Technology Data Sources

Marketing Research Information and Technology

Million Dollar Directory.

F & S Index: Domestic, International, Europe.
Standard and Poor’s Registry of Corporations.
Thomas’ Register of American Manufacturers.
Marketing Economics Guide.

Business Index.

Business Periodical Index.

Gathering market information through business sources, in most cases, will lead the
researcher to three widely used sources of data: Sales and Marketing Management’s Sur-
vey of Buying Power, Editors and Publishers Market Guide, and Source Book of Demo-
graphics and Buying Power for Every Zip Code in the U.S.A. As illustrated in box A Closer
Look at Research: In the Field, a variety of secondary data is based on selected business
sources.

Sales and Marketing Management’s Survey of Buying Power

One popular source of information on area buying power is Sales and Marketing Manage-
ment’s Survey of Buying Power. Published annually, the survey covers all metropolitan sta-
tistical areas (MSA), counties, cities, and states in the United States. It provides data on
retail sales by merchandise categories, total retail sales by area, population projections,
and effective buying income. Exhibit 4.7 shows typical data from the survey for the auto
market in three metropolitan areas in Tennessee. All such statistics are updated annually
and include five-year projections."

Among the most useful data the survey provides are estimates of an area’s effective
buying income. Effective buying income (EBI) is a measure of personal income (wages,
salaries, interest, dividends, and profits) less federal, state, and local taxes. > It is expressed
as a total dollar amount.

When combined with retail sales and population size, the EBI is an overall indicator of
an area’s buying power, known as the buying power index (BPI). The BPI is expressed as
a percentage of total U.S. sales. The higher the BPI, the greater the ability of the market
area to generate spendable income. For example, in Exhibit 4.7, the BPI for Nashville
(.4131) is greater than those of Memphis (.3692) and Knoxville (.2362), which indicates
that Nashville has a greater market potential for new auto purchases.

The BPI actually is a weighted average of the population, retail sales, and effective buy-
ing income of an area. Each of these criteria is assigned a weight based on its importance
to the study at hand. For example, if population is the most important variable, it should
receive the highest weight. Using weights of 5, 3, and 2, the buying power index can be
calculated as follows:

_ (Population x 5) + (Retail sales x 3) + (Effective buying income x 2)
B 10 (Sum of the weights)

BPI

A major drawback of the BPI is that it is useful only for estimating the potential for gen-
eral merchandise categories sold at median prices. For specialized merchandise, such as
men’s shoes, a customized BPI must be constructed. '

Editors and Publishers Market Guide

An additional source of secondary information on buying potential is the Editors and Pub-
lishers Market Guide. This guide provides much the same information as the Survey of
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A Closer Look at Research

Secondary Data and CRM
Process: Placing a Value
on Customer Information

Organizations are now treating secondary
data—generated information as a valuable balance
sheet asset. Industry leaders in the CRM process are
placing a clear value on customer information in order
to size, rank, and cost overall CRM investment.
Companies that do not articulate a clear business
rationale—based on customer information, revenue
sources, and exit barrier considerations—to delineate
CRM applications and integration priorities risk
wasting their significant investment.

In directing their CRM investment, catalog
retailers such as Lands’ End, Fingerhut, and JC
Penney use vast amounts of secondary data for the

In the Field

purposes of developing lifetime value of their
customers. Knowing, for example, that a specific
type of customer will likely buy $700 in merchandise
over 10 transactions allows these companies to place
a clear value on that relationship and budget for CRM
programs that will retain or enhance customer
relationship value by building exit barriers and cross-
selling campaigns. Analytical applications that
improve data quality, such as data warehousing and
data mining, are, of course, critical components of
the process.

4.7 Example of Effective Buying Income for Automobiles in Three Selective Cities

Knoxville Memphis Nashville
December 31, 200X
Total population 608,400 990,600 997,500
Number of people age 18 and over 467,860 712,421 745,132
Percentage of population age 18 and over 76.9 71.9 74.7
Number of households 239,300 360,930 380,500
Total effective buying income (EBI) (000) $7,601,304 $12,106,512  $14,218,794
Medium household (EBI) $23,564 $24,834 $38,687
Per capita (EBI) $12,494 $12,221 $14,254
Percentage of households with $35,000-%$49,999 EBI 15.3 16.3 18.5
Total retail sales (000) $4,776,261 $7,055,066 $7,828,318
Buying power index .2362 3692 4131
Percentage of U.S. EBI 2172 3460 .4063
Percentage of U.S. retail sales .2643 .3904 .4337
Automobile retail sales 199X (000) $1,203,682 $1,872,298 $1,982,461
Projections for December 31, 200X
Total population 627,800 1,021,600 1,059,600
Percentage of change in population 3.0 3.6 7.3
Total EBI (000) $11,088,408  $17,471,724 $21,218,110
Percentage of change in total EBI 54.5 55.5 61.0
Total retail sales (000) $5,778,454 $8,682,189  $10,624,682
Percentage of change in retail sales 29.4 30.9 36.4
Buying power index .2337 3644 4306

Source: Sales and Marketing Management, Survey of Buying Power, 1997.
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Buying Power; plus some unique city-by-city variables useful in making comparisons. As
Exhibit 4.8 shows, the guide includes information of infrastructure, transportation, principal
industries, banks, and retail outlets. Such information provides the researcher with a detailed
profile of economic activity within a given geographic area. These data are normally used for
comparison purposes when selecting markets for new stores or product introductions.

4.8 Sample Listing of Available Data from Editors and Publishers Market Guide

KNOXVILLE

1-LOCATION: Knox County (MSA). E&P
Map-2. County Seat. Industrial, wholesale,
and energy center. At the juncture of the
Holston and French Broad Rivers, which
form Louden Lake of TVA System.
(Tennessee River); 112 mi. from
Chattanooga; 285 mi. S. of Cincinnati, OH;
198 mi. E of Nashville; 191 mi. N of Atlanta,
GA: U.S. Hwys. 11, 25@, 70, 129, 441, |-40,
I-75, 1-81; State Hwys. 33, 71, 127, 139.
2-TRANSPORTATION: Railroads-Southern;
Louisville & Nashville (L&N)

Motor Freight Carriers-39

Intercity Bus Lines-Knoxville Transit Corp.
(City); Suburban; Greyhound; Trailways.
Airlines-United; Delta; Tenn. Airways;
American Eagle; ComAir; Metro Express;
USAir; TWE; United Press.

3-POPULATION

Corp. City 90 Cen. 165, 121; E&P 92 Est.
163, 139

CZ-ABC: (80) 252,539

JRTZ-ABC: (80) 739,539

County 9o Cen. 335,749; E&P 92 Est. 345,
679

MSA g0 Cen. 604,816; E&P 92 Est. 624,
549

City & RTZ-ABC: (80) 992,059
Demographic Information available from
Newspaper. See paragraph 14.

4- HOUSEHOLDS:

City 9o Cen. 61,727; E&P 92 Est. 69,987
CZ-ABC: (80) 95,466

RTZ-ABC: (90) 258,192

County 9o Cen. 139,896; E&P 92 Est. 144,
033

MSA g0 Cen. 245,936: E&P 92 Est. 253,
932

City & RTZ-ABC: (80)

5-BANKS: NUMBER DEPOSITS

Commercial 7 $1,594,000,000
Savings & Loan 7 $788,719,000
6-PASSENGER AUTOS: Knox County 255,100

7-ELECTRIC METERS: Residence 140,685
8-GAS METERS: Residence 23,163
9-PRINCIPAL INDUSTRIES: Industry, No. of
Wage Earners (Av. Wkly. Wage)-Textiles
3,200 ($225); Food 4,100 ($270); Stone &
Clay Prods. 1,600 ($332); Apparel 7,600
($261); Mach. 2,700 ($375).
Principal Industrial Pay Days-Fri, 1st, 15th,
26th.
10-CLIMATE: Min. & Max. Temp.-Spring 28-
84; Summer 44-93; Fall 25-90; Winter 11-
69. First killing frost, Oct. 20; last killing
frost, Apr.14.

Nearby Shopping Centers

Name (No. Miles from Principal
of Stores) Downtown Stores
Bearden (24) 6

Broadway (28) 3 Kroger, Food City
Broadway Sq. 6 Revco

Black Oak 10 Kmart, Kroger

Chapman Hwy. (15) 12 Kmart, Kroger

Clinton Hwy. (15) 6 Kmart, Revco,

Winn-Dixie
Plaza (18) 9 Kroger, Winn-
Dixie
Holston (18) 4 Hall-Brown, Food
City
Kingston (10) 4 Long’s, Food City
Northgate (7) 5 Winn-Dixie,
Revco, Food City
Southgate (12) 7 Food City
Suburban (27) 8 Toys “R” Us
West Haven (15) 7
Western Piz. (33) 3 Hall-Brown
West Town (90) 8 Hess’s, JC Penney,

Proffitt’s, Sears
Kroger, SupeRx
Winn-Dixie, Revco

Walker Springs (8) 12
Cedar Springs 10

Cedar Bluff 10 Food City
Knox Piz. 4 Kroger, SupeRx
Halls (10) 10

Halls Piz. (11)
East Towne Mall

10 Winn-Dixie, Revco
8 Hess’s, Proffitt’s,
JC Penney, Sears,
Serv. Mdse.
Principal Shopping Days- Department
Stores-Sun, Mon., Fri., Sat; Foods-Thur.,
Fri., Sat.
Stores Open Evenings- Dept. -Mon., Thur.;
Sears, Discount Stores and West Town-
Mon. Through Sat.; Food-Every night until
9 p.m.
Stores Open Sundays-Some food & super-
markets: Kmart; West Town Mall; East
Towne Mall.

13-RETAIL OUTLETS: Department Stores-
Hess’s 5; Sears 4; )C Penney 6; Ira A. Wat-
son 2; Proffitt’s 5; Hills 3.

Discount Stores- Kmart 11; Service Mdse.
2; Target 2; Wal-Mart 5.

Variety Stores- Woolworth; Emery

Chain Drug Stores-Revco; SupeRx 7; Beg-
leys; Walgreens 2; Rite Aid 2.

Chain Supermarkets- Kroger 15; Winn-
Dixie 8; A&P; Inghles 5; Bi-Lo 3; Pilot 12;
Red Foods 2; Food Lion 4; Food City 30.
Other Chain Stores-Firestone; Western
Auto; Sterchi’s Furn.; National Shirt;
Lerner; Shoes: Hill Bros., Hardy, Jaman,
Bell Bros. Kinney’s, Baker’s; Zales Jewel-
ers; Richman Bros., General Nutrition;
Hickory Farms; Merle Norman; Brooks
Fashions; Casual Corner; Singer Co.; Lillie
Rubin; Ups & Downs; Radio Shack.
14-NEWSPAPERS: NEWS-SENTINEL (m)
104,545; JOURNAL (e) 40,9046; NEWS-
SENTINEL (S) 172,759; Mar. 31, 1991 ABC.
Local Contact for Advertising and
Merchandising Data: Bruce Hartman, Adv.
Dir., NEWS-SENTINEL and JOURNAL, PO
Box 59038, Knoxville, TN 37950-9038; Tel.
(615) 523-3131.

National Representative: Sawyer-
Ferguson-Walker Co.

Source: Editors and Publishers Market Guide, 1995.
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Source Book of Demographics and Buying Power
for Every Zip Code in the U.S.A.

The Source Book of Demographics and Buying Power for Every Zip Code in the U.S.A.
provides the researcher with information on population, socioeconomic characteristics,
buying power, and other demographic characteristics for zip code areas across the United
States. Each zip code area is analyzed relative to its consumption potential across a variety
of product categories, and a purchasing potential index is calculated. This index is based
on a national average score of 100."* For example, if zip code 55959 generates a score of
110 for furniture consumption, then that zip code area has a 10 percent greater potential to
purchase furniture than the U.S. average.

Statistical Sources of Information

Statistical sources of secondary data can lead the researcher to specific statistical publica-
tions or can provide actual reprints of data extracted from numerous other secondary data
sources. If actual data are located in the sourcebook, rather than in indexed references,
these sources can save considerable research time. The following are examples of statisti-
cal data sources:

Merchandising: “Statistical and Marketing Report.”

Standard and Poor’s Industrial Surveys.

Data Sources for Business and Market Analysis.

American Statistics Index.

Statistical Reference Index.

Federal Statistical Directory.

Commercial Publications and Newspapers

Newspapers and commercial publications (Time, Newsweek, Forbes, Fortune) are impor-
tant sources of secondary information. Because these publications are circulated on a daily,
weekly, or monthly basis, the information they contain is extremely recent. In addition,
many publications are archived in some manner, allowing the researcher access to histori-
cal information. The problem with commercial publications and newspapers is volume. A
recent estimation suggested that more than 700 business-related commercial publications
are in circulation.'> Many of these publications, especially newspapers, are not indexed in
traditional reference books. Those that do provide indexing are usually associated with
major metropolitan markets. For example, the following newspapers are indexed from
1979 to the present:

The New York Times.

The Wall Street Journal.
Christian Science Monitor.
Los Angeles Times.
Chicago Tribune.

Boston Globe.

Atlanta Constitution.

The Business Periodical Index (part of the list on pp. 107-108) is the primary index for
commercial publications.
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Syndicated Sources of Secondary Data

Syndicated (or commer-
cial) data Data that
have been compiled
according to some stan-
dardized procedure;
provides customized
data for companies,
such as market share,
ad effectiveness, and
sales tracking.

Consumer panels

Large samples of house-
holds that provide spe-
cific, detailed data for an
extended period of time.

A major trend in marketing research is that toward a greater dependency on what are
called syndicated (or commercial) data sources. The rationale for this is quite simple.
Companies can obtain a wealth of information across a variety of industries at a rela-
tively low cost. Also, because most of the data contained in these sources were collected
at point of purchase, the information represents actual purchase behavior rather than
purchase intentions.

It is interesting to note that in the Society of Competitive Intelligence Professionals,
mentioned on page 99 of this chapter, 81 percent of marketing research firms said they pur-
chase and use secondary research reports from commercial vendors. In addition, they
reported spending approximately 8 to 10 hours per week analyzing syndicated data. This
suggests that while traditional paper-based and networking information sources remain the
norm, syndicated reports available for purchase online are rapidly gaining popularity. It is
also reported that secondary researchers spend an annual average of $14,300 for commer-
cial or syndicated data.'

Characteristics of Syndicated Data Sources

Syndicated (or commercial) data normally consist of data that have been collected and
compiled according to some standardized procedure. In most cases these data are collected
for a particular business or company, with a specific reason or purpose driving the data col-
lection procedure. This information is then sold to different client companies in the form of
tabulated results or reports communicated specifically for a client’s research needs. Com-
monly, these reports are personalized and tailored to the client by reporting units. For
example, reports can be organized by geographic region, sales territory, market seg-
ment, product class, or brand. In order for these data sources to be effective, suppliers
of commercial/syndicated data must have in-depth knowledge of the industry and generate
timely data. Suppliers have traditionally employed one of two methods of data collection:
consumer panels and store audits. A third method that is gaining ground—optical-scanner
technology—will be discussed in a later chapter.

Consumer Panels

Consumer panels consist of large samples of households that have agreed to provide spe-
cific, detailed data for an extended period of time. Data provided by these panels usually
consist of product purchase information or media habits. As they exist today, panels nor-
mally report information relative to the consumer package goods industry, but, as men-
tioned above, they are gradually being replaced by optical-scanner technology.

Panels are normally designed and developed by marketing research firms. As previ-
ously mentioned, panels follow a fairly rigorous and standardized data collection method.
Panel respondents are required to record detailed behaviors, at the time of occurrence, on a
highly structured questionnaire. This instrument will normally contain a large number of
questions related directly to actual product purchases or media exposure. This is normally
an ongoing procedure, whereby respondents report data back to the company on a weekly
or monthly basis.

Panel data are then sold to a variety of clients, after being personalized and tailored to
the client’s research needs. There are a variety of benefits in using panel data as a source of
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marketing research information. These normally include (1) lower cost than primary data
collection methods; (2) rapid availability and timeliness; (3) accurate reporting of socially
sensitive expenditure (i.e., products may include beer, liquor, cigarettes, generic brands);
and (4) high level of specificity (i.e., data pertain to actual products purchased or media
habits, not merely intentions or propensities to purchase).

When selecting a consumer panel data source, researchers should consider a number of
issues. Reporting errors by respondents, inability to answer ambiguous questions, and for-
getting brand names or product characteristics are inherent problems with these sources.
More specifically, consumer panels tend to suffer from three primary weaknesses:

1. Sampling error. Most consumer panels underrepresent minorities. In fact, many
panels report a sampling distribution that is highly skewed to white, middle-class
respondents.

2. Turnover. No one panel member is obligated to stay on the panel for the entire dura-
tion. Many members leave the panel, have other family members perform the response
activities, or simply don’t respond at all. This feature seriously jeopardizes the repre-
sentativeness and internal validity of the data.

3. Response bias. Many panel respondents have a tendency to answer questions in a
socially desirable manner, knowing their purchases are being scrutinized. Leaving cer-
tain questions blank and recording wrong answers can lead to high levels of response
bias among the panel data.

As suggested above, two types of panel-based data sources exist: those reflecting actual
purchases of products and services and those reflecting media habits. The discussions
below provide some examples of consumer panel data sources and then some examples of
media panel data sources.

Examples of consumer panel data sources. A variety of companies offer panel-
based purchasing data. Two of the largest companies are National Family Opinion (NFO)
and the National Purchase Diary (NPD) Group. NPD collects continuous data from a
national sample consisting of approximately 15,000 members. Data collection centers on
consumer attitudes and awareness of such products as toys, apparel, textiles, sporting
goods, athletic footwear, automotive products, home electronics, and cameras.

Three of NPD’s most commonly used data sources are the Consumer Report on Eating
Share Trends (CREST); National Eating Trends (NET); and a service which provides data
on the food service industry in general. CREST comprises over 14,000 households that
report data on restaurant habits. NET provides continuous tracking of in-home food and
beverage consumption patterns. ISL, a Canadian subsidiary of the NPD Group, provides
similar purchase data through the Consumer Panel of Canada.

NPD with U.S. custom service uses a 350,000-household data source for providing
forecasting models, determining market structure and brand loyalty, and helping with con-
cept and product development.

National Family Opinion (NFO) maintains a consumer panel of over 450,000 house-
holds, or 1.2 million people, to conduct product tests; concept tests; and attitude,
awareness, and brand-usage studies. In connection with the panel, NFO offers a propri-
etary software program called Smart-System. This system allows clients to access and
analyze complex information quickly, with easy cross-referencing on major data vari-
ables. In addition, NFO maintains highly targeted panels referred to as the Hispanic
Panel, the Baby Panel, the Mover Panel, and SIP (Share of Intake Panel on Beverage
Consumption).
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The following list describes additional companies and the consumer panels they maintain:

* Market Facts, Inc., provides panel data for forecasting models, brand equity/loyalty
models, and brand tracking information.

* The Bases Group specializes in new-product planning, evaluation, and forecasting
using consumer panels and simulated test markets.

» J. D. Power and Associates maintains a consumer panel of car and light-truck owners to
provide data on product quality, satisfaction, and vehicle dependability.

* Roper Starch Worldwide provides data on consumption patterns for the 6- to 18-year-
old age market.

* Creative and Response Research Services, known primarily for maintaining a consumer
panel called Kidspeak, provides advertising and brand tracking among children.

* Chilton Research Services conducts highly specialized research for the automotive,
financial, and health care industries.

* Yankelovich Partners, Inc., maintains the Yankelovich monitor system used for
monitoring values in the United States.

Examples of media panel data sources. Media panels and consumer panels are
similar in procedure, panel composition, and design. They differ only in that media pan-
els primarily measure media consumption habits as opposed to product or brand con-
sumption. As with consumer panels, a multitude of media panels exist. The intent of this
section is to provide examples of the more commonly used syndicated media panel data
sources.

Nielsen Media Research is by far the most widely known and accepted source of media
panel data. The flagship service of Nielsen is the National Television Index (NIT). Based
on a 5,000-household sample, the NIT provides an estimation of national television audi-
ences measuring “ratings” and “share.” Ratings refer to the percentage of households that
have at least one television set tuned to a program for at least 6 of every 15 minutes a pro-
gram is aired. Share constitutes the percentage of households that have a television tuned
to one specific program at one specific time.'® Data are collected on television, cable, and
home video viewing habits through an electronic device, called a people meter, connected
to a television set. The people meter, electronically and continuously, monitors and records
when a television set is turned on, what channels are being viewed, how much time is spent
on each channel, and who is watching. The data are communicated back to the central
computer by telephone.

The primary purpose of the NIT data is to assist media planners in determining audi-
ence volume, demographics, and viewing habits. This information is then used for calcu-
lating media efficiency by way of determining cost per thousand (CPM), that is, how much
it costs to reach 1,000 viewers. CPM represents a program’s ability to deliver the largest
target audience at the lowest cost.

While a majority of data are collected by the people meter, Nielsen still maintains diary
panels in 211 local markets measuring the same media habits. In addition, Nielsen also
operates an 800-household sample of Hispanic TV viewers designed to measure Spanish-
language media usage in the United States.

The Arbitron Company is primarily a media research firm that conducts ongoing data
collection for the electronic media. Arbitron is organized into five media research business
units.'” Arbitron Radio provides radio audience data for 261 local market areas. Utilizing a
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2 million-plus customer panel, Arbitron Radio collects over 1 million weekly listening
diaries, which make up the foundation for Arbitron Radio’s station rating reports. The data
are primarily used by media planners, advertising agencies, and advertisers. These facilita-
tion agencies gain access to the data via two computer applications called Maximizer and
MediaPro.

Scarborough Research was acquired by Arbitron in 1995 and provides syndicated data
on local media, consumer listening habits, and retail advertising impact data across 58 of
the major U.S. markets. Currently, 600 newspapers, radio stations, television stations, and
cable systems are predominant users of this syndicated data source.

The following list describes media panels maintained by other companies:

* Local Motion Retail Ratings was introduced in 1994 and provides syndicated data on
TV, radio, and cable systems. Data collection is a combination of media diary panels
and telephone panels collected in 11 market areas across the United States.

» Arbitron Newmedia provides syndicated data on emerging market segments regarding
electronic media usage, specifically interactive TV, online services, interactive cable
systems, and direct broadcast satellites.

* Media Marketing Technologies, acquired by Arbitron in 1995, has designed a database
known as Mediamaps. Based on a media diary panel of 100,000 listeners, Mediamaps
profiles prospective radio station listeners, identified and profiled on geodemographic
mapping dimensions.

* Macro International, Inc., offers four syndicated data sources developed on a consumer
media/purchase panel of more than 100,000 respondents. Europinion is a database,
begun in 1992, providing quarterly reports on consumption attitudes and behaviors in
Eastern European countries.

* Simmons Marketing Research Bureau (SMRB) Group, Ltd., has been publishing its
Annual Report on Media and Markets for the past 30 years. Simmons also offers syndi-
cated reports tailored to teenage, child, and Hispanic markets.

» ASI Marketing Research, Inc., maintains two advertising copy syndicated data sources.
Targeted Copy Testing (TCT) measures advertising recall and copy effectiveness. Kid
Copy Testing (KCT) uses a touch-screen, multimedia, digital voice technology to cap-
ture moment-by-moment response measures on the creative content of advertising
directed to children 6 to 11 years of age.

Store Audits

Store audits consist of formal examination and verification of how much of a particular
product or brand has been sold at the retail level. Based on a collection of participating
retailers (normally discount, supermarket, and drugstore retailers), audits are performed on
product or brand movement in return for detailed activity reports and cash compensation to
the retailer. The audits then operate as a secondary data source; clients can acquire the data
relative to industry, competition, product, or specific brand.

Store audits provide two unique benefits: precision and timeliness. Many of the biases
of consumer panels are not found within the context of store audits. By design, store
audits measure product and brand movement directly at the point of sale (normally at
the retail level). Reflected in these measures are accurate, precise data regarding sales
volume, sales of competing products, sales for new products, and other competitive
activities.
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Also, data collected through the store audit process can be made available and commu-
nicated on a moment-by-moment basis. Actual sales and competitive activities can be
reported within hours after the store audit is completed, making the data timely and readily
available to potential users.

One inherent problem of the traditional store audit is representativeness. In most audit
situations only 75 to 85 percent of retail stores are involved in the process.”” Rarely can
any audit be performed at all stores in any given area. Therefore, what is normally reported
can be somewhat misleading. Areas in which product sales are extremely high or low may
be ignored for the audit process. While this may not affect inferences regarding national
sales averages, it can clearly contaminate certain sales figures at the regional or local level.
Despite this inherent problem, store audits do provide valuable data.

Data gathering in the store audit. Key variables being measured in the store audit
normally include beginning and ending inventory levels, sales receipts, price levels,
price inducements, local advertising, and point-of-purchase (POP) displays. Collec-
tively, these data allow users of store audit services to generate information on the fol-
lowing factors:

. Product/brand sales in relation to competition.

. Direct sales and inventory levels at retail.

. Effectiveness of shelf space and POP displays.

. Sales at various price points and levels.

. Effectiveness of in-store promotions and point-of-sale coupons.

. Competitive marketing practices.

N A N R W e

. Direct sales by store type, product location, territory, and region.

Two of the major providers of in-store audit services are AC Nielsen (Nielsen Retail
Index) and Information Resources (Infoscan). Collectively, these two organizations con-
duct over 150,000 store audits in more than 40,000 separate retail locations. The Nielsen
Retail Index provides information on a wide range of causal marketing factors that affect
consumer responses to grocery, health and beauty, drug, and beverage products. Nielsen
audits are developed on a stratified sampling procedure of store size, type, population, and
geographic location. Actual stores used in the audit are randomly selected with the
designed strata in which they reside. Audits are normally performed on a monthly basis at
the point-of-sale level.

Information Resources, through Infoscan, provides census-based information rather
than information based on a sample of representative stores. Through the Infoscan cen-
sus, all stores within a particular retail chain (e.g., Wal-Mart, Kroger, Kmart) are audited.
Information from the audit is then compiled and disseminated to each store within the
chain for specific, store-level marketing applications. The data are also used within spe-
cific industries for the development of customer response programs at the manufacturer
or wholesale level.

A variety of smaller audit services exist, such as Audits and Surveys, Inc., which pro-
vides syndicated product movement data in the automotive, sporting goods, home
improvement, and entertainment industries. Through the audit service called National
Total Market, Audits and Surveys provides a retail census of distribution for any specific
company (AutoZone, Hand City, etc.) and in-store data on shelf-space availability, brand-
name sales, mystery-shopper programs, and in-store promotional impacts.
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A Closer Look at Research

As computer technology continues to change
and as more people become versed in
Boolean search strategies for databases and
learn to cope with a society rich in
information, the role of secondary research will
continue to change. Evidence suggests that
secondary data researchers will become more
involved with a company’s internal technology

In the Field

more customization of information to the secondary
data that they also find online. Try it for yourself. Go
to the Internet and contact www.freeedgar.com.
Here you will find hundreds of documents on U.S.
companies that are not only updated daily but
also highly customized from a secondary data
perspective.

department as they begin to tap into real-time
inventory and client or production systems to add

The Future of Secondary Data Sources

Although this chapter has focused on traditional secondary data sources, 90 percent of the
information referenced here currently exists online. As the technology of information man-
agement becomes more acceptable and accessible, more and more secondary data will be
available at the push of a computer key. This is already happening, and is more fully
described in Chapter 5. More important, as communication technology begins to merge
with computer technology (interactive television and shopping, two-way satellite commu-
nications, at-home on-demand shopping), the amount of secondary data is expected to
mushroom. Although this increase may not be the purpose of the technology, it will be the
result of the interaction process. More actual purchase information than ever before will
become available in a timely and cost-efficient manner.

As more and more organizations begin to realize the full value of database development
and information systems management, they will be able to customize secondary data
sources (see the In the Field box).

Summary of Learning Objectives

B Understand how secondary data fit into the
marketing research process.

The task of any competent marketing researcher is to
solve the problem in which the marketing research task
was undertaken in the shortest time, at the least cost,
with the highest level of accuracy. Therefore, before
any marketing research project is conducted, it is the
obligation of the researcher to seek out existing
information that may facilitate a decision or outcome
for a company. Existing data are commonly called
secondary data.

B Understand how secondary data fit into the
customer relationship management (CRM) process.
Secondary data frequently are considered the nucleus
of the CRM process because of the vast amount of
customer data that must be collected and stored on a
historical basis. Customer knowledge data, or
information volunteered by consumers, are normally
collected on an ongoing basis and consistently stored
and monitored within the CRM structure.
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B Demonstrate how secondary data can be used in
problem solving.

If secondary data are to be used to assist the decision-
making process or problem-solving ability of the
manager, they need to be evaluated on six fundamental
principles: (1) purpose (how relevant are the data to
achieving the specific research objective at hand?); (2)
accuracy (are the data collected, measured, and reported
in a manner consistent with quality research practices?);
(3) consistency (do multiple sources of the data exist?);
(4) credibility (how were the data obtained? what is the
source of the data?); (5) methodology (are the method-
ological procedures used to collect the data proper in
that the quality of the data is high?); and (6) biases (was
the data-reporting procedure tainted by some hidden
agenda or underlying motivation to advance some
public or private concern?).

B List sources of traditional internal secondary
data.

Secondary data are usually sorted into three categories.
First are the internal accounting or financial records of
the company. These normally consist of sales invoices,
accounts receivable reports, and quarterly sales reports.
Other forms of internal data include past marketing
research studies, customer credit applications, warranty
cards, and employee exit interviews.

B Demonstrate how to obtain external sources of
secondary data.

Because of the volume of external data available,
researchers need to plan the steps of ensuring that the
right data are located and extracted. A simple guideline
to follow is called the GO-CART approach: define
goals that the secondary data need to achieve; specify
objectives behind the secondary search process; define

specific characteristics of data that are to be extracted;
document all activities necessary to find, locate, and
extract the data sources; focus on reliable sources of
data; and rabulate all the data that were extracted.

B List sources of external secondary data.
Secondary data exist in a wide variety of sources.
The most common forms of external data are North
American industry classification system (NAICS)
codes, government documents (which include census
reports), business directories, trade journals, statistical
sources, commercial publications, and newspapers.

B Understand the availability and use of syndicated
sources of secondary data.

Syndicated (or commercial) data sources consist of
data that have been systematically collected and
compiled according to some standardized procedure.
Suppliers of syndicated data have traditionally
employed one of two approaches in collecting data:
consumer panels and store audits. (A third approach,
optical-scanner technology, will be discussed in a later
chapter.) With most syndicated data sources, the
objective is quite clear: to measure point-of-sale
purchase behaviors or to measure media habits.

B Understand the changing focus of secondary
data usage.

The computerization of secondary data is revolutionizing
the marketing research industry. Online services are
making available more data that are more applicable to
business needs than ever before. In addition, databases
and information systems are bringing the use of
secondary data to monumental proportions. Technology
will make secondary data more customized and
applicable for many businesses; therefore, the next
chapter will focus on this new aspect of secondary data.

Key Terms and Concepts

Buying power index (BPI) 108
Consumer panels 112
Customer knowledge data 96

Effective buying income (EBI) 108

External secondary data 96
Internal secondary data 96

North American industry classifica-
tion system (NAICS) codes 106 112

Secondary data 96
Store audits 115

Syndicated (or commercial) data
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Review Questions

1.

What characteristic separates secondary data from primary data? What are three
sources of secondary data?

. Explain why a company should use all potential sources of secondary data before initi-

ating primary data collection procedures.

. List the six fundamental principles used to assess the validity of secondary data.

. List the three methods of data collection normally used by the suppliers of commercial

data sources, and discuss the advantages and disadvantages associated with each.

. How can information from a sales activity report be used to improve a company’s

marketing research efforts?

. Briefly discuss the GO-CART approach of secondary data search management.

Discussion Questions

W

1.

2.

EXPERIENCE THE INTERNET. Go online to your favorite browser (e.g., Netscape) and
find the home page for your particular state. For example, www.mississippi.com
would get you to the home page for the state of Mississippi. Once there, seek out the
category that gives you information on county and local statistics. Select the county
where you reside and obtain the vital demographic and socioeconomic data available.
Provide a demographic profile of the residents in your community.

EXPERIENCE THE INTERNET. Go to the home page of the U.S. census,
www.census.gov. Select the category Current Economic Indicators and browse the
data provided.

. What specific industry information could executives at Procter & Gamble obtain from

the Source Book of Demographics and Buying Power for Every Zip Code in the
U.S.A.? How would this information improve Procter & Gamble’s marketing
strategies?

. You are planning to open a coffee shop in one of two areas in your local community.

Conduct a secondary data search on key variables that would allow you to make a log-
ical decision on which area is best suited for your proposed coffee shop.
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Understanding the Methodology for Secondary Data Collection—
A Retail Gap Analysis

The purpose of this study is to estimate the residential buying power of the Orange Mound
neighborhood and to determine the potential for business creation in the neighborhood.
The emphasis is on retail businesses and service firms that draw their market primarily
from household expenditures. Orange Mound and the surrounding retail trade area are
included in the study. New businesses serving existing neighborhood consumer demand,
or attracting shoppers from a larger trade area, can help revitalize the neighborhood by
keeping income circulating in the community and by providing entrepreneurial opportuni-
ties. New businesses can also serve as a catalyst for other redevelopment efforts.

Method

The regional economic development center developed current estimates for total income
and consumer expenditures for the Orange Mound neighborhood based on a combination
of census data and published economic data. The 1990 household income ranges were
adjusted to 1998 estimates based on an estimate for inflation and real income growth for
the city. Estimated 1998 income range midpoints were then multiplied by the number of
households in the community to arrive at an estimated aggregate household income for
each of 25 income ranges. Income ranges were sufficiently narrow such that the midpoints
would likely be very close to the average income for the range. Aggregate income for each
income range was then multiplied by the appropriate ratio of household expenditures to
household income from the Bureau of Labor Statistics Consumer Expenditure Survey.

This technique allows for a more accurate estimation of consumer spending, especially
for areas with high proportions of low-income households. The expenditure worksheet
(Table 4.1) shows an example of the calculation of total consumer expenditures for the
neighborhood.

A similar technique was used to estimate current expenditures for the neighborhood
trade area. However, as the trade area did not conform with census boundaries, Census
Bureau income ranges could not be used and nine income ranges from the EQUIFAX data-
base were substituted for the trade area outside the primary neighborhood. While somewhat
less accurate than the narrow Census Bureau income ranges, this method still provides an
equally reasonable estimate of the trade area’s aggregate consumer expenditures.

Total consumer expenditures were allocated to individual categories of retail trade and
services based on expenditure patterns from the Consumer Expenditure Survey, and actual
sales data by industry for the designated MSA (1992 Census of Retail Trade, 1992 Census of
Service Industries). The MSA was the lowest level of geography where complete industry
sales were available at the two- or three-digit North American industry classification system
(NAICS) level.
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Procedure and Discussion

1. Using Table 4.1 as a guide, consult the home page for the U.S. Census,
www.census.gov, and determine the appropriate census tracts that are designated for
your city or town. Once they are determined, select two or three census tracts and pro-
file those census tracts according to major demographic dimensions such as age group-
ings, per capita income levels, and retail expenditures. Provide your data in a table
similar to Table 4.1, and briefly explain your findings.

2. Next consult the census of retail trade and census of service industries. On the basis of
the census tracts used for question 1, determine the major retailers and service
providers that exist in the census tracts. Use the number of stores/service providers
and aggregated sales and revenue as your key variables for determining the top retail-
ers/service providers. Put your data in table format, and provide a brief explanation of
your findings.
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4.1 1997 Income Range Estimates, Aggregate Income, and Estimated Aggregate

Estimated 1997
1989 Income Ranges* Income Ranges Orange Mound Households
Lower Limit Upper Limit 1989-97 Income Adjustment® Lower Limit Upper Limit CT 67 CT 68 Total
$ o $ 4,999 $1.382 $ o $ 6,909 503 306 809
5,000 9,999 1.382 6,910 13,819 478 236 714
10,000 12,499 1.382 13,820 17,274 170 95 265
12,500 14,999 1.382 17,275 20,729 119 107 226
15,000 17,499 1.382 20,730 24,184 160 105 265
17,500 19,999 1.382 24,185 27,639 101 79 180
20,000 22,499 1.382 27,640 31,094 56 75 131
22,500 24,999 1.382 31,095 34,549 101 48 149
25,000 27,499 1.382 34,550 38,004 118 30 148
27,500 29,999 1.382 38,005 41,459 23 15 38
30,000 32,499 1.382 41,460 44,914 62 69 131
32,500 34,999 1382 44,915 48,369 21 5 26
35,000 37,499 1.382 48,370 51,824 22 49 71
37,500 39,999 1382 51,825 55,279 22 16 38
40,000 42,499 1.382 55,280 58,734 27 7 34
42,500 44,999 1.382 58,735 62,189 9 13 22
45,000 47,499 1.382 62,190 65,644 7 9 16
47,500 49,999 1.382 65,645 69,099 16 16
50,000 54,999 1.382 69,100 76,009 33 40
55,000 59,999 1.382 76,010 82,919 (o] 19 19
60,000 74,999 1.382 82,920 103,649 14 28 42
75,000 99,999 1.382 103,650 138,199 10 (o] 10
100,000 124,999 1.382 138,200 172,749 (o] 8 8
125,000 149,999 1.382 172,750 207,299 o o o
150,000 211,800 1.382 207,300 292,708 o] 4 4
Totals 2,072 1,330 3,402
Mean household income
Mean expenditure per household
(2) Income ranges from 1990 Census of Population & Housing. (2) Income adjustment to account for inflation and growth in real income.

estimated 1997 household income range.
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Household Expenditures, Orange Mound Neighborhood

Est. 1997 Midpoint Estimated Aggregate CES Ratio of Expenditures CES Reference Group* Estimated Aggregate E
HH Income Income to Income? Expenditures
$ 3,454 $2,794,536 4.770 Same expend. as $5K-10K $13,329,937 1
10,364 7,400,117 1.590 Midpoint $5K-$15K 11,766,185
15,547 4,119,904 1.360 Midpoint $10K-$20K 5,601,010
19,002 4,294,409 1.286 $15,000 to $19,999 5,522,025
22,457 5,951,054 1.097 $20,000 to $29,999 6,528,307
25,912 4,664,126 1.097 " 5,116,546
29,367 3,847,052 1.097 ! 4,218,458 =
32,822 4,890,450 0.948 $30,000 to $39,999 4,636,146 [
36,277 5,368,968 0.948 " 5,089,781 '
39,732 1,509,809 0.948 ! 1,431,603
43,187 5,657,472 0.858 $40,000 to $49,999 4,854,111
46,642 1,212,687 0.858 " 1,040,485 ‘
50,097 3,556,873 0.858 ! 3,052,991 .
53,552 2,034,969 0.837 $50,000 to $69,999 1,703,269
57,007 1,938,232 0.837 " 1,622,300
60,462 1,330,160 0.837 " 1,113,344
63,917 1,022,669 0.837 ! 855,974 1
67,372 1,077,949 0.837 ! 902,243
72,554 2,902,172 0.649 $70,000 and over 1,883,510
79,464 1,509,822 0.649 ! 979,874
93,284 3,917,941 0.649 ! 2,542,744
120,924 1,209,243 0.649 " 784,874
155,474 1,243,794 0.649 ! 807,300
190,024 o 0.649 " o}
250,004 1,000,015 0.649 " 649,072
$74,454,422 1.156 $86,032,090
$21,885

$25,289

(3) Calculated from 1995 BLS Consumer Expenditure Survey (CES). (4) CES household income group most closely matching the

o
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Learning Objectives

After reading this chapter, you will be able to

Customer Relationship

Management and
the Marketing Research Process
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Understand the essential
elements that make up a
customer relationship
management program.

Describe the relationship
that exists between
marketing research and
customer relationship
management.

Understand the meaning
of market intelligence.
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Describe how customer
knowledge/information
is used in a customer
relationship
management
environment.

Understand the role of
technology in a
customer relationship
management program.

Ilustrate the process of
data collection for a
customer relationship
management program.




Hair et al.: Marketing Ch 5: Customer

Research, Second Edition

Part 1: Marketing Research
Information and
Technology

Relationship Management
and the Marketing

© The McGraw-Hill
Companies, 2002

“As few as 10 percent

of your customers contribute

90 percent to the company’s
profits.

The problem is finding out

who they are!!”*

—DAVID 0OGILVY
President
Ogilvy & Mather

Merce

to Trac
ercedes-Benz prides itself on sophistication, so
@its American arm, Mercedes-Benz USA, didn’t
want to look clumsy by mishandling its swelling
database of current and potential customers.
Mercedes drivers, however, are tough to keep
track of. Many are high-level business executives
who own multiple homes, relocate often, and receive
mailings at work. Women, in particular, can be a
challenge for database managers—retaining their
maiden name after marriage, taking their husband’s
surname or taking a hyphenated name, and then
possibly changing their name again after a divorce.
Add to this mix the children of Mercedes drivers,
who often go away to college and then address-hop
as they start careers, and it’s easy to see why
Mercedes struggles to keep accurate, up-to-date
data on 2.5 million current or past U.S. customers
and another 7.5 million potential customers.
Responsibility for ensuring that these customers
don’t receive annoying duplicate marketing letters
and phone calls has fallen to Mark Juron, general
manager for product management in parts and
services, and Lori Adelson, manager for customer

relationship management. They first headed up a
group that built and deployed the company’s call
center database in the early 1990s.

Since then, that database has become more
complex, and Mercedes has sought to extend
access to it beyond the call center. The carmaker
last year turned to Acxiom Corporation, a 32-year-
old provider of real-time, multichannel customer
data integration applications.

With Acxiom’s AbiliTec software, which is
licensed starting at $50,000, Mercedes has
reduced duplicate database listings. AbiliTec draws
from a wealth of change-of-address data, marriage
records, and other information to assign each
customer a unique identification number that
Mercedes can keep in its customer database.
“We’ve appended the AbiliTec link to each person
on the database and used the link to consolidate
people who’ve been duplicated,” Adelson said. “So
then we have our database cleansed on both an
individual and a household basis.”

When Mercedes tested AbiliTec by consolidating
all of its customer records from California, it found
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that 30 percent of the records were duplicated and
were causing a big waste in postage and printed
materials.

Having a unique ID number for each customer
also enables Mercedes to more accurately identify
and track interactions with a customer, regardless
of whether the contact was made via the phone
center, the company’s website, or a visit to a
Mercedes dealership.

Mercedes sends the data collected from
customers to Acxiom either in batch mode or in

Marketing Research Information and Technology

real time via a high-speed connection. When it
receives a unique ID number back for each name,
Mercedes can decide whether to retain the
customer’s home address and delete the business
address or keep both addresses active on its
mailing lists. The efficiency Mercedes has gained
conforms with the image it likes to convey, Juron
said. “The way you interface with the customer,
and the time you save, and the fact that you don’t
send multiple mailings to the same household, are
beneficial,” he said.

Value of Customer Relationship Management

Customer relationship
management (CRM)
Management of
customer relationships
based on the integration
of customer information
throughout the business
enterprise in order to
achieve maximum cus-
tomer satisfaction and
retention.

Customer relationship management (CRM) is neither a concept nor a project. Instead,
it’s a business strategy that aims to understand, anticipate, and manage the needs of an
organization’s current and potential customers. As illustrated in the opening vignette for
Mercedes-Benz, CRM is a combination of strategic, process, organizational, and techno-
logical change, whereby a company seeks to better manage its own enterprise around cus-
tomer information. Acquiring and deploying knowledge about customers and using this
information across all areas of the business is the focus of CRM. The outcomes are high
customer knowledge, increased revenues and profits, increased service quality, and maxi-
mum customer satisfaction.

Recently, Allied Medical Corporation, a large North American medical service provider,
faced some interesting challenges—not unlike those of many other businesses.” Simply put,
the company lacked a customer-driven information focus. It failed to respond to the rapidly
changing and evolving customer. Its technology infrastructure was insufficient to support
information for customer decisions. As a result, customers and the agents who sold its services
were defecting, customer retention rates were falling, and operating costs were escalating. The
organization had an immediate need to establish a customer relationship management strat-
egy within the organization, and it had to ensure that the culture would take hold and trans-
late into changed behaviors. What the organization failed to recognize was the following:

1. There is a strong correlation between customer satisfaction and customer retention.
Recent studies indicate that 95 percent of customers who rate service as “excellent”
will repurchase from an organization and are “highly unlikely” to switch to another
product or service provider.

2. Asillustrated in Exhibit 5.1, for every 100 dissatisfied customers more than half will
defect from the company if not given the proper opportunity to complain about the prod-
uct or their service encounter. As illustrated in the next section of this chapter, informa-
tion generated from complaint behavior is a key data ingredient for a CRM strategy.

3. The focus on “making and selling” will not work in today’s competitive environment.
Knowing your customer and increasing value-added components to the customer is a
key dimension to profitability. Business and market intelligence tools are key to
obtaining information from customers and understanding customer behaviors.

From these facts the basics of a CRM strategy was formulated: Improve revenues through
increased customer satisfaction and retention by better collection and dissemination of
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5.1 Efforts to Encourage Customer Complaints and Manage Customer Dissatisfaction

Enterprise The total
business unit, including
all facets of the business
as well as suppliers and
retailers.

80% Resolved 95% Retained
in 24 Hours

20% 5% Exit s
Complain 20% Not
Resolved 46% Retained
in 24 Hours

100 Dissatisfied
Customers

54% Exit

80% Do Not 39% Retained
Complain

61% Exit

Source: Roger Best, Market-Based Management, 2nd ed. Upper Saddle River, NJ: Prentice Hall, 2000.

customer information throughout the organization. This focus led the organization to adopt
a CRM culture and implement a total CRM approach within the enterprise, the total busi-
ness unit including all facets of the business as well as suppliers and retailers.

Essentials of Customer Relationship Management

Customer relationship management has many names. Some call it customer management,
others refer to it as customer value management, customer centricity, or customer-centric
management. Regardless of the term used, customer relationship management (CRM) is
the management of customer relationships based on the integration of customer informa-
tion throughout the business enterprise in order to achieve maximum customer satisfaction
and retention.

Businesses have always been subjected to strong and rapidly changing environments.
Environmental change has been a business focus for decades. Now, a well-established
newcomer is changing the traditional business environment even more: e-business, the
Internet and the Web, and electronic commerce are the new players that are causing more
disruption in the business environment. Travelocity in the travel industry, Autobytel in
auto retailing, eBay in auctions are new entrants that are invading old industries. Even
more critical is the development of entirely new businesses: AOL Time Warner, Mannes-
mann, Lending Tree. Given these changes, businesses have rediscovered that, more than
ever, in the face of increased competition, mature markets, and ever-demanding customers,
treating existing customers well is a better source of profitability and sustained growth. In
other words, keep your customers and do all that you can to develop business with them.
Retaining customers is a lot cheaper than trying to attract new ones—by a ratio of one to
three in sales and marketing expenditures.

The implementation process behind relationship marketing is CRM. Over the past
decade businesses have been transformed: where they once sold products or services on a
transaction basis and behaved as if they were constantly in a customer acquisition mode,
they now strive to retain customers to ensure increased spending on products and services.
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Customer interaction
The relationship
between the enterprise
and the customer.

Customer knowledge
The collection of
customer interaction
information used to
create customer profiles
that can be used to tailor
interactions, segment
customers, and build
strong customer
relationships.
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Today, businesses are “enterprises” and are driving toward establishing dialogue with cus-
tomers, understanding and anticipating customer change, and attempting to maximize the
lifetime value of the customer.

CRM, as just described, is the way the small corner grocer used to treat customers—on a
one-to-one basis. CRM now attempts to do this on an “institutionalized” basis for millions of
customers. CRM focuses on one customer at a time, but for millions of customers. To accom-
plish such a task, CRM operates on a simple yet often misunderstood concept—customer
interaction. In a CRM context, customer interaction is based on the relationship between
two parties, the enterprise and the customer. However, being a virtual entity, the enterprise
does not have relationships per se because there is no one person in the enterprise that a cus-
tomer can develop a relationship with. Therefore, relationships are based on the perceptions
that the customer has of the enterprise. This perception is the end result of all the interactions
that the customer has with the enterprise, directly or indirectly. The source can either be inter-
nal, through customers’ interactions with different parts of the enterprise (distributors, sales,
customer service), using different communication channels (face-to-face, telephone, e-mail,
websites), or external (advertising campaigns, direct mail, surveys). CRM becomes the man-
agement of the capability to interact with the customer such that every interaction is positive
and reinforces the relationship; and, more important, every interaction becomes a stored and
usable information source for the CRM program. In short, the interaction becomes the major
data collection method for customer relationship management.

Storage and use of customer interaction information are the critical component on the
CRM program. This information becomes what is known in the CRM program as cus-
tomer knowledge. Customer knowledge is the collection of customer interaction informa-
tion used to create customer profiles that can be used to tailor interactions, segment
customers for appropriate products and services, and build stronger relationships.* Market-
ing research becomes the tool for which customer interaction information is collected,
stored, and analyzed. Exhibit 5.2 provides a simple illustrated view of the CRM process.

5.2 ASimple Flow Model of the Customer Relationship Management Process

Determine Current Level of
Customer Relationships
within the Enterprise

Establish Interaction with
Current Customer Base

Leverage and Disseminate
Customer Information
throughout Enterprise

A

\
Acquire and Capture
Customer Data Based on
Interactions

Analyze Data for
Profitable/Unprofitable
Segments

Use Technology to Store
and Integrate Customer
Data
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The process begins with the enterprise determining the current level of relationships it has
with its customers. Next, the enterprise establishes interaction with the customer base for
the purpose of acquiring and capturing customer information. Technology is then used to
support the CRM process by storing and integrating the customer data. Information on
customers is then analyzed for the purpose of determining profitable versus unprofitable
customer segments. Once determined, this information is disseminated throughout the
entire enterprise for all business units to utilize in direct or indirect contact with the cus-
tomer. The objective is to build stronger relationships with profitable customers for maxi-
mum customer retention.

Marketing Research and Customer
Relationship Management

Market intelligence

The use of real-time
customer information
(customer knowledge) to
achieve a competitive
advantage.

One of the primary roles of marketing research in the CRM process is to collect, store, and
analyze customer interaction information (customer knowledge). In doing so, marketing
research takes on a new role that is unique to the CRM environment. This role is to trans-
form the practice of marketing research into one of market intelligence. This approach
moves away from traditional market research practices of pure data gathering, into one
where data acquisition is strategic and transactional in focus. In short, market intelligence
is based on real-time customer information. A more detailed discussion on market intelli-
gence is found in the following section.

For the focus of our discussion here, market intelligence begins with the notion of cus-
tomer knowledge. Customer knowledge is the necessary starting point for any CRM
process. An enterprise cannot begin to address its customers’ needs and wants, and thereby
offer value, unless it understands clearly the evolution and change of the customer. In a
CRM environment the major use of customer knowledge data is as a means of assessing
profitability. In addition, other knowledge data that are needed relate to providing
increased value to the targeted segments of profitable and potentially profitable customers.
Therefore, from a marketing research perspective, the four major questions to address in
the CRM process are:

1. What kind of relationship will add value to the enterprise’s customers (loyalty
programs, preferred customer status, etc.)?

2. What is the value perception of the customer segment, and how can the value be
enhanced (direct communication to customers, new services, etc.)?

3. What products and services, and what mode of delivery, have value to the customer
segment (e.g., stock market alerts via Web-enabled cell phones)?

4. What are customers’ responses to marketing and sales campaigns?

In an attempt to answer the four major questions, the marketing research responsibility is
to capture and integrate information about consumers from multiple sources. This
includes demographic and psychographic data, behavioral and preference data, com-
plaint behavior, and all other direct and indirect communications with the enterprise.
Data of this nature are used for two purposes: to create customer profiles that can be used
to tailor interactions with the customer, and to segment customers in order to develop
appropriate product and service offerings, marketing campaigns, and relationship and
divestiture programs.
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Silo Collection of data
by one functional area of
a business that is not

shared with other areas.

Research Process
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Collecting and capturing such information entails the development of a market intelli-
gence culture. This culture is designed not only to collect and capture customer information,
but also to integrate the information into all facets of the enterprise. Most customer data in
an enterprise exist in silos, that is, data that are exclusive to one functional area of the enter-
prise and not normally shared with other areas of the enterprise. For example, late payment
notices from accounting are normally not shared with customer service departments
attempting to introduce customers to a new product or program. Data such as these not only
need to be integrated but need to be shared with all departments of the enterprise so that
informed understanding of the customer is gained by all who interact with the customer.
This level of knowledge and integration comes about only through market intelligence.

Transforming Marketing Research
into Market Intelligence

Granular data Highly
detailed, highly person-
alized data specifically
structured around an
individual customer.

Customer-centric
approach Use of
granular data to antici-
pate and fulfill
customers’ desires.

A few years ago, South Central Bell (SCB) lost almost 27 percent of its intrastate long-
distance telephone customers to other long-distance providers. Using highly refined infor-
mation on the profitability of those customers, SCB segmented its defectors and tailored a
strategy to win them back. The company was able to re-sign 7 percent of those who left for
another service provider. This resulted in the retention of almost 50 percent of SCB’s most
profitable customers, leaving the unprofitable customers with the competition. Through addi-
tional research, SCB gained important information from those customers, including how
competitors lured them away and how those customers rated the service quality of SCB. The
company learned that its service was weak and needed to be enhanced immediately.

This example illustrates a well-known premise that approximately 20 percent of a com-
pany’s customer base provides a significantly high percentage of revenues and profit. In a
research study by Coca-Cola, it was found that one-third of its Diet Coke drinkers con-
sumed 84 percent of the total product sold.” On the basis of this type of data, companies are
fighting to increase profits from high-consumption customers. Companies today, just like
Coca-Cola and South Central Bell, are following an enterprisewide focus, examining all
organizational departments for the purpose of sharing and leveraging information. The
goal of this process is to transform the company from a marketing research, information-
acquisition company to a market intelligence enterprise that shares information for the pur-
pose of being connected, responsive, and proactive to its customer.

The market intelligence enterprise follows a different business model from more tradi-
tional companies. This model promotes a competitive advantage by using customer infor-
mation at the granular data level, that is, data that are highly detailed, highly personalized,
and specifically structured around the individual customer. This enterprise embraces the
vision that targeting customers is not sufficient—capturing customers is the goal. On the
basis of granular customer information, market intelligence enterprises anticipate the
desires of the customer and refine their offerings according to this anticipation. This is com-
monly referred to as the customer-centric approach in a CRM environment. A customer-
centric approach facilitates convenience and efficiency for customers in their interactions
with the enterprise. Again, as mentioned earlier, the purpose of the interaction is to obtain
information from the customer in order to build and solidify a relationship. The In the
Field box illustrates how the process works in the financial industry.

The market intelligence enterprise possesses four unique characteristics that shape and
define its character. These characteristics are also the defining qualities of a sound CRM
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A Closer Look at Research

CRM in the Financial
Services Industry

MIECO, a financial services company, tailors its
products to each customer's needs. One
particular customer’s package includes a money
market fund, a mutual fund, a credit card, a home
mortgage, and home, life, and auto insurance. MIECO
knows the customer travels frequently for work and
relays this information to its credit card partner to
prevent unnecessary calls to the customer for
authorization when there are periods of heavy use.
Having accumulated customer preferences by
learning habits and trends through each
transaction, MIECO sends offers that have a high

In the Field

on the tax implications of owning a second home
and reviews the customer’s financial holdings,
offering suggestions on how to finance a second
mortgage. And when interest rates drop, MIECO e-mails
the customer to see if he or she wants to speak
with a MIECO representative about refinancing the
first mortgage. Using family information from the
insurance policy, the company sends timely
information on college loan programs, something
the customer has agreed to receive. This customer
asked to be contacted by e-mail, never by phone,
and MIECO makes sure that this happens.

degree of acceptance (e.g., information on vacation
home real estate opportunities and car lease
changes). The company also provides information

program: (1) the strategic use of customer information; (2) information based on a transac-
tional focus; (3) enterprisewide approach to the use of information; and (4) technology
support of the CRM structure.

Strategic Use of Customer Information

As mentioned earlier in the chapter, two key questions that drive a CRM program are
“What does my customer value?”” and “What is the value of my customer?” An enterprise
driven by market intelligence addresses these questions through its unending effort to
strategically use customer information to sort customers into profitable and unprofitable
segments. Information from various sources both within and outside the enterprise must be
organized and categorized into the firm’s data warehouse. The primary information col-
lected includes customer information from transactions (purchase frequency, credit infor-
mation), salespeople (competitive information), call centers (customer service lines), sales
promotions (purchase habits), survey data (customer satisfaction), in-store interactions, the
Internet, kiosks, demographic information, service bureaus, database marketing compa-
nies, and even motor vehicle registration. The enterprise will then perform statistical
analysis of a customer’s value, likes and dislikes, lifetime value, and profitability. Using
this information, the enterprise will refine its product and service offering to meet the
needs of the most profitable customer segments, build loyalty among these customers, and
manage positive relationships with them.

In the consumer electronics industry, for example, young single adults seek to purchase
new stereos for home and auto; childless newlyweds desire small appliances for the home;
new parents often seek camcorders; and established families look for multiple televisions,
DVDs, and home computers. Retired adults buy electronics for second homes; divorced
men begin spending to set up new households. This is the type of information that can be
profitable to a market intelligence enterprise.
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Technology and the Marketing
Research Process

Marketing Research Information and Technology

Information Based on a Transactional Focus

In every transaction or contact with the customer an opportunity exists to capture customer
information, invest in the customer relationship, and build loyalty. Additionally, real-time
communication between the buyer and the enterprise enables the firm to enhance its posi-
tive interaction with the customer. During real-time communication, the enterprise has the
opportunity to capture information beyond the transaction. For example, the process can
uncover what each customer actually desires, not just what the customer purchases when a
desired item is not available. The enterprise then pushes that information throughout prod-
uct planning and production to cater to the reason for needing the product or service.

Beyond the transaction, enterprises can collect information relating to the context of the
interaction. Through contextual marketing, a bank, for example, might learn that a particu-
lar customer generally phones the bank’s call center on Sunday evenings. When the bank
wants to communicate with that customer, that would be a good time and the telephone
would be an excellent way of conducting the interaction.

Enterprisewide Approach to the Use of Information

The process of gathering information during each transaction or at each contact with the
customer and using that information is critical to the success of a CRM program. It is also
critical that the information not remain in the hands of marketing or advertising but be dis-
seminated throughout the enterprise. Successful CRM enterprises use information across
all business units to manage the supply chain, create customized products and pricing
structures, acquire new customers, and improve service and quality. In a CRM context, this
is referred to as “information at every touchpoint,” that is, all individuals in the enterprise
having direct or indirect contact with the customer must be exposed to the identical level
of information pertaining to that customer.® All business units—accounting, engineering,
production, marketing, distribution, and so on—not only share information about cus-
tomers, but share the same information about customers. This level of shared information
must even extend beyond the firm to include all facets of the enterprise—suppliers, inde-
pendent contractors, facilitating agencies, and retailers.

Technology Support of the CRM Structure

Technology support makes it possible to develop a strategic, information-rich CRM infra-
structure. Technology provides the platform for turning customer data into customer knowl-
edge. In short, information technology plays a pivotal role enabling companies to maximize
profitability through precise targeting of market segments. We are now in a new era of
technology-enabled marketing research, which involves leveraging relationships through
the use of technology. For example, an enterprise collects customer data relating to demo-
graphics, billings, transaction summaries, satisfaction levels, and service quality. These
data, when combined with additional primary and secondary data, then become integrated
and stored in a centralized database called a data warehouse. The data are then analyzed
through such techniques as data mining (data warehousing and data mining will be dis-
cussed in Chapter 6). With powerful new technological approaches such as those just men-
tioned, companies are now leveraging technology so that information itself becomes a
primary product.

In short, technology can greatly assist in managing the data required to understand cus-
tomers so that appropriate CRM strategies can be adopted. In addition, the use of information
technology (IT) can enable the firm to collect the necessary data to determine the economics
of customer acquisition, retention, and lifetime value. For example, as indicated in Exhibit 5.3,
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.----% IEIT 5.3 CustomerRelationship Management—Matrix Technology Group, Inc.

PRODUCT PROFILE: DATALODGIC & N.QUE CAMPAIGN MANAGEMENT

You need a machine.

Serious jobs require serious tools. Datalodgic and N.Que are an integrated suite of serious marketing automation and process
management software tools, designed to simplify and expedite the execution of multilevel, corss channel database marketing
campaigns. DataLodgic puts powerful client-server technology at the fingertips of the marketer through desktop access in a highly visual
and user-friendly format. N.Que put web-based access to data and activities in a console and portal format for global coordination and
collaboration of campaigns.

You need access to the data.

Forty percent of surveyed users rate segmentation as the most important functionality in selecting a campaign management tool. N.Que
Segment Builder supports users from the serious analyst to the non-technical database marketer. For the non-technical user, N.Que
Segment Builder accesses existing tables and utilizes “drag and drop” technology to conditionally qualify the best audience for the
planned marketing promotion. These users can now think and act in marketing terminology, “translating” English instructions into SQL
script. Power users have the ability to create entirely new data sources and dynamic user defined data models, and have complete
access to SQL statements for customization and modification. Other core functionality includes user-defined sampling, ranking,
quantiling, Target Slice and Merge.

You need to get in tune with your customer.

The foundation of customer relationship management is knowing, understanding, anticipating and reacting to the needs of the individual
customer. Datalodgic Studio is a planning and execution campaign management environment designed to help businesses maximize
CRM. Proactive marketing execution must be a “live” process. Promotions or campaigns must be customized to fit the nuances of the
audience and then be adjusted in a dynamic way to the consumer’s purchases and communication preferences. Through “organized”
intelligence, DataLodgic Studio helps the marketer plan, design, budget, and ask all the “what-if” questions before committing to a
potentially flawed campaign. The decision-making factors of critical path dependencies and resource allocation are reduced to
mathematical equations in DataLodgic Studio, which clearly depicts every cost and anticipated response at the desktop level.

You need to turn plans into actions.

Datalodgic Data Factory is the engine technology that drives the marketing process, addressing the point at which many database
marketing plans fail—in the execution. Failure occurs because few, if any, products deal specifically with the complexities of moving
large amounts of data efficiently. DataLodgic Data Factory, with its intelligent processing command structures, optimizes the results of
today’s multi-source, multi-dimensional data.

Putting People and Technology on Common Ground.

Business today is a combination of two worlds: people and process. A world of people with varying skill sets, and a world of technical
processes that form the foundation of business operations. The common problem is that all too often, the two worlds operate
independently of one another. The solution to unite these two worlds is N.Que, the Process Management application from Matrix.
Operating across the infrastructure of a company, N.Que encourages people and technology to work as one collaborative unit. N.Que
provides an “open”, flexible solution that delivers real-time visibility and control over business initiatives via the web. Our unique data
driven architecture connects to, and utilize data values and terminologies that are known and understood in your company.

The information you need, When you need it.

The ability to productively manage a company is directly impacted by the ability to “see” into all aspects of the business. N.Que provides
executives with a desktop “view” of corporate-wide planned and actual business objectives in action. It allows marketing executives to
“drill down” to any level under their authority, and gain instant real-time status on projects, people and processes. With extensive
analytical and reporting capabilities, N.Que enables marketers to make informed decisions in a fraction of the time required in the
traditional assimilation process.

“Informed” Collaboration is the Key.

Workflow is the pulse at which a business runs. Utilizing three-tier web architecture, N.Que connects both internal and external project
stakeholders anytime, anywhere, providing a constant real-time status of all responsibilities. N.Que converts “Project Management”
from a localized plan into enterprise-wide corporate accountability, broken down to an individual level.

Using N.Que, marketing managers are able to quickly determine and prioritize resource allocation to ensure that their personnel are put
to optimum use. “True” critical path dependencies are logically established, enforced, time managed and monitored based on
authorities. The result is a positive, favorable working atmosphere, empowering employees to budget their time correctly to meet project
expectations. In this user-friendly, desktop environment, best practices become habit and workflow becomes manageable.

Datalodgic — Streamlining the Marketing Process to Create Profitable and Sustainable Customer Reltionships

N.Que - Empowering People, to directly enhance the Marketing Process, for improved Productivity (continued)
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.---% IEBIT 5.3 CustomerRelationship Management—Matrix Technologies, concluded

Matrix Technology Group, Inc. with its IT product suite known as Datalodgic and N.Que, provides companies with the necessary
technical processes to form the foundations of a CRM program. The DataLodgic and N.Que suite is not only a customer data acquisition
toolset, but it also serves as a segmentation, data analysis, and customer relationship-building toolset. Technology is also becoming the
driving force behind data collection methods in a CRM environment. Telecommunication, the Internet, and interactive store
environments are replacing many traditional methods of data collection. For more insights to CRM software visit the book’s website
(www.mhhe.com/hair) and follow the links to Matrix Technology Group, Inc.’s website (www.mxtg.net).

Source: Matrix Technology Group, Inc. Copyright © 2000 DeMartini & Associates, Inc. All Rights Reserved.

Matrix Technologies, with its IT product known as Datal.odgic, provides companies with the
necessary technical processes to form the foundations of a CRM program. DatalLodgic is not
only a customer data acquisition tool but also a segmentation, data analysis, and customer
relationship—building tool. Technology is also becoming the driving force behind data collec-
tion methods in a CRM environment. Telecommunication, the Internet, and interactive store
environments are replacing many traditional methods of data collection.

Data Collection in a CRM Environment

Growth in the electronic marketplace and the resultant increase in the availability of and
access to customer data have been major drivers of the accelerated pace at which enter-
prises are adopting technology-based solutions for CRM. Technology is the driving force
not only behind the integration and sharing of data, but also for collecting and capturing
customer data. In most CRM programs data are tracked at the point of customer interaction.
This may occur at point-of-sale terminals (register) or on the Web. Regardless of the source,
the goal is to collect all relevant customer interaction data, store the data in the data ware-
house, and subsequently analyze the data to render profitable customer profiles. Data ware-
houses and data analysis (data mining) will be central topics of discussion in Chapter 6. This
section will discuss the data collection process in the CRM program.

Accessing Customer Data over the Internet

Many customers surf the Internet under the illusion that their activities are private and anony-
mous. Signing onto the Internet, visiting virtual storefronts, sending and receiving e-mail, or
chatting in newsgroups—all these activities are increasingly being tracked by various busi-
nesses. Many businesses that are in a CRM mode conduct searches to gather information
about current or prospective customers. Such searches are classified as passive, active, or
directed.

Passive Data

Passive data Data Passive data, frequently referred to as automatic data, are automatically given to a busi-
supplied to a business ness once a consumer Vvisits a particular website. The type of data obtained by the business
when a consumervisits  is the Internet address, and it can appear in two forms. The internet protocol (IP) address is
the company’s website.  the numeric location of a computer physically attached to the Internet. Each computer has
its own unique and individualized IP address. The domain name (DN) is the second form
of data obtained over the Internet. This type of data combines geographical and specific
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user information. For example, look at Harold @memphis.edu. Harold is the user name,
Memphis is the server name, and edu is the location, in this case an educational institution.

Passively gathered data can be used by businesses in several ways. The information that
a surfer leaves by just visiting a site can easily be used to categorize individuals into larger
groups or segments. The business can narrow its customer demographic base by determin-
ing if there are any commonalities in the domain location of the customers and can target
advertising or promotional material to this common domain.

Active Data

Active data are acquired by a business when customers interact with the business’s web-
site. Through the use of “cookies” or online application forms filled out by the customer,
a tremendous amount of information about the customer can be obtained. A cookie is a
small piece of information which a Web server can store with a Web browser and later
read back from that browser. The user cookie is a unique identifier, assigned by the Web
server and saved on a customer’s computer, that is provided back to the Web server upon
request. Using this technology, a business can track a customer’s progress through a
website, page by page. Once a customer visits a website, the customer will have the
business added to his or her cookie file, indicating that this was a visited site. Conse-
quently, every time the customer accesses the business’s website, the business will have
the customer’s information and will then be able to track the number of times that cus-
tomer searched that website.

Added to passive data, active data increase the level of customer knowledge for the
enterprise. E-mail addresses, other volunteered information, and surfing patterns
tracked through cookies can be used to enhance knowledge of the customer. Such infor-
mation can also be used to predict the tastes, desires, preferences, and buying patterns
of the customer. For example, a customer may visit JCPenney.com and select such
items as clothing, DVDs, toys, or sporting goods. As the customer adds these items to
the shopping cart on the website, the list of these items is kept in the customer’s
browser’s cookie file so that all the items can be paid for at once at the end of the shop-
ping experience. Of course, if the customer makes a purchase, e-mail addresses, credit
card information, and geographic location of the customer are also retained in the file.
On the basis of a simple shopping trip, JC Penney now knows who the customer is,
where the customer lives, various forms of financial information, what was bought and
in what quantity, and how to contact this customer for future communications. The
interactive nature of this data collection method enables companies to use the informa-
tion obtained to target market efforts so narrowly that marketing efforts can be person-
alized for each individual customer.

Directed Data

Directed data are the most comprehensive data available on customers. Directed data are
not necessarily new information on customers but can be considered newly accessed infor-
mation on customers. For example, starting with only a customer’s last name, the Internet
can be used to find a person’s full address, get a map of the exact street location, a zip code,
motor vehicle registration, even the amount of political contributions made by the individ-
ual. From a source called the “Stalker Home Page,” a wealth of information on a person
can be obtained in a matter of minutes. This information is based on an individual’s credit
report, and, although it contains no financial information, it does contain an individual’s
name, address, phone number, and social security number.
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This type of data can yield all possible information about a customer. It can be used to
track a person’s visits on the Web and buying habits, and even generate a complete profile
of the individual. In fact, an organization known as “Personal Agents, Inc.” has developed
the technology to log and analyze a person’s browser patterns and, additionally, searches
outside of its home site and collects data from potential customers.

Customer Relationship Management in Operation

In a recent Dataquest survey among medium- to large-size enterprises, 65 percent of the
respondents indicated that they have or will have a CRM initiative deployed by 2002.
Average cost for implementation of a CRM initiative, as reported by respondents, is
approximately $125,000.” Given this level of proliferation of CRM, it is likely that CRM
will become a common business model well into the next decade. This model, as presented
in this chapter, and continuing into Chapters 6 and 7, can be summarized as:

1. Building customer relationships based on customer interaction. Interaction with the
customer occurs at all touchpoints throughout the enterprise, including online and
offline channels of communication.

2. Integrating customer data. The data generated during customer interactions are trans-
formed, integrated, and then aggregated and stored in a data warehouse.

3. Analyzing and transforming customer data into customer knowledge. Customer
knowledge is used to determine profitable and unprofitable segments.

4. Refining profitable segments to a point of granular interaction with individual
customers through personalized communication.

Summary of Learning Objectives

B Understand the essential elements that make up
a customer relationship management program.
Customer relationship management (CRM) is the
management of customer relationships based on the
integration of customer information throughout the
business enterprise in order to achieve maximum
customer satisfaction and retention. To accomplish
such a task, CRM operates on a simple yet often
misunderstood concept—customer interaction. Customer
interaction (in a CRM context) is based on the
relationship between the enterprise and the customer.
B Describe the relationship that exists between
marketing research and customer relationship
management.

One of the primary roles of marketing research in the
CRM process is to collect, store, and analyze customer
interaction information (customer knowledge). In
doing so, marketing research takes on a new role that is

unique to the CRM environment. This role is to
transform the practice of marketing research into one
of market intelligence.

B Understand the meaning of market intelligence.
The market intelligence enterprise follows a business
model different from that of the more traditional
companies. This model promotes a competitive
advantage by using customer information at the
“granular” level, that is, data that are highly detailed,
highly personalized, and specifically structured around
the individual customer. This enterprise embraces the
vision that targeting customers is not sufficient;
capturing customers is the goal.

B Describe how customer knowledge/information
is used in a customer relationship management
environment.

Two key questions that drive a CRM program are “What
does my customer value?” and “What is the value of my
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customer?” An enterprise driven by market intelligence
addresses these questions through its unending effort to
strategically use customer information to sort customers
into profitable and unprofitable segments. Information
from various sources both within and outside the
enterprise must be organized and categorized into the
firm’s data warehouse.

B Understand the role of technology in a customer
relationship management program.

Technology support makes it possible to develop a
strategic, information-rich CRM infrastructure.
Technology provides the platform for turning customer
data into customer knowledge. In short, information
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technology plays a pivotal role enabling companies to
maximize profitability through more precise targeting
of market segments.

B Illustrate the process of data collection for a
customer relationship management program.

In most CRM programs data are tracked at the point of
customer interaction. This may occur at point-of-sale
terminals (registers) or on the Web. Regardless of the
source, the goal is to collect all relevant customer
interaction data, store the data in the data warehouse,
and subsequently analyze the data to render profitable
customer profiles.

Key Terms and Concepts

Active data 135
Customer-centric approach 130 (CRM) 126
Customer interaction 128

Customer knowledge 128 Enterprise 127

Granular data 130

Customer relationship management

Directed data 135

Market intelligence 129
Passive data 134
Silo 130

Touchpoint 132

Review Questions

1. What are the three major benefits that a company can realize from a CRM program?

2. Briefly describe the basic essentials of a CRM program.

3. Briefly explain the following concepts as they apply to a CRM environment: the strategic
use of customer information, information based on a transactional focus, enterprisewide
approach to the use of information, and technology support of the CRM structure.

4. What role does technology play in a CRM program?

5. What significant implications exist when companies collect the following data: active
data, passive data, and directed data.

Discussion Questions

1. Describe the CRM process and discuss the potential contributions this process has for

a business enterprise.

2. EXPERIENCE THE INTERNET. Conduct an Internet search on customer relationship man-
agement. In your search, try to identify 10 companies that are currently practicing CRM.

3. EXPERIENCE THE INTERNET. Conduct an Internet search for consulting firms that pro-

bl

vide CRM assistance for businesses. Select a firm and provide a brief write-up on what

that firm provides regarding CRM.



ALl

Pl [

Hair et al.: Marketing Part 1: Marketing Research | Ch 5: Customer © The McGraw-Hill

Research, Second Edition Information and Relationship Management Companies, 2002
Technology and the Marketing
138 Marketing Research Information and Technology

Customer Relationship Management at First Tennessee Bank

With Tennessee one of only two states that borders on eight other states (Missouri is the
other), it’s natural for First Tennessee Bank to want to provide its customers direct access
to the largest possible range of financial products and services. The bank’s All Things
Financial strategy drives decisions as to which lines of business to pursue and which to
drop. Over the past 18 months, divestitures have included educational loan portfolios, an
ATM servicing network, affinity credit card accounts, and its corporate and municipal trust
business. “We want to have the financial resources to devote to those situations where we
can have multiple relationships with a customer,” said Patrick Ruckh, chief technology
officer at $19 billion First Tennessee. “If it’s a single relationship product or service, we
probably don’t need it in terms of financing our strategy.”

As some product lines get dropped, others get added. The bank has begun offering
online banking for small business customers using the Business e-Finance Suite from
Boston-based Financial Fusion, a Sybase subsidiary with which First Tennessee has had a
relationship for several years. The Java-based Business e-Finance Suite features the ability
to initiate wire transfers, originate automated clearinghouse (ACH) payments, view
accounts, transfer funds, and pay bills. The Business e-Finance Suite augments First Ten-
nessee’s installation of Financial Fusion’s Consumer e-Finance Suite.

The single-minded focus toward developing multiple relationships has led the bank to a
reexamination of its customer relationship management systems. “We’ve got several
homegrown systems right now, but we’re in the process of reviewing that,” said Ruckh.
“We have a mortgage company, a brokerage, insurance and mutual fund companies. [The
system] has to be able to accommodate the financial needs of all those products and all
those kinds of customers, so that we can do a better job using our products to ensure the
financial success of our customers.” But Ruckh, who’s already made his short list, doesn’t
want to hear from every CRM vendor in the country. He’s already privy to a range of cus-
tomer experiences through his affiliation with several professional organizations, includ-
ing the Mid-America Automation Group, composed of CIOs (Chief Information Officers)
from noncompeting banks around the country that share information about their respective
experiences.

First Tennessee’s strategy of developing multiple relationships with key constituents
also pays off in other arenas. Susan Bies, a former executive vice president with 22 years’
experience at the bank, was recently named to the Federal Reserve Board. Yet another
example is a seven-year contract that the bank signed recently with Viewpointe Archive
Services, a joint venture of J. P. Morgan Chase, Bank of America, and IBM, to provide its
customers with Internet and branch access to check images. Accordingly, both First Ten-
nessee and IBM were able to sell their partnership interests in Check Solutions, a Memphis-
based check and image processing software development and installation business, to
Dallas-based Carreker. First Tennessee already was outsourcing facilities management to a
200-employee organization managed by IBM.

Correspondent banks and lockbox customers will also use the image archive, as will
First Express, a 20-year-old joint venture between First Tennessee and Federal Express,
which has its largest air cargo hub in Memphis. First Express clears checks for other com-
mercial banks as well as for large commercial customers such as Charles Schwab and
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Merrill Lynch. “They can fly in checks, and we can clear them more rapidly than anybody
else,” said Ruckh.

Furthermore, having FedEx as a business partner means that First Tennessee enjoys
pricing advantages. “We don’t have an exclusivity contract with FedEx, but it would be
tough for somebody else to do it,” said Jim Blasingame, executive vice president and man-
ager of bank operations at First Tennessee.

First Express captures check images using IBM 3890 sorters for storage in the View-
pointe archive. “This new Viewpointe relationship is going to be very good for us and our
customers,” said Ruckh. The checks processed by First Express will be stored in the View-
pointe archive, which means that those checks will be accessible to the customers of banks
using First Express.

1. On the basis of Exhibit 5.1 in the chapter, where in the CRM process model would you
suggest First Tennessee is moving toward? Provide evidence for your conclusion.

r-Ar.m

2. Provide a detailed assessment of the CRM program being employed by First
Tennessee. On the basis of what you know about CRM, suggest improvements that
First Tennessee should consider to enhance its CRM program.

L
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Learning Objectives

After reading this chapter, you will be able to

Marketing Research
and Database Development

l=l

Tllustrate and define a
marketing research
database.

Explain the interactive
nature of marketing
research and data
enhancement.

Describe the dynamics
of database
development.

Illustrate the
development and
purpose of the data
warehouse.

HIlH
EEEEN

]

n
List the general rules of
thumb in database
development.
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Explain the process of
data mining as it relates
to the data warehouse.

Demonstrate
understanding of
technology in a database
context.

Understand the role of
modeling in database
analysis.
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“A lot of senior managers think
database development
is a marketing toy rather

once they understand what the system

themselves how they could have
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than a management tool...

is capable of doing, they ask

ever made a product
or pricing decision without it.”

—ROGER K. ATCHLEY
Database Consultant

arrah’s broke the mold of a conservative
industry when it decided to invest in technology
instead of enhancing its fantasy and glitz. The
bet paid off big time, with a groundbreaking, coast-
to-coast data warehouse network and integrated
customer database that has helped Harrah’s boost
revenue growth far beyond that of its flashier
competitors.

Now Harrah’s can boast of having the only
integrated coast-to-coast system that allows real-
time communication between all of its casinos; it
can inform a site in Nevada exactly how a visitor
from New Jersey likes to gamble, eat, and spend
money. This is the key to Harrah’s Total Rewards
program, a groundbreaking CRM strategy. Harrah’s
has changed the relationship with its customers
and set itself apart in the casino industry while
creating enterprise value for the total company.

By doing market research and conducting a few
satisfaction surveys, Harrah’s CEO, Phil Satre, found
that customers did indeed patronize different
Harrah’s sites around the country, rather than just

staying loyal to one. That led him and John Boushy,
senior VP of brand operations, to muse on the
possibility of extending its card player program so
that customers could use their cards at any
Harrah’s casino. They realized this would allow the
company to track particular customers—and, more
important, the way they use Harrah’s facilities—on
a national basis. Knowing when a customer last
visited Harrah’s, for example, which property and
restaurant were visited, what games were played,
and how much was spent would enable the
company to improve its service, customize the
comps (free dinners, show tickets, and hotel
rooms) it offered, and better tailor its promotional
activities. All of this would help tie customers to
Harrah’s brand and increase the company’s share
of the U.S. gaming market.

Utilizing a software program known as WINet,
Harrah’s now shares information across its
properties in real time. If a customer who had just
been gambling in Joliet, Illinois, hopped a plane to
try his luck in Reno, the employees there would
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know exactly what the customer did in Joliet and
what services to provide in Reno.

The company’s 35,000 slot machines and
customer service call centers are all connected into
what Harrah’s calls the “Unix Patron Database,”
which is a warehouse of customer and player data.
Analysts in the marketing research department
utilize a variety of query tools to access the data
warehouse and use SAS system software to do
predictive modeling.

The real-time access is key to enabling Harrah’s
Total Rewards program. A customer who receives a
promotion in the mail will call Harrah’s to inquire
about it, and as soon as the customer service agent
gets on the phone, a slew of information identifying
the customer pops up on the agent’s computer
screen. It indicates the level of spending by the
customer (platinum, gold, or diamond), where he
usually plays, how much he’s won or lost, his level
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of credit with the casino, how often he plays, and
even his total dollar worth to the casino.

The agent then asks the customer where he wants
to make a reservation and for what dates, and at the
same time the agent can bring up Harrah’s
reservation system to see if a room is available. The
agent asks if the customer is responding to a
promotion, which he doesn’t even have to have in his
hand at the time, as the Patron Database lists offers
that have been sent to the customer. The reservation
system then searches the Patron Database to see if
the customer has already received or redeemed the
promotion and if it is still valid.

This system has the ability to drill into Harrah’s
extensive data warehouse, which in turn allows the
company to customize its marketing efforts to the
individual customer—with an end result of maximum
customer retention. Retaining a customer costs one-
tenth as much as attracting a new one.’

Value of Database Information

Responding to the individual needs of customers in order to nurture customer relationships
is becoming a major objective behind many marketing research endeavors. Known in the
past as database marketing, the process of systematically categorizing timely customer
data is now becoming a critical function of marketing research. Simply stated, the roles
and responsibilities of the marketing research function are evolving from a process of
merely collecting data to one of generating information through shared dialogue with the
customer. Developing the ability to identify individual customers, ranking those cus-
tomers’ transactions over time, and knowing what those customers might or will buy
together form the new agenda in many marketing research practices. This agenda, as illus-
trated in the chapter opener, requires a blending of traditional marketing research practices
with procedural database development.

CRM and the Database Process

As illustrated in the chapter opening example, the foundation of any CRM process is its
ability to provide shared information across the organization to better develop programs
for the individual customer. For this to occur, a blending of market research information
and information technology must evolve. This evolution takes into account the process of
collecting and storing customer data in a data warehouse, partitioning and categorizing the
data in a customer database, and utilizing data analysis techniques to profile individual
customers and react to their desires. This evolution process is evident in Harrah’s ability to
use real-time customer data to nurture and retain patrons.

To understand how this shared information process evolves, our discussion will start
with a description of the database concept. How a database is developed and how it is
related to the data warehouse are the second step in the process. Finally, utilizing the data
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by changing it into customer information and customer profiles is the focus of the third
phase, known as data mining.

What Is a Database?

A marketing research database is a central repository of all relevant information concern-
ing a company’s customers. More specifically, a database is a collection of information
indicating what customers are purchasing, how often they purchase, and the amount they
purchase. A well-designed database incorporates information from a multitude of diverse
sources, including actual transactions, history of promotional effectiveness, consumer sur-
veys, secondary data, and other past marketing research project data. Unlike operational
databases that reflect accounting and financial data, a true research database allows users to
analyze purchase behavior, not intentions, over some predetermined time frame, event, or
business situation.’

A typical database is structured around actual transactional information, which is then
chronologically arranged to reflect each purchase occasion. Then, through a series of “mar-
keting” techniques, additional information (demographics, lifestyles, media habits) are
woven into the transactional data so a company can obtain a complete picture of who its
customers actually are. The outcome is a complete customer profile based on actual pur-
chase data, frequency of purchase, and amount of purchase at any given point in time. When
categorized effectively, this information provides a company with a total customer portfolio
to be used in making product or brand decisions, resource allocations, and decisions on
communication tools and distribution channels.

More specifically, the information in a marketing database is generated by the customer
via sales invoices, warranty cards, telephone calls, market research projects, and various
other applications of customer data such as those illustrated in Chapter 1. This information
is then logically arranged to allow for instant access whenever the customer contacts a
company or vice versa.

Such databases are normally linked to an interactive computer and telephone system
that can automatically provide a customer profile on demand. This enables the user of the
database to recognize customers by name, purchase history, general interests, and product
uses, as well as future product needs.

In addition, most marketing databases are complemented with information pertaining to
a company’s total product mix. This tells the user of the database exactly what a company
makes or sells, which items are the most popular, and which items are most suitable for
certain customer needs.

At the core of the database is a network that provides specific information on each and
every product or service provided by the company. With such information companies can
tell customers which replacement parts to order for their dishwasher, how to change a filter
on their air conditioner, what games are available for their Nintendo system, and what each
would cost. Even technical questions, such as those regarding installation of a home tele-
vision satellite system, can be routed to a company expert.

Airlines and travel agencies provide excellent examples of marketing database devel-
opment and usage. These service providers can book customers on complicated tours
around the world, have hotel rooms and rental cars waiting at each destination, and deliver
tickets, boarding passes, and itineraries overnight. This happens because of a networked
database that links airlines, hotels, car rental services, and express delivery systems. The
enhanced marketing database takes this concept one step further. With database informa-
tion, the service provider knows that a particular customer prefers a window seat, usually
travels with Northwest Airlines, always flies first class, is a World Club member, and uses
Hertz Number One Gold Club Auto Rentals. The service provider knows the address to
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which the tickets are to be delivered, the spouse’s name, and the home and office phone
numbers. All of the customer’s information is stored on the database and can be accessed
instantly anytime the service provider needs it.*

Purposes of a Customer Database

In the broadest sense, the purpose of any customer database is to help a firm develop mean-
ingful, personal communication with its customers. This level of communication deals
with the proper products or brands, the various prices of the product offering, the level of
customer service to be built into the total offering, and how much access customers have to
the product. In short, a customer database allows a company to communicate at the right
place, at the right time, with the right product, to the right customer.

More specific purposes of the customer database are (1) to improve the efficiency of
market segment construction, (2) to increase the probability of repeat purchase behavior,
and (3) to enhance sales and media effectiveness. To fulfill these purposes, the successful
customer database must allow users to measure, track, and analyze customer buying
behaviors. The role of marketing research, then, becomes one of generating, developing,
and sustaining the database. The remainder of our discussion will focus on these responsi-
bilities. Database construction, data collection procedures, and testing and evaluating
information outcomes are three main areas of database implementation.

All marketing research databases are constructed to achieve or enhance customer rela-
tionships. Such databases bring back the level of individual service lost due to mass mer-
chandising. In the past, local retailers knew each customer and his or her family members.
They established a bond with customers that included two-way communication, instilled
customer loyalty, increased customer satisfaction, and fostered the growth of the business.
Mass merchandising and discount retailing ended this relationship. Price, not loyalty,
began to drive customers’ purchase decisions. While quality of merchandise went up, per-
sonal service went down. Today the situation is reversing itself. By giving a firm access to
information on each customer’s family demographics, leisure activities, purchase history,
media interests, and personal socioeconomic factors, the modern database can help that
firm re-create personal service.

More specifically, four fundamental areas in which the database benefits the firm are
(1) exchanging information with customers, (2) determining heavy users, (3) determining
lifetime customer value, and (4) building segment profiles.

One of the most valuable benefits of a database involves the exchange of information
between a firm and its customers. Information on product availability, special features,
competitive product comparisons, repairs, and warranties are critical information require-
ments for customer service. Most businesses, through internal secondary data, have this
information available. The task becomes providing it to customers to allow them better
decision-making capabilities.

At the same time, customers possess a wealth of information absolutely essential for
any business. Why did customers buy a certain product? What features and benefits did
they seek? What other products are they likely to purchase? Successful databases con-
stantly provide such exchange of information. Every contact with a customer becomes an
occasion to provide more information to a database. Also, as a business learns more about
its customers, it will begin to understand what information customers want from it.

Information exchange will usually tell a business that all customers are not alike. With a
database, businesses can distinguish heavy, medium, and light users of their product or ser-
vice and adjust their strategy accordingly. The database’s ranking system for all customers
can help the business tailor products, benefits, and services to each class so as to keep
heavy users loyal and stimulate medium and light users to buy more.
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Within each user class, the business can also determine the expected lifetime value per
customer. When a customer is acquired, the database allows the business to determine
what it can expect from that customer. Calculating contribution to profit and overhead for
a customer’s lifetime with the company is a major task for the database. Using this lifetime
value, the company can easily calculate how much to spend on marketing activities to keep
the customer satisfied and loyal.

Finally, a marketing research database allows the business to answer the crucial ques-
tion, Why do some consumers buy our products or services regularly, while others do not?
The simple premise behind the database is that the consumers themselves can provide the
information necessary to answer this question. Further questions contributing to the over-
all answer include the following:

1. How do our products compare with the competition’s?

2. What is the relationship between perceived value and price of the product?

3. How satisfied are customers with the service level and support for the product?
4

. What are the comparisons among lifestyles, demographics, attitudes, and media habits
between heavy, medium, and light users of the product?*

Through various modeling techniques, the database can profile individuals on the basis of
selective characteristics or attributes that appear to distinguish buyers from nonbuyers. The
rest of our discussion will focus on the responsibilities involved in database development.

Marketing Research and Data Enhancement

Data enhancement

The overlay or partition-
ing of information about
new or existing
customers for the pur-
pose of better determin-
ing their responsiveness
to marketing programs.

The primary role of a database is to serve as an information and intelligence resource for a
company. Central to this objective is the process of data enhancement, which can be
defined as the overlay or partitioning of information about new or existing customers for
the purpose of better determining their responsiveness to marketing programs. As such,
data enhancement can allow organizations three distinct advantages:

1. More knowledge of customers. Knowing exactly who buys products or services is
extremely valuable in adjusting the strategic function of a company’s marketing plan.
Most databases are built with this purpose, concentrating on internal company data
limited to current users of a product or service. Data enhancement allows for external
primary data to be woven into current internal data to gain a more accurate categoriza-
tion of customers relative to their true value to the company. The external data
normally contain, but are not limited to, demographic, psychographic, behavioral, and
motivational data about various consumers.

2. Increase the effectiveness of marketing programs. Through data enhancement, the
marketing function of an organization can gain greater insights into communications,
distribution, and new-product development. When internal data about customers are
enhanced with external data, usage profiles by consumer can be tailored to reflect the
unique desires of various customer groups.

3. Predicting responsiveness to changing marketing programs. Having concise infor-
mation on various customer groups allows for increased targeting efficiency.
Efficiency is increased when current customer profiles are used to predict the probabil-
ity of targeting new yet similar customers with a new marketing plan. In short, the
probability of success regarding new programs and procedures can be calculated
according to the enhanced data.
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Effective Development of the Enhanced Database

A typical database contains three critical data units that can be interactively categorized for
unique customer profile reports: geodemographic factors, attribute data, and target market
dimensions. Exhibit 6.1 shows the interactive properties of these data units.

Geodemographic factors are generally sourced at one of two levels: geographic market and
residential area. At the residential level, information requirements center on the individual, the
household, and the zip code where current customers reside. The geographic market level
requires data at a more aggregate level representing metropolitan or regional market areas.

Typically, attitudinal data reflect an individual’s preferences, inclinations, views, or
feelings toward a particular product or service offering. Attitudinal data are one of the most
important topics in database development because of their relationship to purchase behav-
ior. In the context of the database, attitudinal data reflect a person’s overall attitude toward
the product itself, specific brands, and specific product features. When individuals prefer a
product or brand, they are more inclined to buy it than when they have no preference. In
essence, attitudinal data represent the prerequisites of purchase behavior.

Motivational data refer to the drive, urge, desire, or impulse that channels an individ-
ual’s behavior toward a goal. Motivational data typically involve those factors behind why
people behave as they do. Seeking particular product benefits, shopping at stores that are
convenient and comfortable, or simply enjoying the interaction with certain salespeople
may all constitute motivational characteristics that drive a purchase decision. In short,
motivational data reflect the activities behind the purchase. Whether the issue is brand loy-
alty, store loyalty, or media influence, motivational data describe those circumstances that
direct a customer’s behavior toward a goal.

Target market characteristics describe heavy product users versus light users on such
dimensions as demographics, purchase volume, and purchase frequency. Other data would
reveal household consumption patterns, shopping patterns, advertising effectiveness, and
price sensitivity information.

The key to database enhancement, of course, is the availability of data for increasing the
interactive efficiency of the three data units. In most database development, the geodemo-
graphic unit is called the driver dimension because it determines (or drives) the type and
amount of additional data (attribute and target market) that can be generated or solicited
for cross-reference purposes. For example, Company A maintains a slim database of its
current customers. It wants to develop a promotional campaign to increase awareness of its

I.}. IEIT 6.1 Three Dimensions of a Typical Database

Source Data

\i
Geodemographic Attribute Target Market

e Geographic Market o Attitudinal ¢ Demographics
e Residential Area e Motivational ¢ Volume Usage
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product offering among potential new users. Analysis of its current database based on geo-
demographic factors reveals useful information on where current customers reside; how-
ever, it provides little value regarding the targeting of new customers except for similar
residential locations. Therefore, the data requirement shifts to soliciting external data on
attributes and target market characteristics of current users in order to enhance the trans-
ferability of current customer profiles to potential new customers.

In this simple example, geodemographic data served as the driver for determining
additional data requirements. Depending on the level and amount of information avail-
able on a geodemographic level, additional data requirements are then determined. Elec-
tronic databases are also effective tools for data enhancement, as discussed in the Using
Technology box.

The Dynamics of Database Development

The basic definition of a database is “a comprehensive collection of interrelated data.” The
data may come from a variety of sources both internal and external to the company.
Regardless of where the information comes from, it’s important to realize that a database is
only as good as the information it contains. If the information required to make marketing
decisions is not in the database, the database is useless. From a marketing research per-
spective, it becomes critical that the information generated for a database possess four
characteristics:

1. Affinity. Data must reflect prior usage of the product or service in question. Data
reflecting past usage by current customers is one of the best predictors of future prod-
uct needs.

2. Frequency. Information reflected in a database must give users the ability to
categorize customers by frequency of purchase. Available information should reflect
the amount of business any individual has conducted with the company.

3. Recency. Length of time between purchases is a very powerful predictor of future pur-
chases. Because of this, recency of purchase is a critical factor in database dynamics.
Recency assumes that a customer who purchased from a particular business last month
has a greater probability of repurchase than a customer whose last purchase occurred
six months ago.

Recency and database development operate to profile all customers on the basis of
their most recent purchase, the most recent having the highest probability and the least
recent having the lowest probability of repurchase. Each customer is assigned a
recency code (1 = most recent, 5 = least recent, for example) and sorted into groups
based on the assigned codes.

Once these profiles are established, decision makers may view these customers in a
totally different light. Certain customer groups can receive new-product promotions,
while others may be targeted with specially designed marketing efforts to increase
repeat purchases. Recency allows the business to build better relationships with differ-
ent customer classes. It allows the researcher to determine which ones are most impor-
tant and which groups need additional cultivation.

4. Amount. How much an individual consumes from any one company is a good predic-
tor of future usage status. Therefore, the data must allow for the categorization of cus-
tomers into specific usage groups (light, medium, heavy users).’
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A Closer Look at Research

As detailed in Chapter 5, electronic databases
have become extremely important for
individuals needing immediate access to
quality research information. Many websites
offer access to electronic databases, usually for a
fee. A site maintained by the University of
Pennsylvania Library, at www.library.upenn.edu/
dialog/subjlist.html, provides database links for a
variety of interests. In most instances, each
individual link will provide information on database
contents and coverage available.

Often, researchers have great difficulty determining
where to actually initiate the search for information
to use in a study. Background information is often
obscure and can only be uncovered after many

Using Technology

Electronic databases, while not a panacea, often
provide researchers with relatively easy access to
much-needed information. For example, most data-
bases are subdivided to allow greater research
potential and a more user-friendly atmosphere.
Electronic databases usually eliminate much of the
costly waste of time that results from manually
searching through volumes of written text.

As the process of electronic information transfer
through databases improves, the ability to obtain
pertinent market research data will be enriched.

arduous hours of searching.

Data interaction matrix
A matrix that itemizes
the type and amount of
data required by each
functional area regard-
less of the cost of data
collection.

While it is important to realize that the information for a database must contain certain
characteristics, researchers must also never lose sight of the fact that database development
is unique to each company. The amount and type of information relevant to one marketing
organization may not be relevant to another. Database development is highly specific, yet
within this specificity lies the art of maximizing the relevancy of the information.

Exhibit 6.2 illustrates the steps in the database development process. The first step
requires that the researcher determine the value of the information to be included in the
database. Next is to identify the specific research needs that will govern the gathering of
the information. The information should come from internal sources, external sources, and
the target market. This information must then be customized for profiling existing cus-
tomers across a variety of purchase categories. These categories will eventually become
the means for generating new customer profiles. The information must then be processed
through a particular database management system whereby predictive models are gener-
ated to estimate the total lifetime value certain customers represent to the company. Fol-
lowing these procedures, specific marketing programs can then be tailored to the various
groups that are identified as potential new customers.

Determining the Value of Information

The first step in database development is to determine the value of the information that
could be captured in the database, and the benefits such data will confer on all potential
users. The value of the data is directly related to the variety of functions the database is
intended to serve. Advertising, sales, product development, and customer service are just a
few areas in which the database may be applied.

Given the range of applications in any given business, researchers must evaluate each
application according to the level of data interaction that may occur. For example, Exhibit
6.3 illustrates a data interaction matrix, which lists all marketing applications across
each functional area where the database will prove beneficial. The purpose of this matrix is
to show the type and amount of data required by each functional area regardless of the cost
of data collection. Once all the data needs are itemized, those areas indicating shared data
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Identify Research
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Y Y v
Internal Data on External Data on
Current Customer Behavior and
Profile Motivations
I ; I ; I
Current Customer ) o New Customer
Status Status

\

Database Processing
System

Y

General Predictive
Model

Y

Implement Marketing
Action

needs can then be identified. The fundamental idea is that as more functional areas share
data and database applications, the less it will cost to develop the total system. Once the
shared data requirements have been determined, the next task is to see if the level and type
of the required data exist internally in the company.

Evaluating Internal Data Sources

The best way to determine how much internal data is available is to evaluate all ways in
which the company is currently communicating with customers or has done so in the past.
The key is to be creative—the company may be communicating with customers in more

ways than it first appears.
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I EILT 6.3 A Data Interaction Matrix

Marketing Research Task

Product mix

Advertising

Sales promotion
Media
Sales force

New-product development

Pricing

Marketing Action

Customer service

Distribution

Packaging

Transportation

Source of Data

Historical/Secondary
Research Area Data Primary Data Data Integration
Customer/segment profiles X X X
Purchase volume X
Purchase behaviors X
Product preferences
Lifestyle profiles
Shopping behaviors
Advertising effectiveness X
Promotional preferences X
Sales tracking

X X X X X X X
> X X

X< X X X

Exhibit 6.4 shows several key variables in a typical database developed solely from
internal information on a particular customer. In this particular example, the customer’s
job number, company name, address, and phone and fax numbers are indicated, along
with the key contact person. Added to this are the NAICS code, number of employees,
and quote and order dates. As a complement, the primary business is identified, with
spaces left to add information on the customer’s production factories, projected growth,
and depth of product lines. Finally, there is room for the sales price, profit, salesperson
(identified by a number), industry, segment, and product. The unique aspect of this
example is that all the information on this customer profile exists internally to the orga-
nization.

Once all possible sources of internally available data have been identified, several key
questions need to be asked. First, what is the “shelf life” of the internal data? For example,
in Exhibit 6.4, is Mr. Sepulveda still the key contact person, or has he left the company? Or
has the number of employees increased or decreased? In short, are the internal data timely,
accurate, and up-to-date? Second, are there any key variables missing that could be
obtained internally to enhance the database? For example, personal-level buying demo-
graphics such as the secretary’s name, decision influencers, or key birth dates could be
added to this profile.
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I T 6.4 KeyCurrent Customer Profile Attributes

SOLD TO: | Bristol Myers Squibb | | Job No: || 6732 |
| PO Box 897 || Mayzguez || PR || 00708-0 |
(x| 2oues |
DELIVERY: | Bristol Myers Squibb |
| || PR || 00709 || 80983401 |
Key Contact Person: | Ben Sepulveda |
| NAICS Code || 2834 | | Quote Date || 11/14/90 |
|Volume | | | | Order Date || 12/14/90 |
| Employees || 52600 | | Ship Date | | |
| Business:| | pers care |
| Production Factories:| | |
| Projected Growth:l | |
| Depth of Customer Product Line:| | |
| Sales Price || | | Industry || |
| Profit | | | | Segment || Pharma Powder/ |
| Salesman | | 2 | | Product | | Y |

When all information has been identified, and all relevant questions asked, the internal
data sources should be compared to the data interaction matrix discussed earlier. The
matrix should be revised according to the collected internal data.

Evaluating External Data Sources

External data for a database can come from many sources. In Chapter 4 we identified
external secondary data sources available from syndicated marketing research suppliers
and the Internet. A brief review of data available from such sources includes

* Competitive sales data.
e Industry surveys.

* Surveys of competitors.
e Government reports.

* Historical projections.

Also available are data collected on the purchase behavior of a customer that can indi-
cate that customer’s propensity to purchase a complementary product or service. For



154

Hair et al.: Marketing

Part 2: Designing the Ch 6: Marketing Research © The McGraw-Hill

Research, Second Edition Marketing Research and Database Development Companies, 2002

Project

Designing the Marketing Research Project

example, if a company purchases a heavy volume of computer printing paper, then that
company may have a long-term need for computer printers. Data of this type would nor-
mally include

* Demographics.

* Lifestyle indicators.

* Financial data.

* Product purchase data.

* Promotional and sales data.

Again, after all relevant external data have been reviewed, the researcher must then
revise the data interaction matrix by indicating what data are in fact available through
external data enhancement.

Evaluating Custom-Designed Data Sources

Even after both internal and external sources have been evaluated, the data interaction
matrix probably indicates data elements that have not been fulfilled. The only way to cap-
ture such data would be to develop a source of custom data. Custom data are commonly
treated as primary data because of their limited distribution (sampling) and limited com-
munication ability (disguised). Primary research from a database perspective is many
times limited to gaining information on current customers. Casinos, for example, are very
successful at enhancing internal data sources through the use of primary research tech-
niques. From the moment a customer enters, a casino will attempt to track that person’s
every move. From restaurants to shows to gaming tables, information is collected and then
fed back to the internal database. Many casinos use special credit or debit cards to track all
customer spending. There are even slot-machine cards used to record the number of pulls
on the lever a customer makes, and to bill the individual at the end of a set time period.
Some casinos complement this information with exit interviews on satisfaction/dissatis-
faction issues. However, no matter how good these techniques are at tracking movements
inside the casino, they cannot track customers at competing casinos.® From a database per-
spective, a major limitation of custom data sources is their inability to track or measure
actual purchase behavior outside the company-controlled environment.

Evaluating the Source Data Mix

At this time the data interaction matrix should identify all levels of data available to cap-
ture. All the data that will be used to construct and develop the database, whether internal,
external, or custom, should be delineated and appropriate variables confirmed for inclu-
sion. Now a reassessment of information needs is necessary. It would be ideal to include all
possible data that would classify both current customers and potential customers, but col-
lection of such data would cost a great deal of money, time, and effort. Someone in the
company will always say, “Prove to me that the database will be an asset that will offset the
time, money, and effort needed to develop it.”

The two real tests of a database’s contribution to the bottom line are whether it provides
relevant data and whether the data can be enhanced. To test data relevancy, the researcher
needs to answer six simple questions:

1. Will the information contained in the database allow you to learn more about the com-
pany’s customers and markets than you would know without it?
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2. Will the database allow the company to develop better products and promotional
programs?

3. Will the database increase the likelihood of selling or cross-selling existing goods and
services?

4. Does the information in the database have the capacity to identify new customers?

5. Does the information in the database have the capacity to increase penetration of new
or existing markets?

6. Will the database lend greater information to the sales force for selling purposes?

If the answers to these questions are all yes, then the database will ultimately be a sig-
nificant asset that will contribute to the profitability of the company.

The second test of the worthiness of a database is its ability to overlay data to provide
data enhancement. To put this more simply, will the interaction of various data elements
increase the predictive power of the database, more so than if each data element were used
alone? Because each specific data field has its own specific purpose and implication, vari-
ous combinations of the fields should be examined to determine if more knowledge can be
obtained. For example, one significant test is to combine selling region with account clas-
sification. Simply exploring selling region by itself may illustrate, for example, that the
Northeast has the greatest sales volume. But when this is combined with account classifi-
cation, the database may show that 90 percent of “A” accounts (the ones that generate high
profit, at a low selling cost per contract) reside in the South. The combination of the two
data fields may thus result in a greater enhancement of the entire data set, increasing the
predictive power of the database.

Finally, by testing various combinations of data fields, the researcher is in a better posi-
tion to eliminate data that would not serve any enhancement purposes. For example,
adding “key contact person” to the “account classification and region” combination does
not enhance the predictive ability of the database. In this case the cost of collecting key
contact data would outweigh the benefit.

General Rules of Thumb in Database Development

Given the value a well-developed database can add to a company, management should
view the total process of database development as a commitment to a long-term data
acquisition plan. As such, they should budget the development of a database as a multiyear
process. Researchers should begin with collecting the data that will have the greatest
amount of predictive power.

Second, management should view the data acquisition process in terms of the width and
the depth of the database. Depth refers to the overall number of key data fields or key vari-
ables that will make up the data record; for example, look back to Exhibit 6.4 and note that
each attribute in this customer profile is considered a data field or key variable. The profile
thus has a total depth of 21 variables. Depth represents the density, volume, or key vari-
ables contained in each record. Width, in contrast, refers to the total number of records
contained in the database. In more common market research terms, width is usually
referred to as sample size, or the actual number of responses collected. Due to the fact that
a single customer or potential customer may be represented in multiple records,
researchers should not be concerned if they don’t obtain a 100 percent depth for each
record. Remember, the value of a database lies in its ability to interact or interchange data.
If one record is not 100 percent complete, an additional record may compensate for it. For
example, for the data record collected internally for Bristol Myers Squibb, two variables
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(e.g., sales volume and projected growth) may be missing. A second record on Bristol
Myers Squibb, collected externally, may be missing, say, the job number while containing
the sales volume and projected growth figures. The ability of the data to be overlaid is a
key enhancement value in database development.

Finally, companies should avoid jumping onto the database bandwagon (i.e., develop-
ing a database just because everyone else is) and then failing to commit the resources nec-
essary to fully use it. A marketing research database, by design, is a constant and ongoing
process. A database will not succeed unless the company makes a commitment to long-
term data acquisition and enhancement.

Technology: Turning Data into Information

Data field A basic
characteristic about a
customer.

Database technology
The tools that are used
to transform data into
information.

Sequential database
system Datain avery
simple pattern, that is, a
simple path, linkage, or
network.

Relational database
system A system that
structures a database in
tables with rows and
columns, with the tables
(not data fields) being
linked together
depending on the output
desired.

Most companies have data on almost every aspect of their operations. Many companies
even have data on how much data they have. What are data? Data are verbal or numerical
facts that can be used for reasoning or calculating. In database terminology, a data item or
data field is a basic characteristic about a customer or client (e.g., sex, age, name, address).
As we discussed in previous sections, data fields have little value when treated individually.
When they are combined in a manner that makes them useful for making decisions, then
they acquire value and can be regarded as information.

An important step in the database development process is transforming data into infor-
mation. Technology provides the engine that powers this step.

Database Technology

Database technology refers to the tools that are used to transform data into information.
While in definition database technology appears simple, in application it can be somewhat
complicated. A brief overview will allow for a clearer understanding of what really drives
a database.

Database technology allows data to be processed and stored in a single bank. It consists
of two unique features: a database management system and a data dictionary. A database
management system is a computer program that creates, modifies, and controls access to
the data in the database. Users of these programs simply follow basic instructions to com-
bine data to produce some desired output. A commonly used database management system
is ACCESS.” Exhibit 6.5 on page 157 is an example of the use of this program. A data dic-
tionary provides descriptions of the data in the database. It formats the data and assigns
meaning to the data fields or variables. Together, the database management system and
data dictionary constitute what is called the database processing system.

Two types of database processing systems exist: sequential and relational. A sequential
database system organizes data in a very simple pattern, that is, a simple path, linkage, or
network. In a sequential database only two single data fields can be paired. Once paired,
they can be linked to a third data field. Once this group is connected, it can then be linked
to a fourth, that group to a fifth, and so on, as illustrated in Exhibit 6.6.

Many companies choose to develop sequential databases because they allow users to
easily access detailed data linked to a specific data field or variable (e.g., region of coun-
try). Also, database systems are commonly used in companies that require reports based on
consistent data in a given format.

A relational database system operates somewhat differently from a sequential data-
base system. The major difference is that relational databases require no direct relationship
between data fields or variables. Data are structured in tables with rows and columns, with



Hair et al.: Marketing
Research, Second Edition

Part 2: Designing the

Project

Marketing Research

Ch 6: Marketing Research
and Database Development

© The McGraw-Hill
Companies, 2002

Marketing Research and Database Development 157
' - 1 T 6. 5 An ACCESS Example
DELIVERY
PRIMARY BUSINE | KEY CONTACT PE STREET STATE | ZIP CODE | PHONE FAX CUSTOMER PO ORDER NO.
Douglas 2882231 (o] 100541 52117
banks Ernest Stevens AL 35203- 2052521161 2053266220 | 020890-2 299568
snack food DENNY TAVERES 7176324477 | 7176327207 | VERBALPERDEN| 572117
Richard Trotter 2179 342422
food John Lock W 54467 7153415960 | 7153415966 21259 59571
food W 54467 715341596 7153415566 | 29060 127397
DALE COWART 5014245403 | 5014245228 | MHs51114 376271
OR 97220~ 5036664545 | 5036692223 | DM9o099 222620
pers care PR 00709 3154322287 | O BMooo30 54200
pers care PR 00709 (o] o] BM 109800
pers care FRANCK PR 00709 3154322287 | 315432411 VERBAL 96175
pers care Ben Sepulveda PR 00709 8098340185 | 8098331095 | 20464 48541
pers care Ben Sepulveda PR 00709 8098340185 | 8098001095 | 20464 48541
pers care JERRY WOOSTER VA 22021 2019266786 | 2019266782 | M-01202 60067
MILLOS CIKASA 8185494 8185496638 | 101071 53582
OLIVIER DULAUN 6096632260 | 6096650474 | 5586 407602
6096632260 | 0 1187 780000
building products 2154858959 72748 74000
2068728400 | 2063957701 F-35580 145560
MARK MIKA WA 98032 2063957596 | 2063957591 D67428 3977000
84007 194076
CAROL COLLINS M 48043 6144386312 | 0 LMT104737 48897
PA 19363 7088332900 | 7088331025 | K-53167 43188
PAUL MORGAN 6155976700 | 6155975243 | 13362 42009
ALLEN RANSOM IN 46041 8032815292 | 0 B883D150061 312743
snack foods IN 46041 2143534893 | o 375954
snack foods ¢} o Ugg14 383478
snack foods NC o o 360140
snack foods MD o o EU10443 403937
snack foods Royce Shafer 957600
snack foods o o U9914 383478
snack foods 42960
snack foods Engineering Accou IN 4,6041- 2143534893 | O EU-7308 375954
snack foods BRUCE FISHER/I MD 2143344940 | 2143345175 EU-14060 997554
snack foods DAN PREMUS OR 97005 2143344940 | 2145345175 EV14247 596553
snack foods Bruce Fisher Aberdeen MD 21001 EV15168 325766
food ED CASSATERI IL 60185 7082311140 | 7082316968 | WC-072810 189319
D. WHEL KS 66031 9137648100 | 9137646520 | VERBAL 550691
NANCY HOLLAND 8002556837 | 0 H2924 56861
Burlingame | CA 94010 1717 222430
Roland Gage 1717 787745
snack food 2159329330 | 2159325698 | SM12067 98481
food CHRISTINE ALLEN HERSHEY PA 17033 2R5076221 49428
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' HIEIT 6.6 AnExample of a Sequential Database
Client Control
Number
Y v v
Product Ordered Key Contact Selling Rep
\ \ Y
Region Shipped Address Call to Close Ratio
\i \i \i
Demographics Company Growth Rate Commissions Earned

the tables (not the data fields) being linked together depending on the output desired. With
a relational database system, the table becomes an individual file, rows correspond to
records (width), and columns represent data fields or variables (depth) within each record.

In Exhibit 6.7, for example, each row represents the number of customers for that par-
ticular field; the primary market attribute, for example, is divided into regional, national,
and international fields. Each column contains the breakdown of each customer by primary
business (bakery, chemical, pharmaceutical, etc.). The rows and columns together consti-
tute the table, which profiles customers by industry segment.

Relational databases offer greater flexibility than sequential databases in examining
many complex data relationships. In addition, relational databases allow the analyst to
look at all variables or data fields simultaneously rather than one variable at a time. Over-
all, relational databases are best for dynamic situations in which the database must expand
over time and in which multiple variable applications are needed.

While this discussion has only touched the tip of the iceberg on database technology, it
should provide a basic understanding of the kinds of database systems that are available.
We will now turn our attention to the main reason behind database development: data
warehousing.

What Is Data Warehousing?

Data warehouse A data warehouse is a central repository for all significant information that an organization
Central repository forall  collects; thus it is frequently termed an “information warehouse.” Data from various func-
significant parts of infor-  tjons of the organization are stored and inventoried on a central mainframe computer, so that
mation thatan organiza-  the information can be shared across all functional departments of the business. The major
tion collects. significance of a data warehouse is its purpose. From the standpoint of data collection, a data
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6 .7 A Relational Database That Shows a Customer Profile by Industry Segment

Operational data Data
for the daily operations
of the business.

Informational data
Data available for
analysis purposes.

Bakery Chemical Pharmaceutical Snack food Other
(15) @) (35) (42) (19)

Primary Market Served
Regional 1(6.7) 1(14.3) 3(7.2) 1(9.1)
National 2 (28.6) 7 (20) 37 (88.1) 3(27.3)
International 3(20) 2 (28.6) 8 (22.9) 5 (45.5)
No. of Product Lines
One (6.7) 1(14.3) 1(2.9) 3(27.3)
Two 6 (40) 2(5.7) 2(4.8) 2 (18.2)
Three 1(14.3) 5 (14.3) 1(2.4) 1(9.1)
Four 1(6.7) 3(42.9) 4 (11.4) 4(9.5) -
Five 1(2.9) -
Six 1(6.7) 1(9.1)
Seven
Region
N.E. 5(33.3) 13 (37.1) 9 (21.4) 2(18.2)
S.E. 1(1.7) 6(85.7) 4 (11.4) 1(2.4) 5(45.5)
M.W. 4 (26.7) 1(14.3) 3(8.6) 23 (54.8) 2 (18.2)
West 5(33.3) 1(2.9) 2(4.8) 2(18.2)
CAN/Other 13 (37.9) 7(16.7)

warehouse serves two purposes. First, the data warehouse collects and stores data for the
daily operations of the business. This type of data is called operational data, and the sys-
tem used to collect operational data is online transaction processing, known as OLTP.
Operational data represent not only information collected from customers, but also data
collected from suppliers and vendors.®

The second purpose of the data warehouse is to collect, organize, and make data avail-
able for analysis. This allows the business to use the data warehouse as a decision-making
tool for marketing programs. This type of data is commonly referred to as informational
data, and the system used to collect and organize informational data is online analytical
processing, known as OLAP. This process involves the development of customer cate-
gories based on relationships among the data.” For example, purchase history, frequency,
store visits, and brand preference may all share a common relationship among a group of
customers and are therefore grouped and categorized to form a profile of that particular
customer group, similar to that of a market segment profile.

The data warehouse provides the company with a system that is driven toward
shared information—that is, information that can be used by any and all functional
departments of the business. A data warehouse is comparable to a campus library, both
as a resource for and as a service to the entire university. The value of your campus
library resources is determined by the variety and assortment of books, periodicals, and
professional information it contains. The value of your campus library service is based
on how quickly and easily the staff can assist you in finding and using what you need.
In a data warehouse, the value of the resource is determined by the amount and variety
of data collected and stored in the warehouse. The value of the service is determined by
the ease of use and the extent to which the information can be shared throughout the
entire business.
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HIEIT 6.8 ARelational Database That Shows Industry Profile by Region

Northeast Southeast Midwest West Canada/Other

(29) (17) (38) (9 (23)
Primary Market Served
Regional 3(10.3) 1(5.9) 1(2.6) 1(11.1)
National 6 (20.7) 7 (41.2) 25 (65.8) 2 (22.2) 10 (43.5)
International 6 (20.7) 4 (23.5) 4 (10.5) 2(22.2) 3(13)
No. of Product Lines
One 3(10.3) 1(5.9) 2(22.2)
Two 3(10.3) 2 (11.8) 3(7.9) 4 (44.4)
Three 3(10.3) 1(5.9) 3(7.9) 1(43)
Four 5 (17.2) 3(17.6) 1(2.6) 1(11.1) 3(13)
Five 1(5.9) —
Six 2(5.3)
Seven 1(2.6)
Selling Rep
Cavendor 2(6.9) 3(17.6) — — 2(8.7)
Moore — 2 (11.8) 1(2.6) — —
HWN 16 (55.2) 2 (11.8) — — 2(8.7)
CAC — 2 (11.8) 12 (31.6) 6 (66.7) 8(34.8)
RBW 5 (17.2) 1(6.3) 14 (36.8) — —
JMC 1(3.4) - - - 1(43)
Emond — 2 (11.8) — — 1(4.3)
Nesti 2(6.9) — 1(2.6) — 1(4.3)
CJE - 3(12.6) - - 3(13)
Cherry — — 1(2.6) 1(11.1) —
TC 1(3.4) 1(6.3) 1(2.6) — —
WHHE — — 1(2.6) — —
Roger - - 3(79) - -
MN - - 2(5.3) - 1(4.3)
cC — — 1(2.6) - -
VS - - - - 1(4.3)
Nichols — - - - 1(4.3)

Characteristics of a Data Warehouse

Information in a data warehouse must be subject-oriented, integrated, time variant, and non-
volatile. These four characteristics, as described next, indicate that a data warehouse is an
ongoing process. All of the issues that need to be addressed when a data warehouse project is
planned also need to be addressed as the data warehouse is used and, most likely, expanded.

Subject-Oriented Information

The primary function of the data collected and stored in a data warehouse is to provide the
business with information about particular subjects rather than business operations. That
is, the data collected and stored must be about customers, services provided by the com-
pany, purchase patterns, product use, and/or customer comments. For example, the data
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warehouse for HCIA, a Baltimore-based health care provider, tracks individual patients at
hundreds of hospitals, records the outcomes of specific prescription drugs, and monitors
outcomes from a variety of surgical procedures. This information is then shared with the
insured, insurance companies, HMOs, and pharmaceutical companies.

Integrated Information

Data that are gathered into the warehouse from a variety of sources are merged to form a
coherent unit of information. This implies that collected data for a warehouse are grouped
by some predetermined common denominator. As such, the data are stored in a manner that
is highly homogeneous within the group and heterogeneous among other groups of col-
lected data. For example, HCIA groups its warehoused data by specific surgical procedures
performed on patients (heart surgery, brain surgery, colon surgery, etc.). These groups have
similar within-group characteristics, and they are diverse among group characteristics.

Time-Variant Information

All data in the data warehouse must be identified by a particular time period. This character-
istic means that all data must be entered with corresponding date and time. For example, all
patients having heart surgery on September 10 versus all patients having heart surgery on
September 20 need to be identified and documented by the appropriate date of the procedure.

Nonvolatile Information

Data within a data warehouse must be stable. That is, new data are always added, but old
data are never removed. This enables the user of the warehouse to gain a consistent and
longitudinal view of relationships among the data. Therefore, HCIA, within its data ware-
house, would have data on surgical procedures performed on patients dating back for as
many as 10 years, or to the point when the data warehouse was first developed.

Marketing-Related Data and Data Warehousing

Aside from many of the decisions regarding computer technology and processing of
information within a data warehouse, the type of data to be collected and stored is a key
determinant in the success of any data warehouse. Obviously, the type of data to be col-
lected for a warehouse is highly specific to the business, yet the common feature of all
data, regardless of the business, is centered on the customer. Hospitals will most likely
collect data on patient procedures, financial institutions will most likely collect data on
financial services used, and insurance companies will collect data on types of policies
and investment instruments issued. Although all three differ in their product/service
offerings, they are similar in collecting data related to the customer. Aside from sec-
ondary and primary data stored in the warehouse, two unique forms of customer data
most commonly collected for a warehouse are (1) real-time transactional data and (2)
customer-volunteered data.

Real-Time Transactional Data

Real-time transactional data are data collected at the point of sale. This type of data is
most frequently collected through a customer loyalty program or preferred buying pro-
gram. The most commonly used customer loyalty card identifies who the customer is,
what the customer is buying, in what quantity, at what frequency, and at what retail outlet
(either brick and mortar or electronic). The key dimension is that the data are collected at
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the time of purchase, so manufacturers can identify how customers behave given a specific
marketing program being used at that point in time. For example, sales of Miller beer may
be tracked via point-of-sale data where price may vary over certain days along with point-
of-sale promotional activities. In this case, the retailer can identify the impact of price and
promotional variations on the sale of Miller beer.

Customer-Volunteered Data

Customer-volunteered information is data provided by the customer without any solici-
tation. This type of data would include customer comment cards or complaints, customer
registration information from websites, customer communications via chat rooms, and
data obtained through customer advisory groups. Such open-ended data are totally
unstructured and “unsought” by the business.

Data Mining: Transforming Data into Information

Data mining Process
of finding hidden
patterns and
relationships among
variables/characteristics
contained in data stored
in the data warehouse.

As discussed earlier, many businesses today have implemented systematic processes for
extracting data from a variety of sources. The justification for these efforts, although
widely varied, focuses on specific marketing questions facing the business. Data ware-
houses are designed with the specific intent of answering marketing-related questions of
the business. In this day of computer information systems, most businesses are drowning
in data while starving for real information about customers. Such is the climate that has led
to the widespread current interest in data mining, also known as database exploration,
information discovery, or knowledge discovery.

Simply defined, data mining is the process of finding hidden patterns and relation-
ships among variables/characteristics contained in data stored in the data warehouse.
Data mining is a data analysis procedure known primarily for the recognition of signifi-
cant patterns of data as they pertain to particular customers or customer groups. While
such procedures have been conducted in a marketing research capacity for many years,
the procedures were normally performed on small data sets containing as few as 500 to
1,000 respondent records. Today, with the development of sophisticated data warehouses,
the size of data sets being analyzed has increased to thousands, even hundreds of thou-
sands, of respondent records. Special data mining tools have been developed for the spe-
cific purpose of analyzing customer patterns and characteristic relationships found in
excessively large data sets.

Data mining tools operate to simultaneously analyze significant relationships among
several customer dimensions within vast data warehouses. This procedure is conducted
when the market researcher has vague or limited knowledge pertaining to a particular
subject. For example, management in a casino business may ask the question ‘“What
attributes characterize the gaming customers who had the largest gambling budget in our
casino last year?” Data mining techniques would be employed to search the data ware-
house, capture the relevant data, categorize the significant attributes, and form a profile of
the high-budget gambler.

The Data Mining Procedure

Exhibit 6.9 illustrates a simple procedural framework that explains what is involved in the
data mining process. This framework focuses on five elements: the marketing research
question, the data mining approach, the data mining technique, the mining implementation
process, and the visual mining product.
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6 .9 A Data Mining Framework for Marketing Decisions

Description The
process of discovering
patterns, associations,
and relationships
among key customer
characteristics.

Prediction Uses
patters and relationships
to predict future trends
and behaviors.

The Marketing
Research Question

The Data Mining Approach

The Data Mining Technique

The Visual
Mining Product

The Mining
Implementation Process

The Marketing Research Question

This is the starting point in any data mining analysis. For example, management may want
answers to questions such as “Which customers are most likely to visit our casino in the
month of July and why?” To provide an answer, data mining tools analyze two key require-
ments: description and prediction.

Description is the process of discovering patterns, associations, and relationships
among key customer characteristics such as demographic variables, amount of gambling
budget, frequency of casino visits, amount to wagers won/lost, day of the week, month,
time of day, number of hours engaged in gambling. Prediction uses these patterns and
relationships to predict future trends and behaviors, such as why customers visit during a
given month, what activities they engage in during that month, how much they gamble
during the month, what special event they attended, if any, during that particular time.

The Data Mining Approach

This consists of the classification of data mining methods designed for description and pre-
diction. The first of the six major methods is classification, a process for developing pro-
files of groups based on measured attributes. For example, management may wish to
profile demographic groups based on age, sex, income, race, and occupation. Or manage-
ment may want to profile satisfaction levels based on friendliness of employees, cleanli-
ness of surroundings, quality of services, and reputation of the business.

The second major data mining method is regression. This involves establishing a rela-
tionship between the classification groups for the purpose of forecasting. In this case all
demographic groupings and levels of satisfaction would be examined to determine the
relationships, if any, that may exist among the groups, and how the groups differ in terms
of future patronage behavior.
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Time series, the third method, operates similarly to regression, but it utilizes additional
measures based on time. Time series would explore the pattern of relationships that may
exist among demographic groups and satisfaction levels when analyzed over specific time
periods (days, months, or years).

Clustering, the fourth data mining method, segments items that exhibit consistent
behavior or characteristics into subgroups. For example, within the demographic and satis-
faction groups, clustering may determine that a unique subgroup exists displaying the fol-
lowing characteristics: males, age 24-30, with incomes over $100,000 have low
satisfaction levels with friendliness of employees and cleanliness of surroundings.

Association analysis seeks to recognize that one set of items or characteristics implies
the presence of another set of items or characteristics. Specifically, this would imply that in
any given month, when all items pertaining to satisfaction are rated high by patrons, the
demographic group visiting the business most frequently are females, age 50-60, retired,
with an annual income of $50,000.

Finally, sequence discovery attempts to recognize that one set of items is followed by
another set of items. For example, every time a subgroup emerges defined as males, 45-50,
with incomes of $35,000, high satisfaction ratings are found among quality of services and
reputation of the business.

Classification, regression, and time series are primarily used for description, whereas
clustering, association, and sequence discovery are used to describe relationships that exist
in the data.

Data Mining Techniques

These are the techniques basic to all data mining efforts. Their primary function is to
examine data from a statistical point of view in order to discover patterns that exist in the
data. Exhibit 6.10 lists the most popular data mining techniques and the business applica-
tions in which they are applied.

The Mining Implementation Process

This process requires the researcher to understand how the data contained in the ware-
house are stored and categorized. Categorization and storage will determine which data
mining technique is the most appropriate to use to find answers to the marketing question.
In this process the major concern of the researcher is to determine which data mining tech-
nique is best used given the scale properties of the data stored in the warehouse. Certain
data mining techniques can be used only when characteristics in the data warehouse were
measured using exact scaling properties. Other techniques can be used more effectively if
a variety of scale properties were used to collect and measure the characteristics.

The Visual Mining Product

No matter which type of data mining technique is used, determining how the results will be
presented and delivered is a critical procedure in any data mining activity. Remember, data
mining is the combination of two concepts, automatic pattern discovery among customer
characteristics and the visual presentation of those patterns. No matter how effective the
mining tool may be for discovering patterns, if those patterns are not effectively visual-
ized, the power to make strategic decisions on the information is lost. Therefore, the suc-
cess of any data mining procedure relies heavily on the ability of the researcher to access
and comprehend the results of the analysis relative to the marketing question being
answered.
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The most commonly used techniques in data mining, together
with examples of potential applications, are:

DECISION TREES

A decision tree is a tree-shaped structure that visually describes a
set of rules (conditions) that caused a decision to be made, such as
a decision to purchase a product. From decision trees we can
generate rules for the automatic classification of a set of data, for
example, to segment a customer database. Specific decision tree
methods include classification and regression trees (CART) and chi
square automatic interaction detection (CHAID).

Potential applications for decision trees include:

e Medical diagnosis: What are the factors that affect kidney
transplant survival rates?

e Retail analysis: What are the categories of results from a
customer survey?

Decision trees are often combined with neural networks to
explain why a neural network has reached a particular conclusion.
They can also be combined with rule induction (see below) to
generate logic for repetitive decision making. For example, to help
telesales staff confine their sales of mortgages to those customers
and prospects who are identified as good risks because their profile
matches one automatically mined from the data.

GENETIC ALGORITHMS

Genetic algorithms are optimization techniques that can be used to
improve other data mining algorithms so that they derive the best
model for a given set of data. The resulting model is then applied to
the data to uncover hidden patterns or make predictions.

Genetic algorithms are best suited to segmentation/clustering
applications but can be applied to most situations involving learning.
Note the use of the word optimal in the following questions, which is
an indicator that genetic algorithms may be the technique to use to
answer these types of questions. Potential applications include:

e Direct mailing: What is the optimal profile of the ideal customer
who is likely to invest more than $25,000 in mutual funds this
year?

e Risk analysis: What is the optimal profile of a low-risk home
loan prospect who earns less than $75,000 and wants to live in
San Jose?

e Medical diagnosis: What is the optimal treatment plan for a
particular diagnosis?

¢ Retail analysis: What is the optimal store layout for a particular
location?

NEURAL NETWORKS

These are nonlinear predictive models that learn how to detect a
pattern to match a particular profile through a training process that
involves iterative learning, using a set of data that describes what
you want them to find. They are so named because, on a superficial
level, their operation resembles that of the human brain.

Potential applications include:

¢ Direct mailing: Who will respond to this mailing?

e Risk analysis: Which prospective customers are a good credit
risk?

e Medical diagnosis: What disease is this person likely to contract?

e Retail analysis: What product is this customer likely to
purchase?

Neural networks are appropriate for clustering, sequencing,
and prediction problems. Their main drawback is opaqueness—
they do not explain why they have reached a particular
conclusion. But in some applications (like matching handwriting
samples) this is not important.

PREDICTIVE MODELING

A variety of techniques can be used to identify patterns, which can
then be used to predict the future. These include classical linear
regression and its derivative, logistic regression analysis, and
further extensions such as generalized additive models (GAM) and
multivariate adaptive regression splines (MARS). These techniques
are most often used to predict the odds of a particular outcome,
based upon the observed data. For example:

e Direct mailing: Which geographic areas are most likely to
respond to a new mailing initiative?

e Retail analysis: Which customers are most likely to be
interested in a new product?

RULE INDUCTION

Rule induction is the process of extracting useful If . . . then . ..
rules from data, based on statistical significance. Potential
applications include:

e Direct mailing: Will the response to a mailing campaign be
greater than 5 percent?

e Risk analysis: Will a one-year return on investment of a stock be
greater than, equal to, or less than 10 percent?

e Risk management: What are the “good risk” criteria and
thresholds that must be met before offering a customer a mort-
gage?

FUZZY LOGIC

Fuzzy logic handles imprecise concepts (like small, big, young,

old, high, low) and is more flexible than other techniques. It

provides the notion of a fuzzy set rather than clear demarcation

boundaries: for example, rather than o or 1 there are also 0.9,

0.85, 0.93, 0.21, 0.05.

A potential application might be direct mailing: Who might be a
likely person to mail in our new campaign?

K-NEAREST NEIGHBOR (K-NN)

This technique places an object of interest into a class or group by
examining its attributes and grouping it with others whose
attributes are closest to it. K-NN is a classic technique for
discovering associations and sequences when the data attributes
are numeric. With nonnumeric attributes or variables, it is a lot
harder to apply this technique, because of the difficulty of
defining a metric than can be used to quantify the distance
between a pair of nonnumeric values.

Source: Mike Ferguson, “Evaluating Data Mining Tools,” InfoDB, July 7, 2001.
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Modeling

Before conducting any statistical modeling procedure, the researcher needs to review,
refine, and format the raw data within the database so it can be easily processed by avail-
able statistical packages. This data interface process is necessary for successful query and
modeling activities.

Database analysis and modeling are designed to summarize what companies already
know about their best customers and at the same time indicate what they need to learn
about these individuals. When a database model fails to predict a customer’s future behav-
ior, the database analyst needs to ask whether the company truly knows enough about its
customers. (The In the Field box highlights one of the largest database firms in the world.)

Many companies find themselves data rich and information poor. The process of cus-
tomer modeling can often point to a company’s information shortage and trigger new ideas
for future marketing research endeavors.

An effective approach to handling database modeling is to begin with the end in mind.
Andreasen described this as backward marketing research.'® He states that the best way to
design usable research is to start where the process will end and then work backward. The
question then becomes, How will the information that is gathered be used? Or, What
should this information allow us to do? Backward planning allows the researcher to better
understand how the modeling output will be usable for the decision maker.

Among the many modeling procedures that exist in database analysis, two of the more
traditional are scoring models and lifetime value models.

Scoring Models

Scoring models are used to predict consumption behavior. Each individual in the database
is assigned a score based on his or her propensity to respond to a marketing variable or
make an actual purchase. High scores are indications of very desirable customers; low
scores represent less desirable segments. The initial objective is to rank customer segments
based on their potential profitability to the company. The primary feature of score models
is called the gains table. An example of a gains table is presented in Exhibit 6.11.

Using a gains table, a database analyst can project and manage the profitability of various
customer segments. For example, according to the data in Exhibit 6.11, the customer base is
composed of 500,000 persons. They are divided into five equal segments of 100,000, or five
segments of 20 percent of the market. The gains table ranks each of these segments based on
its profit potential. Group 1 customers have the highest profit potential, and group 5 the low-
est. Group 1 is estimated to draw approximately $2 million to future profit, or an estimated
$20 per customer, and so on. Aggregately, groups 1, 2, and 3 are estimated to generate $4.5
million in total future profits, or an estimated $20, $17.50, and $3.50, respectively, per cus-
tomer. As one descends through the gains table in Exhibit 6.11, the percentage of profitabil-
ity per segment begins to decrease. This table thus reinforces the basic marketing principle
that customers are not homogeneous and, more specifically, the conventional wisdom that 20
percent of customers represent 80 percent of a company’s revenue.

Key Variables in Scoring Models

Key variables in the scoring model allow a researcher to demonstrate which factors can be
combined to separate customers into purchase groups or categories. Scoring models use a
series of weights that can be multiplied by assigned values in each customer’s record on
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Database America Companies
Introduces SalesLeads™—First
Web-Based Lead Generating
Service for Consumers and Small
Businesses

Montvale, New Jersey, Oct. 28, 1996—The Database
America Companies today announced SalesLeads™,
a Web-based direct marketing database designed to
generate sales leads for small to medium-sized
businesses. SalesLeads provides anyone with access
to the World Wide Web a cost-effective means of
building targeted prospect lists from Database
America’s file of in-depth information on more than
11 million U.S. businesses. Visitors to Database
America’s website may develop highly customized
mailing or telemarketing lists, paying a minimal
charge for only the names they download. With the
introduction of SalesLeads, Database America makes
direct marketing an accessible, affordable, easy-to-
use sales tool for consumers, hobbyists, small to
mid-sized businesses and cottage industries.

Anyone with a personal computer and an Internet
connection can access SalesLeads via the Database
America website (http://www.databaseamerica.com).
The system provides an easy interface for selecting
marketing criteria such as geographic and
demographic attributes and honing the list to specify
details such as sales volume or employee size. Uses
for SalesLeads can range from students researching
employment prospects, to hobbyists building a list of
regional churches or associations sponsoring craft
fairs, to commercial real estate agents generating
leads for sale properties. There is no charge for looking
and no minimum requirements. Customers pay only a
few cents for each prospect they download and may
pay via a secure credit card transaction on the system.

“Database America is drawing on more than 40
years of expertise in business-to-business direct
mail marketing. We pride ourselves on leading the
market with the latest technology,” said Al
Ambrosino, president of the Database America
Companies. “With SalesLeads designed as an online
service, we can now provide the small office and
home office audience access to the identical,
accurate database information previously geared
towards much larger organizations.”

SaleslLeads is the first lead-generating product of
its kind on the Web offering real-time delivery of
information that can be easily updated. Users can

In the Field

conduct their searches by filling in criteria in an
easy-to-use graphical form on the Database America
Web page. These criteria include business name,
business type via SIC (Standard Industrial
Classification) codes, geography, ZIP code, number
of employees, and sales volume.

Once users have determined their search criteria
and built a mailing or telemarketing list, they can
download the file to their computers. The list is
created in a standard character file format that is
compatible with virtually all desktop word
processing and spreadsheet programs. The list
includes business names, addresses, and phone
numbers for printing out as address labels.
Database America will also offer users the option of
purchasing the data for shipment in hardcopy
labels.

Once a search has been completed, the system
creates and stores a record of the list, which can be
downloaded over and over at no additional charge.
This feature helps users keep track of whom they
have targeted, to avoid unintentional duplicate
mailings as well as to manage sequential mailings or
telemarketing campaigns. Updates to the list are
available.

In June 1996, Database America launched an
Interactive Media Division, created to bring its high-
quality business and consumer information and
direct marketing techniques to users of the Internet,
the World Wide Web, corporate intranets, and other
types of electronic media. The company is among
the first data providers to enable online search
vehicles such as SalesLeads with direct marketing
information for use by website visitors.

Availability

Database America will roll out two versions of
SalesLeads. A consumer or small office/home office
(SOHO) version is being introduced at this week’s
Direct Marketing Association tradeshow in New
Orleans (Booth #1901). A test demo of some of the
product features is present on Database America’s
website. An industrial version of SaleslLeads,

(continued)
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(concluded) In the Field

targeting the more traditional business

marketing manager and offering more in- information leader for more than 4o years. In addition

depth features such as credit reports, will be to creating a comprehensive database of more than 11
introduced at the upcoming COMDEX tradeshow in million businesses and 97 million households in the
November. U.S., the company also supplies value-added

. computer and interactive media services. Database
Database America America can be reached at (800) 223-7777.
Database America specializes in compiling, updating,
and distributing business and consumer marketing
information and services to increase sales and
marketing advantage for companies. Headquartered
in Montvale, New Jersey, with regional sales offices

nationwide, Database America has been a marketing

Source: Montvale, NJ, 1996 [cited 28 October 1996]. Available from
http://www.databaseamerica.com; INTERNET.

[.}x IBEIT 6.11 An Example of a Gains Table

Cumulative Average Cumulative
Group Number Percentage Number of Cumulative  Profile per Predicted Cumulative Average per
Number  of Customers of Customers  Customers Percentage  Customer Total Profit Total Customer
1 100,000 20% 100,000 20% $20 $2,000,000 $2,000,000 $20.00
2 100,000 20 200,000 40 15 1,500,000 3,500,000 17.50
3 100,000 20 300,000 60 10 1,000,000 4,500,000 3.50
4 100,000 20 400,000 80 5 500,000 5,000,000 1.25
5 100,000 20 500,000 100 1 100,000 5,100,000 .20

the database.'" For example, let’s suppose that we discovered five factors that are useful
in separating heavy users from light users of hair spray: age, income, occupation, number
of children under 18, and home value. On the basis of the analysis of customer character-
istics in the database, the scoring model determines that for heavy users of hair spray, the
variables are arranged in the following order and assigned a corresponding weight: home
value, .130; age, .050; occupation, .042; number of children under 18, .022; and income,
.012. Obviously, the real weights produced by the model would be quite different, since
they are to be multiplied by numbers (e.g., age in years, occupation in assigned coded
value, income in thousands). For the sake of our discussion, however, let’s assume these
are real values.

In this example, home value is a very important factor, with income being a less
important factor, for classifying customers into a heavy user group. The model permits a
researcher to run a program that takes each of the relevant factors in the customer record
on the database and multiplies it by the appropriate weight. The weights are then added
together to get an overall score. The score represents the likelihood of a customer’s being
a heavy user (or a medium user, etc.) of the product.
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As in most database techniques, variables used to generate scoring model gains tables
should be from actual purchase behavior data. Key variables would include demographics,
psychographics, lifestyle data, and purchase habits including frequency, volume, and
amount spent at a given time. These variables would then be assigned weights or scores
depending on their ability to predict purchase behavior. For example, men may purchase
more power tools than women; therefore, on the basis of the single demographic variable
of sex, men would be assigned a 10, women a 4. Each variable classification would be
assigned a weight or score. The scoring weight structure for two customer groups may
look like the following:

Customer Group A Customer Group B
Female 2 pts Male 10 pts
Volume: $100 5 pts Volume: $50 10 pts
Frequency: 2 weeks 4 pts Frequency: 1 month 8 pts
Product purchased: dry cleaning 6 pts Product purchased: dry cleaning 6 pts
Total: 17 pts Total: 34 pts

On the basis of actual customer data, consumer Group B (with 34 points) has better
matching variables than consumer Group A (with only 17 points). When all customers are
aggregately identified, those having the highest scores would form Group 1 (20 percent of
the customer base) in the gains table. The next-highest group in the customer base would
form Group 2 (an additional 20 percent), and so on.

The total scores for each customer per group would then be converted to dollars. So 34
points would become $34, and 17 points would become $17. This conversion becomes the
foundation for predicting future profitability in gains table analysis.

Scoring models need to be designed with the consideration that they have a limited
period of effectiveness. The life of the model is directly related to changes in customer
demand. Therefore, scoring models need to be revised and changed as the market changes.
Many analysts contend that once a scoring model has been developed, it automatically
becomes obsolete. The Marketing Research Illustration at the end of this chapter discusses
the value of scoring models for financial institutions.

Lifetime Value Models

The fundamental premise behind lifetime value models is that customers, just like physi-
cal and tangible machinery, represent company assets. More important, customers repre-
sent a continuous stream of cash flow based on transactions they conduct with the
business. All too often, the outcome of many marketing research projects is to obtain infor-
mation that can be used to generate new customers only. Lifetime value models demon-
strate that it is more valuable for businesses to concentrate on qualified customers first,
then focus on refining them rather than constantly seeking out new customers.
Three research objectives are essential for lifetime value models:

1. To acquire information that establishes variables for prequalifying or selectively
screening customers.

2. To obtain information on customer satisfaction. (In fact, data must be obtained on satis-
faction beyond the product or service and must include satisfaction measures based on
total customer expectations.)

3. To generate information that allows the business to build relationships with repeat cus-
12
tomers.
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In most lifetime value models, information extracted from the database designed to
achieve these objectives would include the following:

1. Price variables: The initial product or service cost and any price changes that occur.

. Sales promotional variables: Type used, cost of the incentive, value to the customer.

2
3. Advertising expenditures: Direct costs of advertising expenses.
4. Product costs: Direct costs, plus quality of goods/services.

5

. Relationship-building efforts: Type and costs of relationship-building devices; value
of building long-term relationships.

The database, if properly designed, can channel information into what can be called a
complex customer road map. Exhibit 6.12 represents the output from a hypothetical life-
time value model for a fast-food restaurant. In this example 10,000 new customers are tar-
geted for the marketing effort. The average amount spent by customers is about $4.30, and
a free sandwich (with a cost of 90 cents) is the incentive to attract the customers. There-
fore, the estimated revenue is about $34,000. Expenses amount to approximately 60 per-
cent of total revenues, for a total expense of $20,400.

This business averages a 35 percent return rate of its customers. Therefore, mailing out
10,000 free sandwich coupons should yield 3,500 responses at a cost of $3,800. Total
expenses for this planned effort are now estimated at $24,200. With an initial investment of

6.12 A Hypothetical Lifetime Value Model for a Fast-Food Restaurant

PERIOD 1 2 3 4
CUSTOMERS 10,000

REPEAT 3,500 1,225 428
REPEAT % %35 %35 %35
REVENUE

AVE. TICKET $4.30 $4.50 $4.75 $4.75
PRICE INC. .90

TOTAL 34,000 15,750 5,818 2,033
EXPENSES

DIRECT COSTS %60 %60 %60 %60
TOTAL 20,400 9,450 3,491 1,219
REPEAT EFFORT

TARGET 10,000 3,500 1,225 428
REPEAT% %35 %35 %35 %35
RATE 3,500 1,225 428 150
TOTAL MAIL 10,000 3,500 1,225 428
CosT $3,800 $1,330 $465 $162
TOTAL EXP. $24,200 $10,780 $3,956 $1,381
CONTRIB. 9,800 4,970 1,862 652
INVEST. 3,800 1,330 465 162
TOTAL LIFETIME VALUE $6,000 $9,460 $11,037 $11,527

CUSTOMER VALUE $.60 $.96 $1.10 $1.15
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$3,800, the total contribution should result in a $9,800 return to the business. This, in turn,
equates to a total lifetime customer value of $6,000, or 60 cents per customer during the
first period of the promotion. Given expected rates of return customers over the next three
promotional periods, total contribution would fall to $652, with investment costs down to
$162. Total lifetime value over four periods would increase to $11,527, or $1.15 per cus-
tomer. The four-period lifetime value for an individual customer is $1.15.

To summarize, as a database analysis tool, lifetime value models equate the asset value
of customers. In contrast to purchase intention data, lifetime value models can be based
only on actual purchase data. The value of the technique is that it is based not on probabil-
ity estimates but rather on actual purchase behavior and is therefore a good predictor of
consumer behavior.

Summary on Marketing Research Databases
and the New Millennium

“My research department tells me my customer is female, 18 to 34 years old, married with
two kids. She and her husband live in suburban America, own their own home, and have an
income of $40,000 per year. Unfortunately, though, when I visit retail stores and observe
who takes my product off the shelf, they never look the same as my research suggests.”

This anonymous quote is indicative of many businesses working with data and informa-
tion today. Marketing research today stands at a crossroads of change. Many companies will
continue to disseminate surveys directed at large samples of people. In doing so, they will
continue to face the same problems they face today, the most serious of which is dealing with
limited generalizability of purchase intentions rather than specific profiles of customers gen-
erated by actual purchase patterns. For marketing research, the future lies in the ability to
provide information based on events as they actually occur. Many marketing research
providers, and users, are recognizing that the database is becoming the tool of the future.

In today’s business environment, slow and steady do not necessarily mean success. In
fact, gathering data at a slow and steady pace will most likely produce results that are out-
dated even before they can be interpreted. Marketing research must be willing to change as
new techniques emerge. Database applications have the potential for transforming market-
ing research from a data collection task into an information resource laboratory.

Summary of Learning Objectives

B Illustrate and define a marketing research
database.

A marketing research database is a central repository of
information on what customers are purchasing, how
often, and in what amount. The fundamental purpose of
any customer database is to help a firm develop
meaningful, personal communication with its customers.
Other, more specific purposes of this database are to
improve efficiency of market segment construction,
increase the probability of repeat purchase behavior, and
enhance sales and media effectiveness.

B Explain the interactive nature of marketing
research and data enhancement.

A database is designed to serve as an information and
intelligence resource for the company. Data enhancement
allows a company to gain more knowledge of its
customers, increase the effectiveness of its marketing
programs, and predict responsiveness to changing
marketing programs. Marketing research plays the
critical role of gathering and collecting data relating to
geodemographic factors, customer attributes, and target
market characteristics.
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B Describe the dynamics of database development.
The development of a marketing research database
takes into account numerous steps, including (1)
assessing what information needs are required by the
company; (2) identifying specific research needs; (3)
collecting internal, external, and target market data; (4)
profiling customers into purchase categories; and (5)
developing predictive models to estimate the total
lifetime value each customer represents to a business.
B List the general rules of thumb in database
development.

Three general rules of thumb exist in database
development. First, collect data that will have the
greatest amount of predictive power. Second, view the
data acquisition process in terms of the width and depth
of the database. Third, make a commitment to long-
term data acquisition and enhancement.

B Demonstrate understanding of technology in a
database context.

Database technology refers to the process of
transforming data into predictive information. This is
accomplished through a database management system
which creates, modifies, and controls access to the
database. The two most commonly employed database
management systems are relational and sequential
database systems.

B Illustrate the development and purpose of the
data warehouse.

A data warehouse, frequently termed an “information
warehouse,” is a central repository for all significant
parts of information that an organization collects. Data

from various functions of the organization are stored
and inventoried on a central mainframe computer so
that information may be shared across all functional
departments of the business. The major significance of
a data warehouse is its purpose. From the standpoint
of data collection, a data warehouse serves two
purposes: (1) to collect and store data for the daily
operations of the business and (2) to collect, organize,
and make data available for analysis purposes.

B Explain the process of data mining as it relates to
the data warehouse.

Simply defined, data mining is the process of finding
hidden patterns and relationships among variables/
characteristics contained in data stored in the data
warehouse. Data mining is a data analysis procedure
known primarily for the recognition of significant
patterns of data as they pertain to particular customers
or customer groups.

B Understand the role of modeling in database
analysis.

The purpose of database modeling is twofold: (1) to
summarize what companies already know about their
customers, and (2) to show companies what they need
to learn about their customers. Two common
modeling techniques exist in database analysis. A
scoring model, using a gains table, is designed to
predict consumption behavior. The lifetime value
model is designed to measure the value customers
represent to the firm. Both models rely on actual
purchase behavior, not probability estimates based on
purchase intentions.

Key Terms and Concepts

Customer-volunteered information
162

Database 145 Depth 155
Database technology 156
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Review Questions

1.

How does a marketing research database differ from an operational database? How
does a firm’s strategic market plan benefit from the use of a marketing research
database?

. List the three advantages that data enhancement provides and explain how a manufac-

turer of office furniture could use each one.

. When internal data sources are used, what are two possible disadvantages that have to

be considered? Identify possible solutions to overcome the problems associated with
these disadvantages.

. Should a company forsake the use of a database if it is not 100 percent complete? Why

or why not?

. Explain the differences between a sequential database and a relational database. What

advantages are associated with each?

. What three factors will have the greatest impact on future methods used to provide

information in marketing research?

Discussion Questions

1.

Why have transactional data collection techniques become of utmost importance to
Anheuser-Busch and other companies?

. Briefly describe the differences between lifetime value models and scoring models. In

what situations would each modeling procedure be most appropriate?

. EXPERIENCE THE INTERNET. Visit the following website: www.internets.com. Search

the business and finance databases available. See if you can locate market information
pertaining to the Republic of China; once you have access to the data, provide a brief
description of the demographics in that country.

. EXPERIENCE THE INTERNET. Go to the website www.lawhk.hku.hk/dbmenu/

economics.shtml. Obtain the category Asian Statistics, and do a search on the
economic profile of a country of your choice.
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The Function of Databases within the Financial Industry

This Marketing Research Illustration was provided by permission from Acxiom Database
Management. The application is a Case-in-Point Report taken from the client files of Acx-
iom Database Management. It illustrates an actual development, use, and manipulation of
a major service industry database.

Leading with Data

Credit card issuers and retail bankers have big appetites for customer data, and are using it
to derive their businesses. As Gwen Dudley of Jackson, MS-based Trustmark National
Bank recently explained at the Chicago conference of the National Center for Database
Marketing (NCDM), “If we don’t know our customers and their behavior patterns, we
can’t make decisions that harness those behavior patterns into desired actions.”

Never has such knowledge been more crucial. The banking industry is in transition,
with new electronic delivery channels rupturing traditional banker—client relationships,
replacing them with a fluid market system in which consumers can shop for products and
services on price. Loyalty is difficult to come by, as products become increasingly com-
moditized, and channels of delivery more abundant. In this environment, banks are groom-
ing a new breed of data-savvy executives who can lead by following the data trail.

Courting Profitable Customers

According to Deane Conklin, business development executive with the financial services
group of Acxiom Corporation in Conway, AR, bankers are at different levels in their mas-
tery of the data basics of segmentation and data enhancement (see “Mastering the Basics”).
But competition is forcing quick transformations of those who are not on board.

“The collection, integration, enhancement, and analysis of customer data have become
must-do disciplines for improving marketing efficiency,” he said.

According to Conklin, major credit card issuers have been using advanced database
techniques for years. But other financial services businesses are just beginning to use such
information technology. Mutual fund issuers are just beginning to take advantage of con-
sumer data sources. Retail bankers are very involved in customer databases (called master
customer information files or MCIFs), while work in commercial banking is only begin-
ning. (For a comparison with 1995, see the Case-in-Point Report “Profiting from Bank-
ing’s Data Riches” by calling 800-332-6391.)

Conklin noted that most banks are very concerned now with the warehousing of multiple
streams of customer and prospect data, and with providing analytical tools to their execu-
tives to support customer acquisition and retention efforts. Some of this work is being out-
sourced to service bureaus and consultants to help bring projects to rapid completion. And
new data service providers are cropping up in unexpected places. MasterCard International,
for example, announced this year that its 22,000 member banks can now access consumer
transaction data by account number using a system provided by MasterCard.

While data is driving more and more acquisition and retention programs, New York
City—based research firm First Manhattan Group reports that only 10 percent of Amer-
ica’s top 50 banks use data for the more sophisticated profitability analysis at the account
or household level. Profitability analysis involves obtaining operating costs, by product,
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identifying profit components from each transaction file, creating a formula for each prod-
uct, and validating the accuracy of the calculated data.

For example, CoreStates Bank, a Philadelphia multi-bank holding company with $30
billion in assets, uses profitability analysis to directly measure a customer’s return.
CoreStates’ initial profitability analysis showed that 20 percent of customers are very prof-
itable, 20 percent are very unprofitable, and 60 percent are marginal. Going further,
CoreStates analyzed two of its branches. Branch “A” was in an affluent neighborhood and
very profitable, while Branch “B” was in a blue-collar area and losing money.

To management’s surprise, the two branches were comparable in loan ratios and all
other areas except one: no-fee checking. That product alone pushed Branch “B” into the
red. Claudia McElwee, vice president of database marketing for CoreStates, explaining
what happened after that revealing look at data, said: “This knowledge allowed the product
manager to change the minimum balance, raise fees and use other alternatives to improve
the profitability of both the accounts and the branch. Conventional wisdom holds that the
blue-collar customer is a bank’s bread and butter because affluent customers tend to estab-
lish more than one banking relationship, but analysis showed that wasn’t the case. In our
situation, because the affluent customers’ balances are so much higher—double that of
unprofitable households, even without the total banking relationship, they produce a much
better return for us.”

Mastering the Basics

Tom Cloninger, business unit executive for Acxiom’s data group, describes a basic set of data practices
that all banks should master:

* RFM Segmentation. Segmenting your customer file by the three key variables of behavior: recency,
frequency, and monetary value (RFM). Transaction data remains the most powerful predictor of
future behavior, and can help banks identify best prospects and possible defectors.

e Data Enhancement. Appending demographic and geographic data elements to customer records
permits various modeling and mining efforts to be undertaken, including:

1. Profiling. Create a profile of individual customers and households in each of your key segments,
comparing the incidence of a particular type of buyer in your customer universe to the larger
marketplace.

2. Cross-selling within your existing customer base. Identify best customers and target those who
are prime candidates for additional products and services. Analytical models can pinpoint the
variables that will lift response—which means you can mail to fewer people and get a greater
response on what you do mail.

3. Upselling or reactivating customers. Low-balance depositors and non-credit customers can be
upgraded to more profitable status with appropriate product targeting. Inactive customers may
likewise be viable prospects for other offerings. Inform your product strategy with appropriate data,
including age, income, property ownership, auto ownership, lifestage, and lifestyle variables.

4. Retention. Reduce churn in your customer base by identifying factors predictive of defection and
testing programs to turn likely defectors into your most loyal customers.

5. Acquisition. Data can be used in various ways to improve acquisition. Your profile of your best cus-
tomers points the way to the prospect most likely to respond, to activate, and to be profitable over
time. This data can drive your offer, your creative, your media selection, and your fulfillment
approach. Large mailers or telemarketers can also screen prospect lists by running them through
a regression model, since they have considerable bargaining power in the list rental marketplace.

At the other end of the spectrum is a small, 15-branch community bank based in Garden
City, NY. The Roosevelt Savings Bank, with $3 million in assets in 1996, has become very
proficient at identifying the most profitable branch portfolios. Marketing manager Peter
Labenburg uses an MCIF system developed by Tampa, FL-based OKRA to determine who
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the most profitable customers are in each branch, and to evaluate product profitability by
customer. This analysis has enabled the bank to generate multimillion dollar returns in cus-
tomer acquisition and retention campaigns over the past two years (see “Eyes on the Profit
Prize,” a Case-in-Point Case Study available by calling 800-332-6391).

The Loyalty Connection

Developing deeper customer loyalty is an ongoing challenge for every financial institution.
It is compounded by the industry’s increasing reliance on technology, both for developing
products and executing transactions. As reliance on brick-and mortar branch infrastruc-
tures and personal relationships lessens, Kurt Peters, publisher of Faulkner & Gray’s Home
Banking and Financial Services newsletter, ponders the impact that financial planners,
insurers, and even brokers will have on banks’ territories. Peters notes that low-cost, high-
tech options such as automated teller machines (ATMs) and on-line banking are increas-
ingly homogenizing product offerings, and suggests that banks may lose the opportunity to
cross-sell and up-sell to their own customers because newcomers, not tied to banking’s tra-
ditional branch infrastructure, can deliver services more cheaply.

While for most of us it’s hard to think of bank products and services as commodities
that we can shop around for like bread or a container of milk, that mindset is changing,
spurred by companies such as FINdex. FINdex of West Palm Beach, FL, is marketing an
interactive financial directory of over 500 banks and other financial services providers. At
FINdex’s Internet site consumers can compare rates, gather information on product offer-
ings, find banks near them, and purchase products. According to Stanton Freeman,
FINdex’s chairman, such tools will enable consumers to compare the products of as many
suppliers as they choose. “If they find a product they like, they will be able to purchase it
right on the spot, he explained. “It won’t matter where the financial institution is located.”

While newcomers to banking may make some inroads with Internet-happy customers,
there is an upside for those established players who are expanding their own on-line offer-
ings. Electronic transactions generate transactional data which, when handled proactively,
can help banks stand out from the crowd. For example, data captured on which ATM loca-
tions a customer uses, where the ATM is located in relation to the consumer’s home and
work, and what type of transactions each consumer conducts by time of day, week, or
month, can be very illuminating. Banks can use such data resources to increase overall
ATM usage, to redirect traffic to under-utilized sites, to increase usage during low-peak
evening and weekend hours, or to promote vacation usage.

Designing Win-Win Situations

Leading with data in financial services is not without its challenges. One of the key problems
is that a model profitable customer—one who runs high balances on credit cards or other
revolving loan programs—is also a model candidate for bankruptcy. That problem has been
worsened by industry practices in issuing pre-approved credit cards, which has contributed to
rising bad debt for both consumers and issuers. Noting the all-time delinquency rates of the
first half of 1996, James Chessen, chief economist of the Consumer Credit Delinquency Bul-
letin, put the blame squarely at bankers’ doorsteps. “The delinquencies being seen today are
the result of lending decisions made by banks 18 to 24 months ago,” he said.

Rising delinquency rates may turn out to be a boon for financial institutions that use
data wisely. Peggy Scully, team leader of Acxiom’s data group sales office in New York
City, sees banks and credit card issuers taking corrective actions already. Their chief strate-
gic response has been to shift from pre-approved to non-pre-approved card offers to qual-
ify prospects on their lists, she noted. In this shift, demographic data takes a much stronger
role than in the pre-approved environment, since credit information, usually the best pre-
dictor of customer behavior, is off limits because of legal restrictions.
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Says Scully, “When a financial services company faces a squeeze, careful segmentation
and list qualification helps because it cuts out additional mailing costs. Enhancement data
supplies additional information that the financial institutions don’t already have about their
prospects and customers.”

The delinquency crunch has attracted some non-bank innovators to the marketplace.
Merchandise cataloger Fingerhut of Minnetonka, MN, for one, decided to pursue high risk
customers as a lucrative credit card market. Using the company’s catalog database, which
contains 500 pieces of information on the cataloger’s 50 million-name file, Fingerhut
opened 670,000 credit card accounts with $500 million in receivables in less than a year,
making it the twenty-third largest card issuer in the U.S. Factoring in the inherent risk of
extending credit to low to middle income families, Fingerhut allows a six percent write-off
for bad debt, and an interest rate of two percent on its co-branded Visa and MasterCards.
Fingerhut’s chief executive officer Theodore Deikel attributes the company’s success to
data. “It all goes back to the database,” he said.

Sensitivity Prevails

Another sophisticated use of data is segmented pricing based on customers’ and prospective
customers’ risk and return profiles. Such customization, however, while used successfully in
the insurance industry, faces great consumer resistance when it comes to accessing credit. In
fact, some issuers have raised consumer ire by offering pre-approved cards without revealing
all of the facts about the offered rate. Variable rates and “as low as” offers are clearly on shaky
ethical and legal ground (federal law requires issuers to disclose in writing the interest rate in
pre-approved offers). And recent amendments to the Fair Credit Reporting Act will soon
require all companies using credit bureau lists to inform consumers of their opt-out rights.
Issuers must factor in these business realities as they experiment with data-driven programs.

Data can also help bankers to think about customers in fresh ways. Data helps banks to
develop traditional or emerging channels and to glean all the information they possibly
can. Trustmark National Bank, for example, offers senior citizens, who generally appreci-
ate high-touch over high-tech service, the opportunity to have someone reconcile their
check registers with their bank statements. Sound time consuming and unprofitable? To the
contrary; Trustmark added a relational database field to track which seniors opened sav-
ings accounts for their grandchildren, and markets to them accordingly.

As banks head into the twenty-first century, they are poised to enter a new era of
relationship-oriented strategies. Intensely transaction-driven, they have realized that
product-oriented strategies will give way to more targeted and focused marketing
efforts. William Geiger of Gemini Consulting, based in Cambridge, MA, outlines the
benefits that banks will derive as they adopt relationship-building strategies that lead
with data:

e They will efficiently sell the maximum amount of the banking products targeted to the
right segments of their databases.

* Basic segmentation and cross-selling will become easier, as preferred pricing and ser-
vice strategies emerge for customers who buy multiple products and keep their
business close to home.

e They will build multiple product relationships with targeted customer segments, as
sophisticated modeling techniques and profitability analysis at the account level allow
customized value offerings and pricing.

* To overcome the increasing homogenization of banking products via Internet banking
and other on-line services, banks must position and distribute distinct initiatives associ-
ated with a bank’s brand identity.
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“Successful businesses
of the next decade will be

the organizations that integrate
information-driven technology in all
functional areas. The decision support
system we see today will be taken at

giving business people more usable
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least three generations further,

information than ever before.”

—RON MCINTYRE
Director of Information Systems
Fox Retail Group

customers. It just doesn’t know which of its
customers are the same people. Under the
Sears umbrella, customers can get a credit card,
then use it to buy clothing from a catalog. They
can have their hair dyed red, then have their
picture taken while waiting to have their auto
repaired. Sears will go to customers’ houses to
kill termites, install fences, and deliver air
conditioning units. But each purchase record
appears in a different Sears database; as far as
the company knows, that’s eight separate
transactions from eight different people. Sears
management needed to tie together the records
that make up a customer profile, but first they
had to figure out which records belonged to the
same person.
To further complicate the problem, a system
consistency had to be superimposed because the
data sources had different underlying structures:

ﬁears, Roebuck and Company knows its

the hair salon indexed records by customer name,
the credit card database identified customers by
social security numbers, and the appliance repair
center tracked customers by home phone number.
Sears had to standardize and make sense of all the
data. The decision support system known as
“unified data view” seemed to be the answer. The
system allowed Sears to build a picture of each
customer, creating a powerful decision tool
regarding customer retention.

The ability to retain the customer is a goal being
sought by retailer and manufacturer alike. The
advent of more powerful decision support tools,
advanced analytical tools, and rich customer data
sources is powering this business trend. The
benefit of these technologies is exploited when
data associated with the customer is integrated
with data created with normal business operations.
This infrastructure is known as the decision
support system.*
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Value of the Marketing Decision Support System

When businesses find themselves in uncertain competitive situations, they must make a
series of strategic decisions. Such decisions may involve changing personnel, implementing
new pricing policies, introducing new products, or exploring new promotional methods.
The task then evolves to selecting the best action to solve the problem and generate the
desired outcome. For example, if a change in price policy is recommended, a manager must
know what prices to set, how the new pricing will affect customer perceptions, and how the
competition will react. Similarly, if a new promotional method is recommended, what
method should be used? How much will it cost? How effective will the new method be?
Questions such as these can be answered only by properly interpreting the most appropriate
information available.

The rapid advancement of technology over the past decade has made it possible for
businesses to collect, condense, and categorize information in a highly efficient manner.
But while this has produced an unprecedented level of information availability, it has not
generated much improvement in managers’ ability to correctly interpret information. Inter-
pretation requires more than the ability to correctly read rows and columns of numbers,
percentages, and absolute values. It begins with an understanding of where the information
comes from, how the information is obtained, and what relevance the information has to
the business situation being examined. Decision makers must anticipate the kinds of infor-
mation that will be required to reduce uncertainty in the decision-making process. This
involves selecting the proper information sources and knowing how to obtain information
from those sources.

Correct interpretation of information is also affected by time. Information that was col-
lected yesterday may be outdated today. In order for information to be correctly interpreted
it must be collected in a timely, ongoing manner. A systematic gathering of longitudinal
information reinforces a manager’s ability to correctly interpret that information ahead of
foreseeable decisions.

Finally, the ability to correctly interpret information centers on its accuracy. Even if
researchers establish careful criteria for information collection, it is inevitable that biases
will arise out of personal or environmental factors. In order to reduce such biases,
researchers should collect information from several sources or use several different
approaches. Different information sources relevant to the decision problem can enhance
accuracy in the interpretation process.

CRM and the Marketing Decision Support System

Growth in the electronic marketplace and the resultant increase in the availability of and
access to customer data have been major drivers of the accelerated pace at which businesses
are adopting technology-based systems for customer relationship management. Businesses
are using technology to enable the alignment of their operations, resources, and strategies to
maximize the value customers can derive from their products and services. As seen in Chap-
ter 5, the CRM applications have focused on automating customer operational procedures
for the purpose of interaction and data collection. However, “customercentric” businesses
are increasingly embracing a view that goes beyond the functionality of such applications to
include a full range of support system components. These approaches foster a more sophis-
ticated view of CRM based on the creation of a closed-loop decision support system.
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While the CRM process has a variety of strategic outcomes, two of the most common
are the decision support system and the business intelligence program. As we will see in
the first part of this chapter, the decision support system is a CRM tool designed to assist a
business in making marketing decisions. Early decision support systems, developed in the
1980s and 1990s, were designed as business intelligence tools. In today’s technological
arena, with vast amounts of consumer and competitive information available, decision
support systems and business intelligence programs each serve unique purposes for busi-
ness. The purpose of the business intelligence program will be discussed in the latter part
of the chapter.

The Marketing Decision Support System

Marketing decision
support system (MDSS)
A computer-based sys-
tem intended for use by
particular marketing
personnel at any
functional level for the
purpose of solving
semistructured
problems.

A marketing decision support system (MDSS) is a computer-based system intended for
use by particular marketing personnel at any functional level (sales, product or brand man-
agement, advertising) for the purpose of solving semistructured problems. The output
occurs in the form of special reports, mathematical simulations, or tracking devices.

The MDSS and the marketing information system (MIS) have been viewed as almost
identical. Based on the emergence of new technology, however, the two systems have
evolved into unique research tools. The MDSS, in contrast to the MIS, possesses the fol-
lowing unique characteristics:

1. It is designed for specific research problems to support individual marketing
personnel.

2. It provides information designed to facilitate a specific decision (new-product
planning, advertising effectiveness, distribution alternatives).

3. Its primary purpose is to evaluate alternative solutions to marketing-related problems
and to identify the best course of action.

4. It is designed to focus on narrow (semistructured) problems such as facilitating the
design of sales territories, evaluating outcomes of new-product or brand launches, or
even profiling specific target markets for marketing actions.

5. Its emphasis is twofold: information storage and categorization, and resultant solutions.’

A Marketing Decision Support System Diagram

Exhibit 7.1 illustrates how an MDSS supports marketing personnel in various capacities. The
MDSS stores and categorizes three groups of marketing information: environmental, trans-
actional, and competitive. This information is contained within an information-processing
system consisting of a computer, a marketing research database, and specialized software.
This information-processing system enables the user to manipulate information and pro-
vide output in the form of specialized reports, responses to database queries, and model
simulations. Reports and database queries are used most often to identify market-related
problems. Simulations prove to be invaluable for planning alternative solutions for the
marketing decision maker.

The purpose of this chapter is to acquaint the reader with how an MDSS is used. Chap-
ters 4, 5, and 6 provided discussions of secondary data, information technology, and data-
base development, which together form the foundation for understanding the MDSS.
Therefore, just a brief discussion on these topics is considered.
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Information Requirements

The bulk of the information contained in the MDSS is secondary. Because the MDSS is
designed to provide solutions to current problems in the marketplace, it contains actual
market data, not intentions or attitudes. Information used in the MDSS must provide mar-
keting personnel with a picture of what really has happened in the past, so that the present
and the future can be put in perspective.* Present market activities must be reported
quickly, as they actually happen, so that marketing personnel can act accordingly. For
example, when Miller Brewing Company introduced its new Miller Red Beer into the mar-
ket, managers needed to know how the beer was selling at different stores, at different
price points, under different promotional campaigns. Any corrective actions to change or
enhance the marketing effort had to take place immediately. Therefore, the only valuable
data existing were the direct, point-of-sale, transactional data linked into the MDSS from
various store locations. Transactional data revealed that sales were less than estimated at
convenience stores in the southwestern United States. It happened that Budweiser was
doing a massive point-of-sale campaign for its Michelob brand, undermining all marketing
efforts by Miller. Within 24 hours, Miller distributors were instructed to contact conve-
nience store managers in the Southwest and offer them a $1 buydown per case if they
would remove all Michelob promotions and exclusively promote Miller Red.’

On the basis of a simulation of transactional data, Miller estimated sales to increase by
40 percent, which would more than offset the lost revenue resulting from the $1 buydown
given to store management. In addition, the model estimated that individual store units
would average 700 cases sold per week, resulting in $700 extra revenue for the store.
Armed with these data, distributors found it easy to persuade convenience store managers
to change their emphasis to Miller Red. This rapid reaction would not have been possible
without point-of-sale data and MDSS simulations. The key to the success of this decision
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was showing managers at Miller what happened in the past, what was happening today,
and what would happen tomorrow.

Environmental Information

Within the context of the MDSS, environmental information is that which pertains to
suppliers and distributors. Information on suppliers is particularly important, because
cooperation and coordination of activities with these firms ensure that a company has the
necessary raw materials and services to react to changes in the market. Specifically, com-
panies must have reliable information on supply considerations such as cost, quality, and
product reliability.

In an MDSS, suppliers are ranked by the dollar volume of business they do with a com-
pany. A series of related criteria is then established and stored within the information pro-
cessing unit of the MDSS. This information can then be analyzed using software that
evaluates all suppliers on the following dimensions:

1. Dollar volume by season and year. 4. Timeliness of deliveries.
2. Growth or shrinkage of annual dollar volume. 5. Price terms and allowance.
3. Accuracy of shipping and billing. 6. Returns and procedures.

A sample output of supplier processing software is shown in Exhibit 7.2. Perhaps the
greatest advantage of such a system is that a supplier can be selected or replaced immedi-
ately so that the company can avoid shortages or excessive inventory and, ultimately, cus-
tomer dissatisfaction.

7-2 Example of Output from Supplier Processing Software

Dept. No.
Date
Resource
Merchandise Top Grade _____ Medium ___ Low-End __
Activity (Mfr., Jobber, Importer, etc.)
Sales Office Address Telephone

Factory or Warehouse Address
Company Officers and Titles
Buyer Contacts—State peculiarities or special handling required by
a. Sales Office  b. Factory
Rating—Dun & Bradstreet
Ethics of Firm
Ranking in Industry
Vendor Importance to Store
Store Importance to Vendor
Record of All Arrangements (Terms, Trade Discounts, Cash Discounts, Cooperative Advertising, etc.)

Remarks (State clearly any additional information not covered above that will guide any member of
our organization who may have to deal with this vendor.)

Semiannual
Date By Whom
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Distribution Partners

Distributors are typically referred to as service wholesalers. They are businesses that secure
products from the manufacturer and sell them to retailers. Service wholesalers are widely
used because they offer many advantages over selling direct to retail. For example, they
offer packaging and shipping services, reduce inventory carrying needs, reduce credit risks,
and simplify bookkeeping. Many businesses, such as grocery stores and convenience stores,
have no choice but to use wholesalers due to the vast level of merchandise variety they must
maintain. As such, service wholesalers are entities whose contribution to a company’s prof-
its must be continually evaluated. Hard data related to wholesalers should include

Levels of inventory carried by various wholesalers.
On-time delivery performance.
Minimum ordering requirements.

1.
2.
3.
4. Transportation costs.
5. Repairs, allowances, and adjustments.
6.

Level of service (e.g., automatic merchandise replacement, markup, inventory
management).6

Exhibit 7.3 shows a document from a wholesaler evaluation system (WES), included in
many marketing decision support systems. As you can see, the system allows for quick, effi-
cient comparative evaluation among wholesalers. Here again, the accuracy and timeliness
of data are necessary in order for the system to be effective in the decision-making process.

7-3 Example of Wholesaler Evaluation System

VENDOR INQUIRY PROGRAM-NAME: 201U5031
PFKEY 1 - RESTART
DEPT 20 LADIES SPORTSWEAR PFKEY 16 - EXIT
VENDOR 437801 LONGSTREET INDUSTRIES, LTD.
DATE 06/8-
RECEIPTS: MARKDOWNS :
UNITS 420 UNITS 56 ADV CONTRIBUTIONS: .00
@ RTL 6715.80 @ RTL 280.23
@ COST 3156.45 # P.O.’S PLACED: 6
PURCHASES :
SALES: # SHIPMENTS: 5
@ RTL 7438.20
UNITS 324 @ COoSsT 4462.92 OVER SHIPMENTS: 0
@ RTL 5389.77
@ CoSsT 3108.45 INVOICED AMTS: UNDER SHIPMENTS: 1
RETURNS : INVOICE 3782.40
DISC 231.18
UNITS 23 FREIGHT 45.20
@ RTL 367.77 RETAIL 6715.80
Press “ENTER” to continue *
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Business Intelligence

An additional informational requirement of a marketing decision support system is busi-
ness intelligence. Business intelligence activities lack the structure and rigor of more for-
mal information-gathering practices associated with suppliers or distributors, but they do
represent an important informational input into the MDSS. Business intelligence involves
a procedure for collecting daily operational information pertinent to the company and mar-
kets it serves. Business intelligence information is usually collected by reading trade publi-
cations, books, and newspapers, as well as by talking to customers, suppliers, wholesalers,
and other personnel within the company.

The unique nature of business intelligence and its relationship to the CRM process are
discussed in detail in the Business Intelligence Programs section later in the chapter.

Transactional Data

As the term implies, transactional data are information resulting from a transaction usu-
ally between a consumer and a retailer. Revolutionary new methods of collecting transac-
tional data will emerge in the next decade and bring significant changes to the practice of
marketing research. At present, five technologies interact to help researchers collect and
maintain transactional data: bar coding, optical scanning, automatic replenishment, elec-
tronic data interchange, and reader sorters. A brief discussion of each technology follows.

Bar coding consists of a pattern of varied-width bars and spaces that represents a code
of numbers and letters. When decoded through an optical scanning device, the code points
to important product information. Brand name, style, size, color, and price are some of the
data represented by bar codes. Bar codes also provide data on inventory levels, percentage
of markup on the item, stock turn rate on merchandise, and quantity levels necessary for
reordering.

Bar coding operates in conjunction with optical scanners. An optical scanner is a light-
sensitive device that “reads” bar codes; that is, it captures and translates unique bar code
numbers into product information and thus facilitates data entry into the MDSS. Two scan-
ning techniques are commonly employed. First, the universal product code (UPC) is a gen-
erally accepted bar code for the retail industry. A UPC is a 12-digit number used for
merchandise identification. Second is the shipper container marking (SCM). An SCM is a
bar code that facilitates the identification and shipping of containers between manufactur-
ers, distributors, and retailers. UPCs and SCMs can be read by a variety of optical scan-
ners. A majority of discount stores like Target and Wal-Mart use handheld scanners, or
laser guns, for speed and convenience. Optical scanning wands are used predominantly by
department stores like Dillard’s and Macy’s because of loosely attached price tags. Flatbed
scanners or in-line conveyers are used mainly by supermarkets due to the volume of items
and coupons that need scanning.

Every time an optical scanner reads a bar code, it electronically records what was
bought, the manufacturer and vendor, the size and price. This information is then archived
in a database and enhanced with market intelligence and other research-related informa-
tion. The resulting database has the potential to reveal what consumers watch on televi-
sion, what type of neighborhood they live in, and what kinds of stores they shop at. Exhibit
7.4 not only describes how scanner data can be cross-referenced but also the value they
hold for marketing researchers.

The automatic replenishment system (ARS) is a continuous, automated system
designed to analyze inventory levels, merchandise order lead times, and forecasted sales. It
also generates purchase orders for merchandise that needs quick replenishment. ARS is
designed to help firms carry the lowest possible levels of inventory while still maintaining
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.----% IEIT 7.4 HomeScan: Scanner Data for Decision Making

Electronic data
interchange (EDI)

A computerized system
designed to speed the
flow of information and
products from producer
to distributor to retailer.

Men are more active buyers of products in many categories than had been thought, according to new data
from NPD/Nielsen’s Advertising Services division.

The first data released from Nielsen’s HomeScan database cover a year of magazine reading and
product purchases in 18,000-plus households nationally, part of Nielsen’s household panel.

While HomeScan’s single-source information service is similar to annual surveys from Mediamark
Research Inc. (MRI) and Simmons Market Research Bureau, HomeScan gathers purchasing information
electronically, via a scanning wand. MRI and Simmons respondents record purchase information in
response to a written questionnaire or interview.

HomeScan tracks magazine readers’ use of 1,500 brands in 1,000 product categories. Among initial
findings is the high number of package-goods purchases made by men.

“We are finding that men are a lot more important [as consumers]. Overall, about 30 percent of the
dollars recorded by package goods were purchased by men,” said Steve Coffey, vice president of
NPD/Nielsen.

For example, among mouthwash brands, men bought 52 percent of all Viadent purchased and 22 percent
of Colgate Tartar in the year ended June 1.

Nielsen isn’t sure why HomeScan shows more purchases by men than previous estimates. But Coffey
said it may be because other surveys typically designate a single member of each household as a
homemaker who provides information about product purchases, while HomeScan distinguishes between
household members and records their age and sex.

Another finding is that magazine audience levels are higher than those recorded by MRI and Simmons.
Overall, HomeScan shows 44 percent higher audience levels than MRl and 86 percent higher than Simmons
in the 140 magazines HomeScan tracks.

This disparity may be caused by interviewer bias in other surveys, Coffey said. Unlike MRl and Simmons,
HomeScan collects readership information electronically, not through an interviewer.

As a result, some magazines—particularly those responders might feel awkward reporting they read,
such as The National Enquirer and Playboy—post higher audience levels than in other surveys. Other
categories, including newsweeklies, post audience levels similar to those reported by MRl and Simmons.

HomeScan subscribers can access the database, updated in October and April, via an online service or
compact disc. Subscribers include Parade; Reader’s Digest; USA Today; Kraft; General Foods; Leo Burnett
Co.; Foote, Cone Belding Communications; and Walter Thompson USA.

a sufficient quantity to avoid stock-outs. The inventory levels can be optimized because
order quantities are smaller and ordering is more frequent. In addition, inventory move-
ment is enhanced because reordering is automatic, stock turn rates are higher, and the cost
of spoilage and shrinkage is decreased dramatically.

Electronic data interchange (EDI) is a computerized system designed to speed the
flow of information and products from producer to distributor to retailer. This, in turn, con-
tributes to increased sales, reduced markdowns, and lowered inventory carrying costs. EDI
differs from the automatic replenishment system (ARS) in that benefits are derived from
reductions in costs of clerical and administrative activities associated with merchandise
ordering. EDI centers mainly on the electronic exchange of information such as purchase
orders, invoices, advanced shipping notices, and product return notices. In essence, EDI is
the information arm of an automatic replenishment system.

EDI is available in two formats: direct data interchange (from retailer to vendors or dis-
tributors) and third-party networks, which operate as clearinghouses or electronic mail-
boxes for retailers. While slight differences exist between these two formats, their benefits
are much the same. EDI reduces the costs of clerical work and data entry, postage, han-
dling, and form printing. The speed of communication reduces inventory carrying costs,
improving the efficiency of vendor and retailer.
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Automatic replenishment systems and electronic data interchange are keys to the
MDSS. Toys “R” Us, for example, which has 451 stores nationwide and 97 in foreign
countries, attributes its growth and profitability to its inventory and information compo-
nent of the MDSS. Being a highly seasonal company (60 percent of sales occur between
Thanksgiving and Christmas), Toys “R” Us depends on inventory control for its sur-
vival. To date, Toys “R” Us is networked to over 500 vendors. Transmitted data include
orders and shipment confirmations. Sales and inventory records are also transmitted,
allowing buyers and vendors knowledge of which toys are sold at which stores world-
wide, and when the items need to be replenished. More specifically, through EDI, Toys
“R” Us can monitor sales trends and communicate with vendors automatically. Toys “R”
Us stores in California, for example, sell more trend and fad merchandise than other
stores. EDI allows buyers to create a balanced product mix of these goods with other,
less seasonal goods.’

The final element used in generating transactional data is the reader-sorter. The
reader-sorter is a computerized device located at the point of sale that resembles a minia-
ture automated teller machine (ATM). It enables consumers to pay for transactions with
credit cards, ATM cards, or debit cards. The magnetic strip on the back of each card con-
tains a wealth of consumer data. On this tiny strip an individual’s personal, historical
data are housed, along with other relevant data such as at which store the card was used,
what was actually purchased, and when, along with significant demographic and
lifestyle data.

At the point of sale, when a consumer uses the reader-sorter as a payment method, data
from both the magnetic strip and the current purchase are automatically collected. The
optical scanner (via a bar code) is collecting and recording product purchases while the
reader-sorter (via the credit, ATM, or debit card) is collecting and recording information on
who is making the purchase. Both groups of information are then stored in the central data-
base of the MDSS. When compiled with other consumer purchases, a specific product-
related profile can be generated based on weekly, even daily, store activities.

Exhibit 7.5 contains a sample MDSS report output on individuals who have purchased
Pepsi products at a particular chain supermarket. On the basis of the information revealed
by the reader-sorter, these individuals also listen to contemporary rock music, visit theme
parks, drink vodka, rent videocassettes, give cookouts and barbeques, are pro football
watchers, and use a personal computer at home. While this is only a small amount of the
data it would be possible to gather on Pepsi drinkers, it represents actual data collected and
stored at the point of sale.

Armed with this information, Pepsi can anticipate daily sales, plan in-store promotional
activities, anticipate reactions to price and packaging changes, and maintain an accurate
description of its target market. The value of this information is in its predictive capability,
being that it was generated on actual product purchases, not propensity or probability to
purchase Pepsi. Therefore, it becomes obvious that the benefit of the MDSS is its ability to
collect and categorize relevant customer information. Yet, recall that the key to interpret-
ing this information remains in the information-processing element of the MDSS.

Information Processing and the MDSS

The three key elements of the information-processing component of the MDSS are the
database, the computer facilities, and the software system. Given the extensive discussion
on database development in Chapter 6, our discussion here will concentrate on the com-
puter and the software system.
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T 7.5 Sample MDSS Report on Pepsi Buyers

TARGET LIFESTYLES/MEDIASTYLES/DEMOGRAPHICS FOR PEPSI
TARGET: SOUTH AO DDT HEAVY USER
Penetration Penetration

Demographics Total Target Index Demographics Total Target Index
Bought Heavy Rock Music 7.76 13.11 109 Go Power Boating 4.83 5.82 120
Bought Cntmpry Rock Music 15.90  24.85 156 Professional Wrestling Fans 10.95 13.17 120
Attended Pop/Rock Concerts 8.91 13.53 152 Drink Vodka 1874  22.24 115
Ride Motorcycles 3.71 5.46 147 Go Bicycling 16.77 19.63 117
Bought Soul/R&B/Black Music 8.13 11.65 143 First Time Truck Buyers 7.12 8.31 117
Play Racquetball 4.53 6.45 143 Bought Pre-Rec Audio Csstte 23.44  27.26 116
Downhill Skiers 3.98 5.65 143 Tapes

Bought Cntmpry Pop Vcl Music 17.10 24.18 141 Rented Video Cassettes st yr 48.06  35.70 115
Do Weight Training 9.84 13.87 141 Bought Traditional/Cntmpry Jazz 5.97 6.81 114
Water Skiers 3.94 5.53 140 Bought 3-Door/Hatchback New 2.70 3.05 113
Joggers/Runners 9.16 12.61 138 Bought Foreign Car New 12.28 13.85 113
Go Horesback Riding 4.26 5.35 137 Smoke Menthol Cigarettes 9.15 10.26 112
Bought 1960s Rock Music 6.48 8.37 137 Bought Country Music 17.70 10.82 112
Visited Theme Park pst yr 20.08 2739 136 Take Adult Education Courses 7.13 7.98 112
Go Overnight Camping 9.41 12.62 134 Attended Theater/Concerts 21.49  23.55 120
Bought CD Player pst year 6.34 8.24 130 Go Sailing 2.74 3.00 118
4+ Movies in lst 9o days 15.10 19.51 129 Spent $10+ Tupperware party 7.23 7.83 108
Drink Rum 17.43  22.36 128 Give Cookouts/Barbecues 36.62  39.65 108
Played Tennis 10+ times st yr 3.35 4.30 128 Professional Football Fans 41.47  44.27 107
Went Swimming 20+ times st yr 8.75 11.16 128 Professional Basketball Fans 26.00 2759 106
Go Target Shooting 4.49 5.71 127 Go Salt Water Fishing 4.41 4.67 106
Bought Blank Audio Csstte Tapes  17.78  22.25 125 Use Chewing Tobacco 1.83 1.92 105
Go Hiking/Backpacking 8.84 10.77 121 Drink Imported Brandy or Cognac ~ 7.28 7.64 105
Belong to a Health Club 4.37 5.28 121 Own a PC at Home 2236  23.26 101
Go Fresh Water Fishing 11.83  14.28 121 College Basketball Fans 21.27 21.98 103

The computer and the software system serve one primary function in the MDSS: to pro-
duce reports that are valuable to the decision maker. The computer and software system of
the MDSS should adhere to the following guidelines:

1. Report design should reflect the needs for the user, not the analyst.
. The software system must be able to provide reports for the user within minutes.

2
3. The system must have the ability to sort and print highly specific report data.
4. The data must be easy to read, use, and manipulate.

5

. The system should be custom-made versus prewritten systems. While a prewritten soft-
ware system is less expensive, if the system does not meet the user’s needs, it is useless.®

Two general types of software systems exist for MDSS: statistical software systems and
managerial function software systems.
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Statistical Software Systems

Statistical software systems have been available for performing basic statistical analysis
since the early years of the computer. These systems analyze large volumes of data and com-
pute basic statistics such as means and standard deviations. They also compare sets of num-
bers and use such tests as #-tests and chi-square tests to determine how similar or different the
number sets are. More sophisticated routines like multiple regression and analysis of vari-
ance are also included. Statistical techniques are fully discussed in Chapters 17 and 18.

While a variety of statistical software systems exist, SAS and SPSS-X are the most
robust packages for the MDSS. Due to the vast knowledge of mathematical and statistical
background needed to use these systems, however, they are usually the favorite choice for
the research analyst, not the manager. Therefore, managerial function software systems are
also incorporated into the MDSS.

Managerial Function Software Systems

In the MDSS environment, three managerial function software systems are commonly
employed: forecasting systems, product/brand management systems, and promotional
budget systems.

Many forecasting systems exist that enable sales or marketing managers to project
future occurrences. They all use the types of data described earlier in this chapter as a basis
for predicting sales. For example, if transactional data indicate that purchases increase
with increased presence of the product at retail, the exact relationship could be stated in
mathematical (i.e., modeled) terms. Forecasting systems usually produce sales or prof-
itability projections in a report form, such as the one in Exhibit 7.6.

Product/brand management software systems enable managers to plan for new-product
introduction. One such package, called brand planning, is based on a critical path analysis
and displays the output in the form of a Gantt chart. The brand-planning package plans the
sequencing of activities (production, sales, packaging, etc.) that must be performed simul-
taneously in order to have a successful product launch.

A promotional budget system enables managers to predict and control promotional expen-
ditures. Limits are set for each element of the promotional budget—sales, advertising, sales
promotion, and media spending. Reports are issued on a monthly basis indicating how actual
expenses relate to budget projections. An example of a promotional budget system is the
ADBUG.’ This model procedure provides evaluation of sales response to advertising. Con-
ceptually, the system is quite simple in that it evaluates what is happening to an entire indus-
try, product class, or even brand within the class, with respect to the brand’s market share. The
system operates on a very fundamental basis; using a what-if assumption, ADBUG performs
a series of sensitivity analyses to measure sales response based on the effects of share adver-
tising, media effectiveness, product seasonality, trends, competition, and price.

In order to develop the sales response function, the ADBUG user places a number of
other assumptions into consideration:

1. A certain level of advertising expenditures will maintain brand share at some given
level.

2. A floor exists where brand share will fall by a fixed amount with zero advertising.
3. A ceiling exists where brand share will increase given large advertising expenditures.

The ADBUG system has two main objectives: (1) to determine the optimum level of
advertising expenditure to achieve a desired level of sales, and (2) to determine how to
change advertising expenditure over time in order to maximize profits.
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7.6 Illustration of Output from Sales Forecasting System
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RECAP BY INDUSTRY:

BAKING:

PLASTIC:

CHEMICAL:

PHARMACEUTICAL:

FOOD:

DAIRY:

PARTS:
Powder paint: (PP)

Systems (S)
Screeners (CS)
Rotary Valves (CV)
Miscellaneous (M)
Systems (S)
Screeners (CS)
Rotary Valves (CV)
Miscellaneous (M)
Systems (S)
Screeners (CS)
Rotary Valves (CV)
Miscellaneous (M)
Systems (S)
Screeners (CS)
Rotary Valves (CV)
Miscellaneous (M)
Systems (S)
Screeners (CS)
Rotary Valves (CV)
Miscellaneous (M)
Systems (S)
Screeners (CS)
Rotary Valves (CV)
Miscellaneous (M)
General (Parts)
Systems (S)
Screeners (CS)
Rotary Valves (CV)
Miscellaneous (M)

PROJECTS QUOTED RECAP: September

Total w/Revisions  Total w/Revisions Total Complete  Total Complete No.
by Indus. & Type by Indus. by Indus. & Type by Indus. Quotes
$550,004.00 $2,398,425.00 3

$38,761.91 $38,761.91 1
$0.00 $0.00 )
$0.00 $588,765.91 $0.00  $2,437,186.91 o
$0.00 $0.00 )
$0.00 $0.00 )
$0.00 $0.00 o
$0.00 $0.00 $0.00 $0.00 )

$314,980.00 $559,519.00 4

$19,140.00 $19,140.00 3

$10,860.00 $10,860.00 2
$0.00 $344,980.00 $0.00 $589,519.00 )

$69,918.00 $129,918.00 4
$0.00 $0.00 )
$0.00 $0.00 )

$200,000.00 $269,918.00 $252,000.00 $381,918.00 2
$13,670,547.00 $22,409,527.00 12
$155,667.00 $155,667.00 6
$28,120.00 $28,120.00 3
($67,100.00) $13,787,234.00 $317,200.00  $22,910,514.00 1
$0.00 $0.00 )

$13,374.00 $13,374.00 1
$0.00 $0.00 )
$0.00 $13,374.00 $0.00 $13,374.00 o
$0.00 $0.00 $0.00 $0.00 )
$0.00 $0.00 )

$46,065.00 $97,584.00 3
$0.00 $0.00 0
$0.00 $46,065.00 $0.00 $97,584.00 o

$15,050,336.91 $15,050,336.91  $26,430,095.91  $26,430,095.91 45
No.
Total w/Revisions Total Complete  Quotes
$311,987.91 $363,506.91 19
$0.00 $0.00 o
$138,918.00 $138,918.00 3
$13,485,890.00 $21,758,234.00
$655,000.00 $655,000.00
$458,541.00 $3,514,437.00 14
$0.00 $0.00
$0.00 $0.00
$0.00 $0.00
$15,050,336.91 $26,430,095.91 45
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Regardless of which MDSS software system is used, the goal is to produce information
from data in order to facilitate decisions. The common denominator of all MDSS software
systems is that modeling capabilities are used to provide direct support to the manager for
solving problems. Therefore, before we engage in a discussion on MDSS output, we will
present a brief discussion on models.

Types of MDSS Models

When the information contained in the MDSS is categorized and classified by the appro-
priate software system, the result is some form of output for the decision maker. When the
purpose of the output is to provide a solution to the problem, the solution effort was most
likely generated by some modeling technique.

A model is an abstraction that represents some phenomenon or activity associated with
an entity. If a model is to represent why a company’s sales fluctuate, for example, then
sales fluctuation becomes the entity. Models can be classified as static or dynamic, proba-
bilistic or deterministic, and optimizing or suboptimizing.

Static models do not consider time as a major variable. They deal with events at one
particular time. An advertising allocation model that computes the optimum dollar amount
to spend on advertising using current spending is a static model. When time is added, the
model becomes dynamic. Dynamic models illustrate behavior over time. A traditional
sales forecast over a one-year period is a dynamic model.

Another way to classify models is whether or not they include probabilities. A probabil-
ity is a chance that some event is likely to occur. Probabilities can range from 0.00 (no
chance of occurrence) to 1.00 (a 100 percent certainty of occurrence). A probability state-
ment would be, “There is a 75 percent chance that customers will buy Pepsi for $1 a can.”
Models that include probabilities are called probabilistic models. Models that do not include
probabilities are called deterministic models. Many sales forecasts are deterministic.

An optimizing model is one that selects the best solution among alternatives, and a sub-
optimizing model is one that will project an outcome on its own. Most models employed in
distribution and logistical efficiency are either optimizing or suboptimizing.

Modeling capabilities allow the MDSS to produce output, which is the major concern
for the manager or user. The most common types of MDSS output are reports, simulations,
and queries.

An MDSS Sales Analysis Output Example

An example of MDSS output is a series of sales analysis reports produced from accounting
and sales transaction data. The data used in preparing the records are sorted into various
sequences to provide a sales manager with information describing the firm’s sales by cus-
tomer, region, and salesperson. A sales-by-customer report appears in Exhibit 7.7. The cus-
tomers are listed in a descending order based on year-to-date sales and percentage contribution
to total sales. This technique allows the sales manager to analyze customers on a percentage-
of-sales basis. The same technique is used in the sales-by-region report in Exhibit 7.8. This
allows the sales manager to analyze sales made by salespeople within their region.

Geographic Information Systems

When a model is said to simulate the entity, the model is the simulator, and the process of
using the tool is simulation. A commonly employed MDSS simulation is referred to as a
geographic information system (GIS). In its present form, GIS uses a spatial modeling
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T 7.7 Output of Sales-by-Customer Report for System Products

% of System
Customer Region Sales $ % of Sales Sales
Emerald Industries mw $3,272,428 21.6% 31.2%
Keebler mw 1,067,051 7.0% 10.2%
Merck Sharp & Dohme ot 1,038,019 6.8% 9.9%
Pretzels Inc mw 776,218 5.1% 7.4%
Snyders of Hanover ne 632,505 4.2% 6.0%
Syntex ot 590,717 3.9% 5.6%
Floor Daniel (Frito) w 330,270 2.2% 3.1%
Ore-lda Foods w 300,830 2.0% 2.9%
Schultz Foods ne 252,122 1.7% 2.4%
Sterling Drug ne 233,028 1.5% 2.2%
Golden Flake ne 178,000 1.2% 1.7%
M&M Mars ne 172,725 1.1% 1.6%
Glaxo ne 147,868 1.0% 1.4%
Continental Mills w 145,560 1.0% 1.4%
Marion Merrell Dow mw 125,688 0.8% 1.2%
Reading (troyer) ne 117,644 0.8% 1.1%
Warner Lambert ot 106,678 0.7% 1.0%
Reading (keystone) ne 98,806 0.7% 0.9%
United Catalyst se 75,957 0.5% 0.7%
Searle ot 71,745 0.5% 0.7%
Ore-lda Foods w 70,566 0.5% 0.7%
Hershey Chocolate ne 66,939 0.4% 0.6%
IFF ne 63,801 0.4% 0.6%
Nutrasweet se 60,476 0.4% 0.6%
Brystol Meyers ne 59,667 0.4% 0.6%
Procter & Gamble mw 53,500 0.4% 0.5%
Ferodo America se 36,288 0.2% 0.3%
Syntex ot 34,307 0.2% 0.3%
Procter & Gamble se 33,418 0.2% 0.3%
Ferodo America se 33,016 0.2% 0.3%
Kline Process ne 31,050 0.2% 0.3%
M&M Mars se 24,987 0.2% 0.3%

technique in conjunction with data drawn from the MDSS. It enables users to capture,
encode, edit, analyze, compose, and display spatial data organized as map layers. Each map
layer represents a geographic theme conceptualized as a stack of floating maps tied to a
common base. Each map layer can be independently accessed. Combined information and
related attributes from each layer can be referenced to one another in a spatial perspective.

With the GIS, it is now possible to analyze market areas and learn where certain defined
demographic characteristics overlap. Individual neighborhoods are even clustered into cat-
egories and defined by both demographic and lifestyle data. Such data are now being
linked to household information to produce sophisticated neighborhood profiles that are
invaluable for sales planning. A simple example of GIS use is described in the Marketing
Research Illustration at the end of this chapter.
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7.8 Output of Sales-by-Region Report for Northeast Region
% of System
Customer Name Product Sales $ % of Sales Sales
Snyders of Hanover sys $632,505 4.2% 26.6%
Schultz Foods sys 252,122 1.7% 10.6%
Sterling Drug sys 233,028 1.5% 9.8%
Golden Flake sys 178,000 1.2% 7.5%
M&M Mars sys 172,725 1.1% 7.3%
Glaxo sys 147,868 1.0% 6.2%
Reading (troyer) sys 117,644 0.8% 4.9%
Reading (keystone) sys 98,806 0.7% 4.2%
Congoleum Corp engr 74,000 0.5% 3.1%
Hershey Chocolate sys 66,939 0.4% 2.8%
IFF sys 63,801 0.4% 2.7%
Schultz Foods inst 60,850 0.4% 2.6%
Brystol Meyers Sys 59,667 0.4% 2.5%
Kline Process sys 31,050 0.2% 1.3%
Union Carbide vlv 30,050 0.2% 1.3%
Wasca Foods vlv 18,982 0.1% 0.8%
Glatt Air Technology vlv 18,523 0.1% 0.8%
A & G Machine scr 15,073 0.1% 0.6%
M&M Mars vlv 15,062 0.1% 0.6%
Union Carbide vlv 15,025 0.1% 0.6%
McNeil Consumer vlv 14,672 0.1% 0.6%
McCormick vlv 10,264 0.1% 0.4%
Harley-Davidson scr 8,942 0.1% 0.4%
Deitrich Milk vlv 8,890 0.1% 0.4%
L D Cauck scr 6,805 0.0% 0.3%
Technik Inc scr 5,325 0.0% 0.2%
McCormick vlv 5,196 0.0% 0.2%
Ames Goldsmith scr 5,028 0.0% 0.2%
MRA scr 4,540 0.0% 0.2%
Providence Metal scr 4,221 0.0% 0.2%
M&M Mars vlv 2,680 _0.0% 0.1%
Total $2,378,283 15.7% 100.0%

Within the context of the GIS, sets of geographic parameters are manipulated to identify
regions or locations based on spatial coincidence of factors that are relevant for a given
entity. For example, in a store location issue, GIS may be employed to provide output on
interactions of developmental objectives with environmental, economic, and political fac-
tors to determine potential sites as well as the environmental impact of the proposed devel-
opment. The main advantage of the GIS is its ability to pose what-if scenarios.

Hilton Corporation, for example, uses the GIS output to help reduce the gamble of
locating new casinos. Hilton used the GIS to create what-if scenarios when considering
whether or not to enter the casino market on the Mississippi Gulf Coast. Demographic,
socioeconomic, and psychographic features were considered, along with the location of
competing sources of entertainment in the area. After the GIS output indicated saturation
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on the Mississippi Gulf Coast but a highly opportune environment in New Orleans, Hilton
decided to open its casino in New Orleans. Exhibit 7.9 indicates how the GIS operates to
provide companies with crucial location information and hence actual location decisions.

The future of GIS will likely see expanded use of satellite imagery. The increased use of
satellite images as a data source will lead to greater integration and more sophisticated use
of global positioning regarding site locations along with advanced data exchange.

MDSS and Queries as an Output Resource

A query, many times referred to as query language, is another segment of the MDSS that
facilitates data retrieval. It enables the user to retrieve information from the system without
having to have special software. The response, either on screen or in hard-copy form, has
the same general appearance as a regular MDSS report.

The unique feature of MDSS queries is that they arise after data are presented to the
analyst. That is, the need to use query operations arises after the results of another report
are presented to the analyst. Thus, queries are specifiable in the context of MDSS output.
For example, a loan manager interested in cross-selling bank services can request a display
of customer use of banking products (e.g., loans, credit cards, savings accounts), which he
would then use to formulate detailed queries about the customer’s financial information
without having to switch context or reports. This would allow the manager to view various
services that the customer may not be using, hence providing a cross-selling opportunity
for the bank. Query language would allow the analyst to combine input and output forms,
so that inputs (new bank services to cross-sell) are always given in the context of the pre-
vious output (current product use) from the MDSS. Additionally, the analyst can fill in or
select inputs that can modify the current output or result in different output altogether, such
as new selection/evaluation criteria for new-product offerings.

Business Intelligence Programs

A business intelligence program (BIP) is a formal, continuously evolving process by which a
business assesses the evolution of its industry and the capabilities and behaviors of its current
and potential competitors to assist in developing and maintaining a competitive advantage.
As such, it is an ongoing and integral component of a business’s CRM process. The purpose
of BIPs is to gather accurate and reliable information. The groundwork for this is accom-
plished through a business intelligence audit, which is primarily a review of the business’s
operations to determine what is actually known about competitors and their operations.

When the business has some knowledge about its competitors and its own BIP needs, it
proceeds to the stage of gathering BIP data. Based on the BIP needs, relevant data can be
gathered from the business’s sales force, customers, industry periodicals, its competitors’
promotional material, its own marketing research staff, analysis of competitors’ products,
competitors’ annual reports, trade shows, and distributors.

Tools and Techniques for Gathering BIP Data

Although a variety of tools and techniques exist for gathering BIP data, the specific deci-
sion on the most appropriate technique depends on the objective of the intelligence pro-
gram. The following eight sources are used for gathering BIP data:

1. Governmental agencies. Government sources can yield valuable data for the BIP, but
their use may require excessive lead time.
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I T 7.9 HowaGIS Works

GIS at Work

A vinyl siding company wants to identify for its local distributor the areas in Shelby County that hold the
greatest potential for sales. Its target is based on (a) the location of homes 15 years and older that are (b)
owned by people with annual median household incomes of at least $35,000. Using the query capability of
GIS software, along with census data coded in the GIS database, the user can categorize census tracts
based on age of homes (A) and annual median income (B). With overlaying of the two map layers, a final
layer that identifies various categories of needs and affordability can be quickly isolated (C).

A. Percent of
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and Older
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C. Potential Vinyl
Siding Sales

Code 1 = Over 60% of homes 15 years old or older; median family income above $35,000
Code 2 = High median income, less than 60% of homes 15 years old or older

Code 3 = Low median income, over 60% of homes 15 years old or older

Code 4 = Low median income, less than 60% of homes 15 years old or older
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2. On-line databases. With increasing sophistication and affordability of information
technology, this technique will proliferate as a data gathering method. Database search
rarely provides information that has not been released to the public or that has not yet
been collected.

3. Company and investment community resources. Some types of data that are not
widely available from databases can be procured by contacting a particular corporation
or investment community sources.

4. Surveys and interviews. Surveys can yield plenty of data about competitors and prod-
ucts, while interviews can provide more in-depth perspectives from a limited sample.

5. Drive-by and on-site observations. Observing competitors’ parking spaces, new
construction in progress, customer service at retail stores, volume and patterns of
trucking activities, and so on, can provide useful BIP data about the state of a
competitors’ business.

6. Benchmarking. A leading competitor is identified and its operations are analyzed and
compared with the business’s own operations.

7. Defensive competitive intelligence. A company monitors and analyzes its own busi-
ness activities as competitors and outsiders see them.

8. Reverse engineering. Unraveling of competitors’ products and services may provide
important information about their quality and costs.

Each of these techniques can provide a business with unique information concerning com-
petitors and market activity. As previously mentioned, databases are becoming a primary
source of business intelligence. Accordingly, the Internet is providing easy access to such
databases, and it has had a major impact on BIP activities in recent years.

The Internet as a Business Intelligence Data Source

The Internet has dramatically accelerated the speed at which anyone can track down useful
information. Several reasons for the increased dependency on the Internet as an intelli-
gence gathering source are discussed next.

The Internet houses company websites describing products and services and containing
information that can be used to evaluate corporate structure and marketing positioning
strategies. Finding a company’s Web page can be fairly easy when companies use their
name as the URL. Many times, however, multiple companies have the same or a similar
name, although operating in different industries. A solution to this problem is to search for
competitive companies using “Web Sitez” (websitez.com). This is a specialty search
engine that contains Web addresses for more than a million sites. Currently, only .com,
.net, and .edu URLs are provided.

The Internet is full of electronic discussion groups that may uncover controversy, con-
flict, or rumors about competitors’ products or services. “Hate Walmart” is one such group
that allows customers to express their dissatisfaction with Wal-Mart operations. Two refer-
ences for finding such discussion groups are reference.com and dejanews.com.

Company management, financial, and marketing information are necessary components
for any BIP, and a majority of this information can be found easily on the Internet. An
excellent starting point is a specialty website known as “Corporate Information” (corpo-

rateinformation.com). This site contains links to public and private companies in more

than 100 countries and recently added a search engine for accessing a database of 100,000
companies.
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Intelligence Programs

T 7.10 Principal Data/Information Sources for Developing Business

Source
International Business

Description of Data
Provides international business

Web Address
infotoday.com

Research information and links to useful data sources
BUSLIB-L Collection of business research montague.com
articles and e-mail discussion groups
@BRINT Guide to business research sites brint.com
with editorial comments
Cl Resource Index Listing of sites by category for ciseek.com

finding competitive intelligence sources

European Research Gateways

Stores 60,000 records of R&D projects

cordis.lu/ergo/home

currently in operation in Europe

Intellifacts.com

230,000 company profiles and

intellifact.com

business locators

International Business
Resource

The Internet for
Competitive Intelligence

Internet Intelligence Index
Powerize.com

Vast directory of regional trade and
trade-related statistics

Web resources for finding corporate
and industry intelligence

600 intelligence-related sites
Version of Hoover.com, contains

globaledge.msu.edu

freeprint.com

fuld.com
powerize.com

over 32 million business filings

PR Webpress Database

Press releases of business

prweb.com

and industry over the preceding 9o days

An additional use of the Internet is to track and monitor current alerts about competitors.
Press releases and news stories contain a wealth of information about a competitor’s services,
products, and markets. Two valuable sources for this type of information are “Excite’s News-
tracker Clipping Service (news.excite.com) and “Company Sleuth” (companysleuth.com).

There is no question that the Internet has become a significant tool and may be the only
source needed to supply information for a BIP. Exhibit 7.10 provides additional sources of
BIP information on the Internet. It’s essential to proceed with caution, though, since the
quality and reliability of Internet information—for that matter, any information—must be
questioned and its quality and reliability confirmed.

Summary of Learning Objectives

B Understand the purpose of a marketing decision
support system (MDSS).

The MDSS is designed to help marketing personnel
with decision-making activities. These activities are
highly focused on a specific problem and the
information required to solve that problem. With
proper information, the MDSS allows the manager to
identify and evaluate the best course of action in
solving market-related problems. Therefore, the primary
purpose of the MDSS is to manipulate information to
provide problem solutions.

B Describe the various information requirements
used to design an MDSS.

The bulk of the information contained in the MDSS
comes from secondary data. The common forms of
information used in the MDSS are environmental
information, transactional data, and business intelligence.
The primary purpose of the data is to provide managers
with the information they need for making immediate
market-reaction decisions.
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B Understand the role of transactional data in the
MDSS.

Considered the most important information requirement,
transactional data provide information resulting from
point-of-sale transactions. This information allows
managers to track and react to daily sales fluctuations,
evaluate the effectiveness of point-of-sale marketing
activities, and develop predictive models based on actual
product sales data.

B Explain the relationship between information
processing and the MDSS.

The key elements of the information-processing
components of the MDSS are the database, the
computer facilities, and the software system.
Collectively, these elements must provide the manager
or user with the capability to produce timely and
accurate reports. The driving force behind report
generation is the specific software system employed by
the MDSS. The two most common forms of software
systems are statistical software systems and managerial
function software systems.

B Understand the various models used in an
MDSS.

There are several different ways to classify MDSS
models. Most are static or dynamic, probabilistic or
deterministic, or optimizing or suboptimizing. Regardless
of the model employed, the objective is to provide
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the manager with a set of usable outputs. These outputs
most commonly include reports, simulations, and
queries.

B Provide examples of output from an MDSS.

The most common forms of MDSS output are reports,
simulations, and queries. The reports are normally
generated around the marketing elements and attempt to
determine profitability or performance measures on the
mix. Simulations are used to produce what-if scenarios.
A valuable simulation for many MDSS users is the
geographic information system (GIS). Finally, queries
enable users to retrieve information from the system
without having to have a unique software program.

B Discuss the relationship that exists between the
decision support system and business intelligence.
Early decision support systems were developed in the
1980s and 1990s as business intelligence tools. In
today’s technological arena, with vast amounts of
consumer and competitive information available,
decision support systems and business intelligence
programs each serve unique purposes for business. The
purpose of a BIP is to gather accurate and reliable
information. The groundwork for this is accomplished
through a business intelligence audit, which is
primarily a review of a business’s operations to
determine what is actually known about competitors
and their operations.

Key Terms and Concepts
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Review Questions

1.

What distinct advantages of a marketing decision support system are not present in a
management information system?

. Why is it important to use secondary marketing information in a marketing decision

support system?

. Why do companies use service wholesalers? How do service wholesalers affect a com-

pany’s use of a marketing decision support system?

. List the five methods of collecting and maintaining transactional data, and provide an

explanation of how each method can affect a company’s marketing strategy.

. What ethical implications are associated with the use of electronic scanning devices

and electronic information storage procedures?

. What are three key elements that make up the information processing component of

the MDSS?

Discussion Questions

bl

1.

EXPERIENCE THE INTERNET. Go to the following website: www.internets.com. Select
Business from the pop-up list category. Once there, select Business Databases, and
select BizWiz. In the search instructions, type in marketing decision support systems.
Once there, review some of the classified positions that require knowledge of the
MDSS, and how they are used in those positions.

. EXPERIENCE THE INTERNET. Go to www.yahoo.com and search for companies that use

and develop MDSSs. Provide a brief report on the number of companies that develop
the systems, and the applications for which they are used.

. Discuss the differences associated with statistical software systems and managerial

functional software systems. Why are managerial functional software systems used
more frequently in actual business situations?

. What is the most important advantage of a geographic information system (GIS)?

What information would a GIS provide for a professional sports franchise seeking to
relocate? Explain.
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Using a Geographic Information System

The following illustration details the construction and research use of a geographic infor-
mation system (GIS). This application was provided by Dr. Devlin Fung.

Managing by the Map

Attend a seminar or read an article on modern marketing research, and one invariably
encounters the term “GIS.”

Geographic Information Systems (GIS), one of the most important tools in this age of
“niche” marketing, has significant applications in a wide variety of industries. In fact, GIS
has become a buzz word that represents to many a panacea to problem solving and decision
making in marketing, resource management, planning, and environmental monitoring.

However, like most tools, GIS technology is only as good as the person using it, just as
merely using a word processing software such as WordPerfect does not necessarily make
one an accomplished writer. This is a pitfall too often overlooked by those who are fer-
vently trying to embrace the technology. Effective use of GIS requires an understanding of
the fundamental concepts of geographic data, map coordinate systems and registration,
data integrity and accuracy, overlay analysis, and database manipulation. Applying GIS
therefore involves more than merely investing in the necessary hardware/software system,
and mastery of GIS software should not be equated with expertise in GIS. This article is
intended to provide the reader with an understanding of the technology and demonstrate its
potential as a valuable tool for business applications.

The concept of geographic information systems (GIS) evolved in the late 1950s from
the traditional manual procedures for registering and overlaying individual layers of maps
onto one another (giving rise to the term “light-table gymnastics”). This innovative use of
maps as an analytical tool provided an entirely new facet in map usage, from mere physi-
cal description of geographic phenomena to spatial modeling applications (Berry, 1987;
Parker, 1987).

Today, the evolution of GIS technology is intimately linked to the advent and develop-
ment of computer technology. In its present form, GIS technology integrates spatial mod-
eling, database management, and computer graphics in a hardware/software system for
managing and manipulating geographic data. Typical GIS sofware, therefore, will provide
the mechanisms to capture, encode, edit, analyze, compose, and display spatial data orga-
nized as map layers in a GIS database. In effect, these functions are categorized (Figure 1)
as the four major components of a GIS: data input, data analysis, data management, and
data output (Aronoff, 1989; Star and Estes, 1990).

At the Core, a Database

The key to proper application of GIS technology is the database. A GIS application today
most probably will incorporate a relational database management system for the manipu-
lation of feature attribute information.

A GIS database contains map layers representing geographic themes organized in a digi-
tal format (Marble and Peuquet, 1983). These map layers, which are geocoded to a standard
coordinate system such as the Universal Transverse Mercator (UTM) or State Plane Coordi-
nate systems in use today, may be conceptualized (Figure 2) as a stack of floating maps tied
to a common map base (Avery and Berlin, 1992). Each map layer can be independently
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Components of a GIS include data input, data analysis, data management,
and data output.
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accessed. When combined, information and related attributes from individual layers can be
referenced to one another from a spatial standpoint.

In addition to the map layers, a GIS database also will include a data file or files con-
taining attribute information about features indicated on each map layer and stored in a
database file. For example, the data for a map layer of the road network of Shelby County
may include such information as road name,
road type, physical distance, class type, and
address range. Through a relational database
management system, the attribute information
for each map feature in the database can be
directly accessed as part of the input for analysis. I
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Marketing Applications

In the 1980s, when niche marketing made it essential to consider demographic and other
consumer information in relational ways, GIS provided marketers with a way to “layer”
information within a neighborhood or larger geographic areas.

With GIS, it became possible to look at a market area and learn where certain defined
demographic characteristics—age, sex, income, and race, for example—overlapped.
Neighborhoods could be “clustered” into categories and defined by demographic data and
lifestyle surveys.

Increasingly, geodemographic information is being linked with other types of house-
hold information to produce sophisticated profiles of neighborhoods that are a valuable
tool for direct mail and other forms of target marketing. Some marketing research firms
now offer databases that allow businesses to look at their market area in levels as fine as
several blocks.

Which Data Structure?

In designing a GIS, the choice of the data structure is an important decision. The two most commonly
used data formats are the raster and vector data structures (Burrough, 1989). In each map layer, spatial
data are represented using the three geometric primitives: points, lines,
and polygons. These primitives are defined differently in the raster and
vector formats (Star and Estes, 1990).

Pl [ [l

Raster Format

In a raster format (A), each map layer is represented by a matrix of grid
cells, with horizontal rows usually aligned in an east-west direction and
the vertical columns aligned in a north-south direction (Aronoff, 1989).
The origin of the matrix is normally at the top left corner (row 1, column
1) which corresponds to the northwest corner of the map layer (Star and
Estes, 1990). Each cell is coded to represent a feature or value on the

map layer. [ a ci—
Perhaps the most salient feature of the raster format is the represen- P o, Y [T
tation of spatial information using a uniform cell unit which defines the e

minimum mapping size (Avery and Berlin, 1992). A point feature, for

instance, is represented by a cell which in effect indicates its existence within the cell. Similarly, a line
feature is represented as a string of contiguous cells, and a polygon feature is represented by a group
of contiguous cells.

Vector Format

A vector format provides a more precise approach to feature representation through the use of X,Y
coordinate strings (B). A point feature is represented by a single X,Y coordinate pair that indicates its
exact location on the map. A line feature is represented by an ordered string of consecutive X,Y coor-
dinates where the beginning and end points (or nodes) are the starting and ending coordinates. A
polygon feature is similarly represented, except that the beginning and the end nodes have the same
X,Y coordinates to indicate an enclosed entity (Aronoff, 1989; Star and
Estes, 1990).

iy In a vector database, each of the point, line, and polygon features is
3 usually topologically organized. In the topological organization, informa-
e tion about neighboring polygons, common boundaries, and nodes is
also stored. This allows the relationships among entities to be
maintained and reduces redundancies of commonly-shared points or lin-
ear features (Aronoff, 1989). Another characteristic of the vector format is
its use of a relational database management system (RDBMS). Each fea-
ture (point, line, or polygon) is also uniquely identified and tied to a
datafile in the database. This provides the means for storing the feature
attribute information. Through the relational database management sys-

L “—""‘_:-"_ tem, information about each feature can be accessed for editing and
e ‘1.1 gy updating as each feature is identified (Antenucci et al., 1991; Avery and

Berlin, 1992).
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GIS Analysis and Business-Related Applications

The potential use of GIS as a research and planning tool has long been recognized by envi-
ronmental scientists, planners, and resource managers for applications such as resource
inventory surveys, change analysis, resource routing, and predictive modeling (Goodchild,
1987; Burrough, 1989; Antenucci et al., 1991). A great advantage of GIS technology is its
ability to pose “what if”’ scenarios. Today, this potential has been increasingly recognized
and capitalized on in the business world. Among these applications, predictive modeling
appears to be the most appropriate GIS analysis strategy for business applications.

In GIS predictive modeling, sets of geographic parameters are manipulated to identify
regions or locations based on spatial coincidence of factors that are relevant for a given
scenario. In urban landuse planning, for instance, predictive modeling may be employed to
analyze the interactions of developmental objectives with environmental, economic, and
political factors to determine potential sites as well as the environmental impact of the pro-
posed development (Gahegan and Roberts, 1988), or to detect urban development and its
impact on the environment (Lo and Shipman, 1990).

The Hilton Corporation is now employing GIS technology to help reduce the gamble of
locating new casinos. Hilton used mapping software, company-collected data, and data
purchased from various sources when considering whether to enter the casino market on
the Mississippi Gulf Coast. Demographic, socioeconomic, and psychographic features
were considered, along with the location of competing sources of entertainment in the
area. Because of its marketing research, Hilton decided to postpone development on the
Gulf Coast (except in New Orleans) due to saturation.

In another successful use of the technology, SYLVANIA employed GIS to help Stuart
C. Irby Company, an electrical goods supplier based in Jackson, Miss., increase sales of
SYLVANIA products. The Irby company provided SYLVANIA with information about the
types of products it sells to customers and their geographic locations: SYLVANIA devel-
oped a plan of action to help Irby increase its SYLVANIA business (Wendelken, 1994).

Lichliter, Jameson & Associates (L/JA), a Houston-based consulting engineering firm,
has effectively employed GIS to assist in their transportation planning and engineering
projects. In one such project, GIS was used to assess environment impacts, manage asset
data, and analyze effects of project alternatives in the company’s endeavor to construct a =
200 m.p.h. passenger rail system serving Houston, Dallas, Austin, and San Antonio. |

These are but a few of the applications of predictive modeling as a planning tool by
resource scientists, managers, and landuse planners. In essence, GIS has become a vital
tool capable of providing solutions to land and resource-planning problems to help formu-
late developmental policies in private organizations and public planning agencies.
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GIS Database Development

The development of a GIS database is the most fundamental, and perhaps the most critical,
stage in a GIS operation. It is a very time-consuming task and represents the bulk of the effort
in any GIS operation. The task involves the generation of map layers that are required for the
analysis. Map layers in the GIS database must be encoded into a digital format compatible
with the GIS software to be used. These map data may have to be digitized off available maps
or aerial photographs, or they may be obtained from commercial or government sources.

Two commonly used street and highway databases are produced by the U.S. government.
These are the Digital Line Graphs (DLGs) produced by the U.S. Geological Survey, and the
Topologically Integrated Geographic Encoding and Referencing (TIGER/line) files from the
U.S. Bureau of the Census (USBC). Additionally, attribute information has to be input into
the datafile as the relational database component of the GIS database. Census/demographic
data based on county and census tracts are also available from USBC.
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Avinyl siding company wants to identify for its local distributor the areas in Shelby County that hold
the greatest potential for sales. Its target is based on (a) the location of homes 15 years and older that
are (b) owned by people with annual median household incomes of at least $35,000. Using the query
capability of GIS software, along with census data coded in the GIS database, the user can categorize
census tracts based on age of homes (A) and annual median income (B). By overlaying the two map lay-
ers, a final layer that identifies various categories of needs and affordability can be quickly isolated (C).

A. Percent of
Homes 15 Years
and Older
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C. Potential Vinyl
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Code 1 = Over 60% of homes 15 years old or older; median family income above $35,000
Code 2 = High median income, less than 60% of homes 15 years old or older

Code 3 = Low median income, over 60% of homes 15 years old or older

Code 4 = Low median income, less than 60% of homes 15 years old or older
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GIS at Work

An investment enterprise interested in constructing a large shopping mall within the perimeter of the
town of Anysville has decided that the potential location should meet the following requirements:

a. Must be within a half-mile zone outside the urban area.

b. Should be located no more than 200 yards from existing high-traffic roads or no more than 100
yards from medium- or light-duty roads.

¢. Should be located in an area that does not infringe on existing forested lands.
d. Selected parcels must be at least 12 acres in size.

From map layers of Anysville, a half-mile buffer zone surrounding the town is identified (A); 200-yard
and 100-yard buffer zones are generated along existing heavy-duty and medium/light-duty roads (B).
By overlaying these two map layers, the desired areas are identified (C). The forested areas are intro-
duced and “removed” from the selected areas (D). Areas below the required size of 12 acres are elimi-
nated to provide the potential mall sites (E).

A. el e

it s 2 4;

E. Potential
Mall Sites

Commercial Data Sources

Commercial companies are important sources for geographic, demographic, business, and
natural resource and environmental data. EtakMAP, for instance, provides highly accurate,
large-scale digital base maps of roads, addresses, ZIP codes, Metropolitan Statistical Area
(MSA) boundaries, and related map features. Other commercial sources include Claritas,
Geographic Data Technology, DataMap, SMI, EarthInfo, and MaplInfo.

For the data to be useful, they must be transformed or encoded to the format required by
individual GIS software. Most data sources will provide the necessary interface for the trans-
formation. Likewise, most GIS software also provides the function to capture data from a
variety of recognized formats. This provides not only an avenue for capturing data from such
data sources, but also the possibility of acquiring data output from other GIS software.

21st Century GIS

While GIS software has grown increasingly sophisticated in the first half of the 1990s,
greater strides are expected in the years ahead, both in the hardware component and, even
more so, in the software component of GIS technology.
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GIS at Work

A A real estate company wants to investigate the average cost of houses sold
e in Shelby County in 1980 and 1990, and the change within that period. Data
L e needed include houses sold during the two periods, the street/road map,
} and the housing zones based on the Multiple Listing Service (MLS). The loca-
) tion of each house can be identified on the street map, using the address-

_—- - matching function of the GIS software (A). The average prices of houses for
p . — T r the two respective years are summarized, based on the MLS zones (B and ().
B Finally, by overlaying the two maps, the changes in price for each

zone can be computed and displayed (D). The resulting map helps
identify the spatial distribution and the magnitude of changes in
average home prices within the period in Shelby County.
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Presently, a majority of the most sophisticated GIS software makes use of vector data
structure. Recently, software employing raster-based GIS has re-emerged, made possible
by advances in computer systems that are more efficient in data storage, retrieval, and the
display of voluminous datasets. These raster-based applications will greatly complement
existing vector-based systems, with the future witnessing a complete integration of both
vector-based and raster-based GIS, allowing the user to capitalize on the strengths of both
systems in a single software.

The availability and expanded use of satellite imagery for GIS applications will have
a marked effect on GIS technology. There will be increasing use of satellite images as
GIS data sources, which in turn will lead to greater integration of GIS applications with
remote sensing technology. Undoubtedly, there will be expanded and more sophisticated
use of the Global Positioning System (GPS) in data location and registration. In addi-
tion, new standards and protocol to facilitate information/data exchange will have to be
implemented.

On the horizon is the introduction of artificial (Al) and expert systems techniques to
individual components of GIS applications. Artificial intelligence techniques will be
increasingly employed to assist in data conversion (particularly raster-vector conversion),
relational database management systems, feature recognition/extraction, and cartographic
design. There already is a trend toward the introduction of knowledge-based experts sys-
tems to assist GIS modeling analysis. An all-encompassing system that will automate data
capture, modeling analysis, and design cartography in a single GIS software is still a
dream. However, the technology is certainly headed in that direction, and the dream is
likely to become reality in the not too distant future.
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1. On the basis of the information contained in this application, provide five reasons or
propositions regarding the usefulness of a GIS for purposes of identifying a location
for a retail store.

2. In the context of marketing decisions the GIS has many far-reaching applications.
Develop and defend a position as to the use of GIS in designing sales territories for
sales coverage decisions. More specifically, how can a GIS assist sales managers in
designing effective territories for their salespeople?
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Learning Objectives

After reading this chapter, you will be able to

Exploratory Designs: In-Depth
Interviews and Focus Groups

u
Identify the fundamental
differences between
qualitative and
quantitative research
methods and explain
their appropriateness in
creating useful
managerial information.

Describe and explain
two popular qualitative
techniques used in
gathering raw primary
data.

Explain the basic pros
and cons of using
qualitative methods of
developing data
structures.
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u
Explain what focus
groups are, the
importance of a
moderator, and how the
resulting data are
transformed into
information.
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“What new banking services

and satisfaction?”

—LAURA W. GAUTHIER

Barnett Bank of Pasco County

he Barnett Bank of Pasco County (BBPC) found
Eitself in a position of declining market share

among the senior citizen market structure for
the fourth consecutive quarter. Although the bank
conducted quarterly satisfaction surveys and the
results indicated strong satisfaction among its
senior customers, bank records indicated that an
increasing number of senior customers were
switching their accounts to BBPC’s competitor
banks. Not understanding this trend, BBPC’s
management called on the marketing research
department to gather information among BBPC’s
senior customers regarding their attitudes,
perceptions, and behaviors toward the bank’s
service offerings and current service delivery
methods as well as how the bank might improve its
service quality and ensure customer satisfaction.

A series of moderated small-group discussions
was conducted among both current and past
BBPC senior banking customers to determine
their expectations and attitudes about BBPC’s
service. To assist the researcher in later in-depth

analysis, each of the focus group sessions was
videotaped. The findings revealed that these
particular current and past customers wanted (1)
very friendly and courteous treatment by BBPC’s
staff and management; (2) a personalized
relationship with someone who demonstrated trust,
diagnostic competence, reliability, credibility,
and understanding of their banking needs; and
(3) clear and correct answers to their questions.
In turn, the discussions indicated that those
senior customers who switched banks had
experienced (1) their “favorite” teller losing his or
her job or being transferred to another location;
(2) a lack of empathy and concern on the part of
the bank’s employees; and (3) difficulty with the
loan department.

The research afforded BBPC’s management
insights into potential problems in the delivery
system used to service the senior customer market.
BBPC learned that its methods of dealing with
customers were too inflexible to handle attitudinal
differences among demographic market segments.
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Front-line service personnel were being trained to
treat all customers the same way. As a result of the
additional insights gained through the focus group
interviews, BBPC modified its training programs to
teach its employees that demographically different
customers hold different perceptions about
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banking services and delivery methods. New
training programs stressed the need for more
flexibility among its customer service and teller
staff. Staff members were retrained to exhibit
patience and extra politeness toward senior
customers.

Value of Qualitative Research Information

The BBPC example in the chapter opener illustrates several important issues that business
decision makers must be aware of in their process of resolving marketing problems and
questions. First, management is quite often faced with problem situations where important
questions cannot be adequately addressed or resolved merely with secondary information.
Meaningful insights into some problem situations will be gained only through the collec-
tion of pertinent primary (or firsthand) data. Recall that primary data are normally col-
lected by a set of formalized procedures in which researchers ask selected individuals
questions or observe and record their behavior. Second, collecting only quantitative data
structures does not guarantee that management will gain a complete understanding of the
problem situation. Collecting qualitative data might be necessary as well.

As the journey through Phase II of the research process (Determine and Evaluate the
Research Design) continues, attention turns away from research activities that focused on
and emphasized secondary data and information. This chapter begins a series of three
chapters that discuss the three basic categorical types of research design (exploratory,
descriptive, and causal) used to collect primary data and create data structures and infor-
mation. As discussed in earlier chapters, the research objectives and specific information
requirements are the keys to determining which type of research design is most appropri-
ate in collecting raw data. For example, an exploratory research design is undertaken when
the research objectives focus on gaining background information and clarifying manage-
ment’s and/or the redefined research problems to create hypotheses, define terms, and/or
establish research priorities. The employment of a descriptive research design is consid-
ered when the research objectives emphasize describing and measuring marketing phe-
nomena at a particular point in time. The data and information from a descriptive design
tend to provide answers to information research questions framed in who, what, where,
when, how many, how much, how often formats as they relate to management’s initial deci-
sion problem or opportunity situation. In turn, this type of research design is not very use-
ful in collecting primary data that can be used to explain why the marketing phenomena are
happening. As discussed in Chapter 2, data and information for addressing most why ques-
tions would be gained through the employment of a causal research design. The types of
research objectives underlying a causal design focus on the need to determine causality in
relationships between marketing factors and the phenomena of interest as well as testing
“if-then” statements about the various constructs under investigation.

At this point, recall two important points. First, although exploratory, descriptive, and
causal research designs might appear to be mutually exclusive in nature, in many cases it
is the complete set of redefined information questions that will determine whether one par-
ticular research design or a combination of designs will have to be employed to collect the
appropriate data to resolve the initial decision problem/opportunity situation. A second
point to remember is that although the information research process might implicitly sug-
gest that exploratory research should always be undertaken before descriptive or causal
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research, there are many cases where exploratory research might be employed after some
other design was used to collect the data. To illustrate this point, look at the BBPC exam-
ple in the chapter’s opening vignette. After receiving the overall satisfaction data through a
descriptive research design on the bank’s senior market segment, management had to turn
to data collected through an exploratory design (i.e., focus group research) to gain a clearer
understanding of the conflicting information that senior customers rated the bank high on
satisfaction yet switched their accounts to competitor banks.

At the heart of any research design are the methods and techniques actually used to col-
lect the required data. Advances in technology and the Internet, as well as greater accep-
tance of the new economy, are rapidly changing the techniques researchers use in creating
research designs and the speed of conducting data acquisition and retrieval activities. With
these changes also come changes in the terminology describing the methods and tech-
niques used in planning the three traditional types of research designs, especially
exploratory research. In recent years, the methods available for collecting data have been
classified into two very broad categories: qualitative and quantitative. As you read on, you
will see how we have integrated the qualitative and quantitative research methods in dis-
cussing exploratory, descriptive, and causal research designs. Keep in mind that to achieve
a study’s overall research objectives, in some cases researchers will have to employ a mul-
tiple design approach, where both qualitative and quantitative methods are used to collect
the necessary data. Nevertheless, this chapter introduces several popular research methods
used mainly in exploratory research designs to collect qualitative, or “soft,” data struc-
tures. As such, the term “qualitative” is interchangeable with “exploratory.” Chapters 9 and
10 focus on the quantitative methods (e.g., surveys, experiments, test marketing) primarily
used by researchers in developing and executing descriptive and causal research designs.

An Overview of Qualitative and Quantitative
Research Methods

Quantitative research
Research that places
heavy emphasis on using
formalized standard
questions and predeter-
mined response options
in questionnaires or sur-
veys administered to
large numbers of
respondents.

Prior to discussing the popular qualitative data collection techniques used in exploratory
research designs, we will identify some of the fundamental differences between qualitative
and quantitative research methods. Although there are vast differences in the two approaches,
there is no single agreed-on set of factors that distinguishes them as being mutually exclusive.
The dimensional factors listed in Exhibit 8.1 offer some insights on the general differences.

Quantitative Research Methods

Today, quantitative research is commonly associated with surveys or experiments and is
still considered the mainstay of the research industry for collecting marketing data. Quan-
titative research places heavy emphasis on using formalized standard questions and pre-
determined response options in questionnaires or surveys administered to large numbers of
respondents. For example, when you think of quantitative research, think of J. D. Power
and Associates conducting a nationwide mail survey on customer satisfaction among new
car purchasers or American Express doing a nationwide survey on travel behaviors with
telephone interviews. Normally in quantitative research, the information research prob-
lems and opportunities are specific and well defined, and the decision maker and
researcher have agreed on what the precise information needs are. Quantitative research
methods are more directly related to descriptive and causal research designs than to
exploratory designs. Success in collecting primary data is more a function of correctly
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8.1 Differences between Qualitative and Quantitative Research Methods

Factors/Characteristics Qualitative Methods Quantitative Methods
Discovery and identification of new ideas, Validation of facts, estimates,
Research Goals/Objectives > thoughts, feelings; preliminary insights on relationships, predictions

and understanding of ideas and objects

Type of Research

> Normally exploratory designs Descriptive and causal designs

Type of Questions

_ | Open-ended, semistructured, unstructured,
> N Mostly structured
deep probing

Time of Execution

Representativeness

Type of Analyses

Researcher Skills

> Relatively short time frames Usually significantly longer time frames

_ | Small samples, limited to the sampled Large samples, normally good
respondents representation of target populations

__ | Debriefing, subjective, content, Statistical, descriptive,
interpretive, semiotic analyses causal predictions and relationships
Interpersonal communications, Scientific, statistical procedure,

> observations, interpretive skills and translation skills; and some

subjective interpretive skills

Generalizability of Results

Very limited; only preliminary insights and Usually very good; inferences about
understanding facts, estimates of relationships

Qualitative research
Research used in
exploratory designs to
gain preliminary insights
into decision problems
and opportunities.

designing and administering the survey instrument than of the communication and inter-
pretive skills of an interviewer or observer.

The main goal of quantitative research is to provide specific facts decision makers can
use to (1) make accurate predictions about relationships between market factors and
behaviors, (2) gain meaningful insights into those relationships, and (3) verify or validate
the existing relationships. In quantitative research practices, researchers are well trained in
construct development, scale measurement, questionnaire design, sampling, and statistical
data analysis skills. In addition, researchers must have a solid ability to translate numerical
data structures into meaningful narrative information. Data reliability and validity issues
are serious concerns within quantitative research procedures. Descriptive research meth-
ods and procedures will be discussed in detail in Chapter 9 and experimental research
designs in Chapter 10.

Qualitative Research Methods

Over the past decade, qualitative research has come to refer to selected research methods
used in exploratory research designs. One of the main objectives of qualitative research is
to gain preliminary insights into decision problems and opportunities. On the surface,
qualitative research methods incorporate some scientific elements but normally lack the
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critical elements of true reliability. Qualitative research tends to focus on the collection of
detailed amounts of primary data from relatively small samples of subjects by asking ques-
tions or observing behavior. Researchers well trained in interpersonal communication and
interpretive skills use either open-ended questions that allow for in-depth probing of the
subjects’ initial responses or specific observational techniques that allow for analysis of
behavior. In most cases, qualitative data can be collected within relatively short periods of
time, but it is difficult to summarize or quantify the data structures into meaningful forms
or numbers. Data analysis is normally restricted to very subjective content, interpretive, or
semiotic analysis procedures.

Among the dimensional factors, the nonstructured format of the questions and the small
sample size tend to severely limit the researcher’s ability to generalize the qualitative data to
larger segments of subjects. Nevertheless, qualitative data have important uses in under-
standing and resolving business problems and opportunities, especially in the areas of initial
discovery and preliminary explanation of marketplace or consumer behavior and decision
processes. For example, qualitative data can be invaluable in providing decision makers and
researchers with initial ideas about specific problems or opportunities; theories, models, or
constructs; or the designing of new, specific scale measurements. Yet these data structures
are generally not meant to be used in recommending a final course of action.

When to Use Qualitative Research Methods
in Exploratory Designs

In most exploratory research endeavors, the raw data will be gathered through qualitative
data collection practices. Exhibit 8.2 lists some guidelines for determining when it is

appropriate to use qualitative research methods for collecting and creating additional infor-
mation in exploratory designs. These guidelines are by no means exhaustive.

Advantages and Disadvantages of Qualitative
Research Methods

Like other primary data collection techniques, qualitative research methods offer sev-
eral advantages to today’s researchers. Exhibit 8.3 summarizes the main advantages
and disadvantages.

8.2 Guidelines for Using Qualitative Research Methodologies

Qualitative research methods are appropriate when decision makers or researchers are

e In the process of correctly identifying a business problem or opportunity situation or establishing infor-
mation requirements.

e Interested in obtaining some preliminary insights into the motivation, emotional, attitudinal, and per-
sonality factors that influence marketplace behaviors.

¢ In the process of building theories and models to explain marketplace behaviors or relationships
between two or more marketing constructs.

e Attempting to develop reliable and valid scale measurements for investigating specific market factors,
consumer qualities (e.g., attitudes, emotional feelings, preferences, beliefs, perceptions) and
behavioral outcomes.

¢ Trying to determine the preliminary effectiveness of their marketing strategies on actual marketplace
behaviors.

e Interested in new-product or service development or repositioning current product or service images.
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8.3 Advantages and Disadvantages of Using Qualitative Research Methods

Advantages of Qualitative Methods Disadvantages of Qualitative Methods

Economical and timely data collection Lack of generalizability

Richness of the data Inability to distinguish small differences

Accuracy of recording marketplace behaviors Lack of reliability and validity

Preliminary insights into building models Difficulty finding well-trained investigators, interviewers,
and scale measurements and observers

Major Advantages

One general advantage of qualitative research methods is that they are both economical
and timely. Due in part to the use of small samples, researchers can complete their investi-
gations quicker and at a significantly lower total cost than they can with other types of
methods. Another advantage is the richness of the data. The unstructured nature of qualita-
tive techniques allows the researcher to collect in-depth data about the subjects’ attitudes,
beliefs, emotions, and perceptions, all of which may strongly influence their observable
market behaviors. Such in-depth data can be invaluable to gaining a preliminary under-
standing of those behaviors. Some qualitative techniques allow decision makers to gain
firsthand experiences with flesh-and-blood consumers and can provide very revealing
information about consumers and their thinking patterns. The richness of the qualitative
data can often supplement the facts and estimates gathered through other primary data col-
lection techniques. Some qualitative methods allow the investigator to accurately record
actual behaviors, not just reported behaviors.

Some qualitative research methods can provide researchers with excellent preliminary
insights into building marketing models and scale measurements. In addition, qualitative
data play a critical role in identifying marketing problem or opportunity situations. The in-
depth information enhances the researcher’s ability to predict consumer behavior in the
marketplace, as well as to develop better marketing constructs and more reliable and valid
scale measurements of those constructs.

Major Disadvantages

Although qualitative research can, and does, produce helpful and useful information, it has
two main potential disadvantages: sample size limitations and the need for well-trained
interviewers, observers, and investigators. First, qualitative data normally lack generaliz-
ability. Due to the use of small, nonstatistically drawn samples, the information generated
by qualitative research techniques cannot be generalized to larger groups of individuals.
This lack of representativeness of the defined target population severely limits the use of
qualitative information in helping decision makers select and implement final action strate-
gies. For example, one would be hard pressed to demonstrate that the attitudes and behav-
iors of a group of 8 to 12 college students is representative of all college students in the
United States, of college students at a particular university, of business majors at that uni-
versity, or even of marketing majors. Small sample sizes make it impossible for
researchers to test inferences about the groups’ attitudes, beliefs, feelings, motivations, and
perceptions, as well as their behavior beyond the group.

Another disadvantage is that the data generated through qualitative methods are limited
by their inability to distinguish small differences. Many times marketing successes and
failures are based on small differences in marketing mix strategies. Using small samples of
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subjects to provide critical data and information does not allow researchers to be in a posi-
tion to evaluate the impact of small differences. Moreover, researchers are forced to ana-
lyze qualitative data at aggregate, not disaggregate, levels. Aggregation of the findings
eliminates the opportunity to discover small differences and their impact. In most cases,
qualitative research methods collect data that cannot be adequately assessed as being reli-
able. In most situations that require primary information, decision makers become uncom-
fortable if that information cannot be determined reliable.

Finally, the difficulty of finding well-trained investigators, interviewers, and observers
to conduct qualitative research can be a potential disadvantage. Due to the informal,
unstructured nature of obtaining qualitative data, there tends to be a significant number of
people who without extensive formal training profess to be experts in the qualitative field.
It is somewhat difficult for the unsuspecting practitioner to discern the researcher’s quali-
fications or the quality of the research. Given all of these disadvantages, researchers should
integrate both qualitative and quantitative techniques in order to make the research pro-
gram complete.

Questioning Techniques in Qualitative Research

Experience surveys
Refer to informal
gathering of information
from individuals thought
to be knowledgeable on
the issues relevant to
the information research
problem.

In today’s technology-driven business environment many marketing problems can be
solved only by looking beyond past secondary-oriented market behavior information. Fre-
quently decision makers need current information that can be obtained only through real-
time observations of individual behaviors or by directly asking people questions.
Observation and interviewing techniques play important roles in exploratory research
designs. Given the fact that observation methods employ activities that have the ability to
capture both qualitative and quantitative data structures, we will discuss observation meth-
ods separately in Chapter 10. The focus here is on introducing and detailing the interview-
ing techniques and activities associated with collecting primary data using qualitative
methods. There is a distinct “family” of interviewing approaches that could be used to col-
lect primary qualitative data, including experience surveys, protocol interviews, projective
interviewing techniques, in-depth interviews, and focus groups. All these approaches are
useful in providing information to decision makers, but we will focus primarily on in-
depth interviews and focus group interviews, techniques that are the popular methods of
choice among many decision makers and researchers, while highlighting the others.

Experience Surveys

Experience surveys refer to the informally gathered opinions and insights from people
who are considered to be knowledgeable on the issues surrounding the defined research
problems. For example, if the research problem focuses on the difficulties in purchasing
books online from Amazon.com, then surveys of dissatisfied online Amazon purchasers
might be conducted. If a company like Procter & Gamble has a research problem that deals
with estimating future demands for its newly created website, the company could begin by
contacting several website “experts” and asking their opinions on the issues.

For the most part, experience surveys differ from other types of interviewing
approaches in that there is no serious attempt to ensure that the resulting data structures are
representative of any overall defined group of subjects. To illustrate this point, let’s take an
instructor at your institution who is asked to teach a marketing research course for the first
time. The fundamental research problem here simply deals with which topics should be
covered in what detail within a finite time frame. The instructor could contact several other



Hair et al.: Marketing

Research, Second Edition

216

Protocol interviewing
The subject is placed in
a specified decision-
making situation and
asked to verbally
express the process and
activities that he or she
would undertake to
make a decision.

Projective technique

An indirect method of
questioning that
enables a subject to pro-
ject beliefs and feelings
onto a third party, into a
task situation, or onto
an inanimate object.

© The McGraw-Hill
Companies, 2002

Part 2: Designing the
Marketing Research
Project

Ch 8: Exploratory Designs:
In-Depth Interviews and
Focus Groups

Designing the Marketing Research Project

people who have experience in teaching a marketing research course and ask them their opin-
ions about topics and depth of coverage. Although these “experts” can provide very useful
information, there is a high likelihood that their opinions and suggestions would differ from
the collective opinions of all people who have teaching experience in marketing research.

Protocol Interviews

Protocol interviewing places a person in a specified decision-making situation and asks
the person to verbally express the process and activities that are considered in making a
decision. This technique is useful when the research problem focuses on selected aspects
(e.g., motivational or procedural) of making a purchase decision within either long or very
short time frames. For example, the Dell Computer Company wants to understand the dif-
ficulties associated with the various decision components that consumers use when online
purchasing Dell PCs for their homes. By asking several selected Dell PC purchasers to ver-
balize the steps and activities they went through, the researcher can work backwards and
piece together the different processes that are used in making online purchase decisions.
This can provide the researcher with insights and understanding of those motivational
and/or procedural activities within the overall process that might be potential blocking (or
stoppage) points keeping other potential purchasers from making a positive purchase deci-
sion toward Dell computers when shopping online.

Projective Interviewing Techniques

Projective techniques constitute a “family” of qualitative data collection methods where
subjects are asked to project themselves into specified buying situations, then asked ques-
tions about the situations. The underlying objective is to learn more about the subjects in
situations where they might not reveal their true thoughts under a direct questioning
process. These techniques were initially developed in the motivational area of social psy-
chology and clinical psychology and include word association tests, sentence completion
tests, picture tests, cartoon or balloon tests, and role-playing activities.

Word Association Tests

In this type of interview, a subject is read a preselected set of words, one at a time, and
asked to respond with the first thing that comes to her or his mind regarding that word. For
example, what comes to your mind when you hear the word red? Some people might
respond with hot; others might either say danger, apple, stop, fire truck, or Santa Claus.
After completing the list of words, researchers then look for hidden meanings and associa-
tions between the responses and the words being tested on the original list. Advertising
researchers employ word association tests in efforts to develop meaningful ad copy for
which a desired target can quickly identify with the message.

Sentence Completion Tests

In the interview, respondents are given incomplete sentences and asked to complete them
in their own words in hopes that the respondents will reveal some hidden aspects about
their thoughts and feelings toward the investigated object. From the data collected,
researchers interpret the completed sentence in efforts to identify meaningful themes or
concepts. For example, let’s say that the local Chili’s restaurant in your area wants to find
out what modifications to its current image are needed to attract a larger portion of the col-
lege student market segment. Researchers could interview college students in the area and
ask them to complete the following sentences:
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People who eat at Chili’s are

Chili’s reminds me of

Chili’s is the place to be when

College students go to Chili’s to
My friends think Chili’s is

While the researcher could (and should) separately identify different themes from the data
provided from each question, integrating the data could reveal overall themes that might
prove more useful in creating a dining experience likely to attract significantly more college
students. For example, an interpretation of the data from the first sentence might reveal the
theme of “older, more mature restaurant patrons,” suggesting that serious changes would be
needed to attract those college students not interested in spending their dining experience in
a restaurant setting where mature people eat. The theme for the second sentence might be
“family-oriented,” suggesting that Chili’s is perceived as an eating establishment where there
are a lot of small children, not appealing to many college students. The next sentence might
support a theme of “great place to take a date,” indicating college students think of Chili’s as
a place to eat dinner when out on a date. Data from the next sentence might suggest the theme
of “a place to hang out with friends and watch sporting events.” Here it would be important
for the restaurant to make sure its advertisements convey this theme to college students. The
final sentence might generate data that supports the theme “fun atmosphere,” indicating that
students like going to Chili’s when they want to have fun. Now combining the information,
Chili’s management can gain a clearer insight that the college market perceives the restaurant
as being an enjoyable place to meet friends, watch sporting events, and have dinner with a
date, but a place that is too family oriented, catering to non-college patrons.

Picture Tests

In this interviewing method, the respondent is given a picture and instructed to describe his
or her reactions by writing a short narrative story about the picture. Researchers interpret
the content of the written stories to identify the respondent’s positive, neutral, or negative
feelings, reactions, or concerns generated by the picture. Traditionally, this method has
proven very useful to ad agencies and communication experts testing the impact of pic-
tures for use on product packaging, print advertisements, and brochures.

Cartoon or Balloon Tests

This method involves the use of cartoon figures or strips similar to those in your local news-
paper. Typically, one or two characters are arranged in a setting, sometimes predescribed and
other times ambiguous in nature. Normally the characters themselves are presented in a
vague manner, without expression, to ensure that the respondent is not given any clues
regarding a suggested type of response. The researcher places an empty balloon above one or
both of the characters and instructs respondents to write in the balloon(s) what they believe
or feel the character(s) are saying. The researcher then interprets these written thoughts to
identify the respondent’s latent feelings about the situation being portrayed in the cartoon.

Role-Playing Interviews

In role-playing interviews, the participants are asked to take on the identity of a third per-
son, such as a neighbor or friend, placed into a specific, predetermined situation, and then
asked to verbalize how they would act in the situation. In other cases where the research
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interest lies in how the subject would respond to a specific statement, rather than asking
respondents directly what they think, the statement is phrased in terms of “your neighbors”
or “most people” or another third-party format. For example, rather than asking a person
why she does not use the Internet more frequently to purchase online consumer products
for her home, the researcher would ask, “Why don’t many people use the Internet more
often to purchase online consumer products for their home?” For further discussion about
these qualitative methods used in exploratory research designs, see the textbook website at
www.mhhe.com/hair.

In-Depth Interviews
In-Depth Interviewing Techniques

As a qualitative technique, an in-depth interview, also referred to as a “depth” or “one-on-
one” interview, represents a formalized process in which a well-trained interviewer asks a
subject a set of semistructured, probing questions usually in a face-to-face setting.
Depending on the research objectives, the normal setting for this type of interview would
be either the subject’s home or office, or some type of centralized interviewing center that
is fairly convenient for the subject. In special situations, in-depth interviews can be con-
ducted by telephone or through a high-tech telecommunication system that allows face-to-
face interchanges through a television or computer. Exhibit 8.4 lists several of the main
objectives of in-depth interviewing methods.

In-depth interviewing allows the researcher to collect both attitudinal and behavioral
data from the subject that spans all time frames (past, present, and future). Let’s say, for
example, that corporate management of Marriott Hotels wants to understand how to
deliver better on-site services to business customers. Marriott’s researchers can conduct
on-site, in-depth interviews with selected business travelers that include the following
semistructured questions:

1. What were the specific factors you used in selecting Marriott for overnight accommo-
dations during your business trip to San Diego, California? (Motives.)

2. What hotel services have you used during your stay? (Behavior.)
3. How satisfied or dissatisfied are you with those services? (Current feelings.)

4. How likely are you to stay at a Marriott Hotel next time you are in San Diego for busi-
ness, and why? (Future intended behavior.)

A unique characteristic of this data collection method is that the interviewer uses
probing questions as the mechanism to get more data on the topic from the subject. By
taking the subject’s initial response and turning it into a question, the interviewer encour-
ages the subject to further delineate the first response and creates natural opportunities for
a more detailed discussion of the topic. The general rule of thumb is that the more a subject
talks about a topic, the more likely he or she is to reveal underlying attitudes, motives,
emotions, and behaviors. To illustrate the technique of using probing questions, let’s use
the second question from the above Marriott example. The dialogue might go as follows:

Interviewer: “What hotel services have you used during your stay?”’

Subject: “I have used the front desk, restaurant, and the hotel’s fitness center.”
Interviewer: “With regard to the front desk, what were some of the actual services that
you requested?”’

Subject: “Well besides checking in, I inquired about the availability of a fitness room
and car rental.”



Hair et al.: Marketing
Research, Second Edition

Part 2: Designing the Ch 8: Exploratory Designs: © The McGraw-Hill

Marketing Research In-Depth Interviews and Companies, 2002
Project Focus Groups
Exploratory Designs: In-Depth Interviews and Focus Groups 219

8.4 Main Research Objectives of In-Depth Interviewing

Interpersonal communi-

cation skills The inter-

viewer’s ability to
articulate questions in a

direct and clear manner.

1. To discover preliminary insights of what the subject thinks or believes about the topic of concern or
why the subject exhibits certain behaviors.

2. To obtain unrestricted and detailed comments that include feelings, beliefs, or opinions that can help
better understand the different elements of the subject’s thoughts and the reasons why they exist.

3. To have the respondent communicate as much detail as possible about his or her knowledge and
behavior toward a given topic or object.

Interviewer: “Why were you interested in information about the hotel’s fitness center
and car rental service?”

Subject: “When I am away on business, I enjoy a good workout to help relieve stress
buildup and I find my energy level improves.”

Interviewer: “While at the hotel, how does renting a car fit into your plans?”

Subject: “I have a business meeting tomorrow at 9:30 A.M. across town; afterward I plan
to play a round of golf.”

Interviewer: “Which rental car company do you usually prefer to use when renting a car?”’
Subject: “Hertz—they are the best! I have Gold VIP status with them and I receive fre-
quent flier miles.”

Interviewer: “Besides using the fitness center and renting a car, what other hotel
services might you request during your stay?”

Subject: “I will probably rent a movie tonight.”

Interviewer: “Renting a movie? Please elaborate on your interest in renting movies.”
Subject: “When away from home, I enjoy watching action-oriented movies as a means
to relax after a long day on the road. I do not get much of a chance when I am at home
with the wife and the kids.”

Interviewer: “Are there any other services that you would consider using?”’

Subject: “No.” (With this response, the interviewer would move on to the next topic.)

By interpreting this dialogue and those of other participants, the researcher can create
theme categories that reveal not only what hotel services the guest used, but insights to why
those services were used during his stay at the Marriott. Here, management gains insight that
the property’s fitness center, availability of in-room movie entertainment, and on-property car
rental service are some of the hotel features that must be in place to attract business travelers
to the hotel. In addition, the movie entertainment and fitness center features could be promoted
with a theme toward “stress reduction” activities during the customer’s stay at the hotel.

A word of caution about probing questions: it is critically important that the interviewer
avoid framing questions that allow the subject to reply with a simple but logical no. Unless
the interviewer intends to bring closure to the discussion, probing questions should not be
framed in formats like “Can you tell me more about that point?,” “Could you elaborate on
that?,” “Do you have some specific reasons?,” or “Is there anything else?”” All these for-
mats allow the subject to logically say no. Once a no response is given, it becomes very
difficult to continue probing the topic for more detailed data..

Skills Required for Conducting In-Depth Interviews

For in-depth interviewing to serve as an efficient and valuable data collection tool, inter-
viewers must have excellent interpersonal communication skills and listening skills. Inter-
personal communication skills relate to the interviewer’s ability to articulate the
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questions in a direct and clear manner so that the subject understands what she or he is
responding to. Listening skills include the ability to accurately hear, record, and interpret
the subject’s responses. Depending on the complexity of the topic and the desired data
requirements, most interviewers will secure prior permission from the subject to record the
interview using either a tape recorder or possibly a video recorder rather than relying
solely on handwritten notes.

As mentioned above, without excellent probing skills, the interviewer may inadvertently
allow the discussion of a specific topic to end before all the potential data are revealed. Prob-
ing questions need to be precise and to incorporate the subject’s previous reply. Interpretive
skills relate to the interviewer’s capabilities to accurately understand and record the subject’s
responses to questions. These skills play a critical role in the process of transforming the
actual raw data into data structures and information. An interviewer’s weak interpretive skills
will have a negative impact on the quality of the data collected. For example, if the inter-
viewer does not understand the subject’s response, he or she is not likely to follow up with a
probing question that will move the dialogue where it was intended to move. The resulting
data may not be meaningful to the initial area of inquiry. Finally, the personality of the inter-
viewer plays a significant role in establishing a “comfort zone” for the subject during the
question/answer process. Interviewers should be easygoing, flexible, trustworthy, and profes-
sional. Respondents who feel at ease with a person are more likely to reveal their hidden atti-
tudes, feelings, motivations, perceptions, and behaviors to that person.

Advantages of In-Depth Interviews

As a qualitative data collection method, in-depth interviewing offers researchers several ben-
efits. First is flexibility. One-on-one personal interviews allow the researcher to ask questions
and collect data on a wide variety of topics. The question-and-answer process gives the
researcher the flexibility to collect data not only on the subject’s activities and behavior pat-
terns, but also on the attitudes, motivations, feelings, and opinions that underlie those
reported behaviors. Another benefit relates to the large amount of detailed data that can be
collected from each subject. Probing questions allow researchers to collect highly detailed
data from the subject regarding the topic at hand. Once a certain comfort zone is reached in
the interviewer—subject relationship, subjects willingly reveal their inner thinking.

Disadvantages of In-Depth Interviews

As discussed earlier in the chapter, the data collected by in-depth interviews are subject to the
same general limitations as in all qualitative methods. Although in-depth interviews can gen-
erate a lot of detailed data, the data structures tend to lack generalizability, reliability, and the
ability to distinguish small differences. The researcher must be concerned with the issue of
accuracy due to potential biases from interviewer—respondent artifacts (e.g., interviewer illus-
trates empathy toward the respondent’s answers); respondent bias (e.g., faulty recall, concern
with social acceptability, fatigue); or interviewer errors (e.g., inadequate listening, faulty
recording procedures, fatigue). Other factors that limit the use of this questioning approach are
the costs for both setup and completion and the extensive length of time required.

Focus Group Interviews

Nature of Focus Group Interviews

The second, and most popular, qualitative research method we will discuss in this chap-
ter is focus group research. Focus group research involves a formalized process of
bringing a small group of people together for an interactive and spontaneous discussion
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of one particular topic or concept. Focus groups normally consist of 6 to 12 participants
who are guided by one or two professional facilitators, called moderators, through an
unstructured discussion that typically lasts between 90 minutes and two hours. By getting
the group members to talk at length and in detail about a topic, the moderator draws out as
many ideas, attitudes, feelings, and experiences as possible about the specified issue.

The overall goal of focus group research is to give researchers, and ultimately decision
makers, as much information as possible about how people regard the topic of interest.
That topic is, typically, a product, service, concept, or organization. Unlike many other
types of questioning techniques, focus group research is not restricted to just asking and
answering questions posed by an interviewer. Its success relies heavily on the group
dynamics, the willingness of members to engage in an interactive dialogue, and the pro-
fessional moderator’s ability to keep the discussion on track. The fundamental idea behind
the focus group approach is that one person’s response will spark comments from other
members, thus generating a spontaneous interplay among all of the participants. The over-
all cost of conducting a focus group can vary from $2,000 to $5,000 per session.'

Focus Group Research Objectives

There are many reasons focus group research is the most popular qualitative research
method. As we noted earlier, the data collected in focus groups can offer preliminary
insights into hidden marketing phenomena. Exhibit 8.5 lists some other pertinent objec-
tives of focus group research. Each of these is described in more detail below.

To provide data for defining and redefining marketing problems. In those situa-
tions where managers or researchers experience difficulties in identifying and understand-
ing a specific marketing problem, focus groups can help in distinguishing the differences
between symptoms and root problem factors. For example, the marketing department
chairperson at a major southwestern university was not sure why undergraduate enroll-
ment levels were continually declining. The chairperson therefore called for a departmental
faculty meeting using a focus group format. The discussion revealed several unexpected
factors that provided the marketing department preliminary insights into why enrollment
levels were declining. One of these had to do with whether the current marketing curricu-
lum was offering marketing majors the kinds of skills currently demanded by businesses.
The marketing department investigated this issue and found significant gaps between the
two perspectives as to which skills undergraduate marketing majors needed to acquire. The
department began a reassessment of its own curriculum in an attempt to realign the skills
being taught to those being mandated by the real business world.

8.5 Main Focus Group Research Objectives

To provide data for defining and redefining marketing problems.
To identify specific hidden information requirements.
To provide data for better understanding the results from other quantitative survey studies.

To reveal consumers’ hidden needs, wants, attitudes, feelings, behaviors, perceptions, and motives
regarding services, products, or practices.

B w MR
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To generate new ideas about products, services, or delivery methods.
6. To discover new constructs and measurement methods.
7. To help explain changing consumer preferences.
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To identify specific hidden information requirements. In some situations deci-
sion makers and researchers are not totally sure what specific types of data or informa-
tion should be investigated. In these situations, focus groups can reveal unexpected
components of the problem and thus can directly help researchers determine what spe-
cific data should be collected. For example, as described in Chapter 2 (see the Small
Business Implications box, p. 40), the directors of the Ford Foundation of Performing
Arts in Vail, Colorado, were faced with the difficulties of deciding what design features
should be included in the construction of a new $5 million Performing Arts Center. The
foundation’s research team conducted several focus groups consisting of local residents
and seasonal visitors. From the groups’ spontaneous, unstructured discussions, specific
features and concerns such as different types of indoor and outdoor events, parking
requirements, availability of refreshments, seating design and capacity, pricing of tick-
ets, and protection from bad weather were revealed as being important factors that
needed further understanding.

To provide data for better understanding results from quantitative studies.
There are situations where quantitative research investigations leave the decision maker or
researcher asking why the results came out the way they did. Focus groups can be con-
ducted to help explain the findings of other surveys. For example, corporate management
of JP Hotels, Inc., conducted a survey among business guests at its hotels concerning free
in-room entertainment services. The results suggested that 85 percent of the business
guests were aware of the availability of the entertainment services but only 15 percent
actually used them. Not understanding this gap between awareness and actual use, JP Hotels
conducted several focus groups among its business guests regarding these services. The
focus group discussions revealed that business travelers were either too busy doing neces-
sary paperwork or too exhausted to watch any type of TV at night. They preferred to read
or listen to music as a means of relaxing after a long workday.

To reveal consumers’ hidden needs, wants, attitudes, feelings, behaviors.
Focus group interviews provide researchers with excellent opportunities to gain prelimi-
nary insights into what consumers really think or feel about a wide array of products and
services. For example, a manufacturer like Procter & Gamble uses focus groups to obtain
data that reveal consumers’ attitudes for and against using Crest toothpaste. These data
help the company understand how consumer brand loyalty is developed and what market-
ing factors are necessary to reinforce it.

To generate new ideas about products, services, or delivery methods. This
particular objective of focus group interviews has long been a mainstay among decision
makers and researchers. Here, focus groups generate interactive discussions about new or
existing products and services. Data collected through these moderated discussions can
provide valuable preliminary insights into new-product development, new usages of exist-
ing products and services, possible changes for improving products or services, or identi-
fying better delivery systems. A classic example is how Arm & Hammer, a division of
Church and Dwight Company, Inc., has discovered new in-home uses for baking soda.
Periodically, the company conducts focus group interviews among known users of Arm &
Hammer baking soda. Data generated from these discussions have revealed that baking
soda is used for such things as cleaning kitchens and bathrooms, cleaning around babies,
deodorizing everything from carpets to cat litter boxes, freshening laundry, soothing and
conditioning skin, and cleaning teeth. Today, Arm & Hammer baking soda is marketed as
a natural product with “a houseful of uses.”
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To discover new constructs and measurement methods. For academicians and
practitioners alike, focus group interviews play a critical role in the process of developing
new marketing constructs and creating reliable and valid construct measurement scales. In
the exploratory stage of construct development, researchers might conduct sets of focus
groups concerning a particular marketing idea to reveal additional insights into the underly-
ing dimensions that may or may not make up the construct. These insights can help
researchers develop scales that can be later tested and refined through larger survey research
designs. Take the important construct of service quality, for example. Researchers have
been trying to refine the measurement of this construct for the past 15 years. They continue
to ask such questions as “What does service quality mean to consumers, practitioners, and
academicians?,” “What is the underlying dimensionality of the construct—is it unidimen-
sional or multidimensional?,” and “What is the most appropriate way of measuring service
quality?” Read the In the Field box to see how these questions have been investigated.

To help explain changing consumer preferences. This objective refers to the use
of focus group interviews to collect data that can be useful in understanding how cus-
tomers describe their experiences with different products and services. This type of quali-
tative data can be valuable in improving marketing communication as well as in creating
more effective marketing segmentation strategies. For example, a manufacturer of a brand-
name line of lawn care products may be interested in such questions as “What do con-
sumers like about lawn care and gardening?,” “What words or terms do they use in
describing lawn care/gardening products and their use?,” “Why do they do their own lawn
work?,” and “How do they take care of their lawns and gardens?”

Conducting Focus Group Interviews

While there is no one particular approach acceptable to all researchers, focus group interviews
can be viewed as a process divided into three logical phases: planning the study, conducting
the focus group discussions, and analyzing and reporting the results (see Exhibit 8.6).

I.}---é IEIT 8.6 TheThree-Phase Process for Developing a Focus Group Interview

Phase 1: Planning the Focus Group Study
This is the most critical phase. Researchers must have an understanding of the purpose of the study, a precise definition of the prob-
lem, and specific data requirements.

Key decisions focus on who the appropriate participants would be; how to select and recruit respondents; what size the focus
group should be; and where to have the sessions.
Phase 2: Conducting the Focus Group Discussions

One of the key players in this phase is the focus group moderator. To ensure a successful interactive session, the moderator’s role and
pertinent characteristics must be clearly understood by everyone involved.

A necessary activity in this phase is the development of a moderator’s guide that outlines the topics, questions, and subquestions
that will be used in the session. The actual focus group session should be structured with beginning, main, and closing sections.
Phase 3: Analyzing and Reporting the Results

After the actual session is completed and if the sponsoring client’s representatives are present, the researcher should conduct a
debriefing analysis with all the key players involved to compare notes.

The researcher should conduct a content analysis on the raw data obtained from the participants during the interviewing session
and write a formal report that communicates the findings. Key to the researcher here is to remember who will be the reading audience,
the purpose of the report, and the nature of reporting the results as well as an appropriate report style format.
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A Closer Look at Research

Recently, several researchers at the University
of South Florida undertook an exploratory
research endeavor in an effort to bring clarity
to the dimensionality controversy that
continues to plague the “service quality” construct.
Using available secondary information from earlier
research on service quality reported in the literature,
several focus group interviews were conducted
among known patrons of retail commercial banking
services. A trained professional moderator led the
participants through unstructured and spontaneous
discussions using a predetermined series of topical
questions relating to the generic aspects of service
quality. The qualitative data resulting from the
discussions revealed seven possible sets of
interpersonal behavior activities that consumers
relied on when assessing the existence of service

In the Field

needs/wants; tactful responsiveness to customers’
questions; reliability/credibility of the service
provider; technical knowledge; and interpersonal
social skills. In addition, the data supplied the
researchers with preliminary insights into specific
behavioral interchanges between service providers
and customers. In turn, the interchanges were useful
in building a 7s5-item inventory of interpersonal
behavior activities and were used in a quantitative
survey designed to test which behavioral interchanges
were associated with these behaviors.

Source: David J. Ortinau and Ronald P. Brensinger, “An Empirical
Investigation of Perceived Quality’s Intangible Dimensionality
through Direct Cognitive Structural (DCS) Analysis,” in Marketing:
Perspectives for the 1990s, ed. Robert L. King (Richmond, VA:
Southern Marketing Association, 1993), pp. 214-19.

quality. These activities were subjectively described
as service provider's communication/listening
capabilities; diagnostic competence—understanding
customers’ needs/wants; empathy with customers’

Phase 1: Planning the Focus Group Study

As with most other types of marketing research, the planning phase is most critical for suc-
cessful focus group interviews. In this phase, researchers and decision makers must have a
clear understanding of the purpose of the study, a precise definition of the problem, and
specific data requirements. There must be agreement to such questions as the following:
“Why should such a study be conducted?” “What kinds of information will be produced?”
“What types of information are of particular importance?” “How will the information be
used?” and “Who wants the information?”” Answers to these types of questions can help
eliminate the obstacles (organizational politics, incomplete disclosure, and hidden per-
sonal agendas) that can delay agreement and create problems between decision makers and
researchers. Other important factors in the planning phase relate to decisions about who
the participants should be, how to select and recruit respondents, what size the focus group
should be, and where to have the focus group sessions.

Focus Group Participants

In deciding who should be included as participants in a focus group, researchers must give
strong consideration to the purpose of the study and think about who can best provide the
requisite information. While there is no one set of human characteristics that can guarantee
the right group dynamics, the focus group must be as homogeneous as possible but with
enough variation to allow for contrasting opinions. Central factors in the selection process
are the potential group dynamics and the willingness of members to engage in dialogue.
Desirable commonalities among participants may include occupation; past use of a product,
service, or program; educational level; age; gender; or family structure. The underlying
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concern is the degree to which these factors influence members’ willingness to share ideas
within group discussions. Having a homogeneous focus group in which participants recog-
nize their common factors and feel comfortable with one another is likely to create a more
natural and relaxed group environment than having a heterogeneous group. Furthermore,
participants in homogeneous focus groups are less likely to be eager to present contrived
or socially acceptable responses just to impress other group members or the moderator.
Researchers need to remember that in most cases, focus group participants are neither
friends nor even acquaintances but typically strangers. Many people can feel intimidated
or hesitant to voice their opinions, feelings, or suggestions to strangers.

A factor that is often overlooked in the selection of focus group participants is that of
individuals’ existing knowledge level of the topic. Researchers must determine whether
prospective participants have some prior knowledge about the topics to be discussed in the
interview. Lack of knowledge on the part of participants severely limits the opportunities
for creating spontaneous, interactive discussions that will provide detailed data about a
specific topic. For example, bringing together a group of people who sell women shoes for
a discussion about the operations of a nuclear power plant is likely to produce very few
meaningful insights pertinent to that topic.

Selection and Recruitment of Participants

Selecting and recruiting appropriate participants are keys to the success of any focus
group. We have already noted the necessity for homogeneous groups. Now it becomes crit-
ical to understand the general makeup of the target audience that needs to be represented
by the focus group. Exhibit 8.7 lists some general rules for the selection process.

8.7 General Rules for the Selection of Focus Group Participants

General Rule Factors

Description of Rule Guidelines

Specify exact selection criteria Interacting with the decision maker, the researcher needs to identify, as precisely as possible, all
the desired characteristics of the group members.

Maintain control of the selection The researcher must maintain control of the selection process. A screening mechanism that

process contains the key demographic or socioeconomic characteristics must be developed and used to

Beware of potential selecti
biases

Incorporate randomization

ensure consistency in the selection process. In those situations where the researcher allows some-
one else to do the selection, precise instructions and training must be given to that individual.

on Selection bias tends to be overlooked by researchers and decision makers alike. Biases can develop
in subtle ways and seriously erode the quality of the data collected. Beware of participants
picked from memory, or because they expressed an interest or concerns about the topic, or
because they are clones of the person doing the selection.
Whenever possible, randomize the process. It will help ensure a nonbiased cross section of
prospective participants. This will work only if the pool of respondents meets the established
selection criteria.

Check respondents’ knowledge For any given topic, prospective participants may differ in knowledge and experience. Lack of

and experience knowledge may directly affect respondents’ abilities to engage in spontaneous topical discussions.
Keep in mind that no process Researchers have to make the best choices they can with the knowledge they have at the time of
is perfect selection. The process may overlook certain aspects of the problem and inadvertently neglect

individuals with unique points of view.

Source: Adapted from suggestions offered in Richard A. Krueger, Focus Groups: A Practical Guide for Applied Research, 2nd ed.

(Thousand Oaks, CA: Sage

Publications, 1994), pp. 79—-82; also see Joe L. Welch, “Research Marketing Problems and Opportunities

with Focus Groups,” Industrial Marketing Management 14 (1985), p. 248.
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Selection of participants. To select participants for a focus group, the researcher
must first develop a screening form that specifies the characteristics that respondents must
have to qualify for group membership. Researchers must also choose a method for reach-
ing prospective participants. They can use existing lists of potential participants supplied
by either the company sponsoring the research project, a specialty screening company
that specializes in focus group interviewing, or a direct mail list company. Other methods
are piggyback focus groups, on-location interviews, snowball sampling, random tele-
phone screening, and placing ads in newspapers and on bulletin boards. Regardless of the
method used to obtain the names of prospective participants, the key to qualifying a per-
son is the screening form. A hypothetical telephone screening form is displayed in Exhibit
8.8; this form illustrates a sample format, key information questions, and screening
instructions.

Sampling procedures for focus groups. The issue of sampling requires some spe-
cial thought when planning focus group interviews. Traditionally, researchers try to ran-
domize the process of identifying prospective subjects. While randomization is critical in
quantitative surveys, it might not be necessary in qualitative studies. Focus groups tend to
require a more flexible research design; while a degree of randomization is desirable, it is
not the primary factor in selection. Participant credibility during the focus group discus-
sions is one of the key factors that researchers want to achieve. Randomization can help
reduce the selection bias inherent in some forms of personal recruitment, but there is
never total assurance.

Recruitment of participants. Once a prospective participant is identified, contacted,
and qualified for group membership, the task becomes one of securing that person’s will-
ingness to actually join the group. Securing the respondent’s willingness to participate is
not an easy process. The researcher must invite the respondent to participate in the discus-
sion of an interesting and important topic. There is no one best method of achieving this
task, but there are some key factors that must be incorporated in the process. The
researcher should use only professionally trained people as recruiters. They must have
good interpersonal communication skills, as well as such characteristics as a positive,
pleasant voice, a professional appearance, polite and friendly manners, and a “people-to-
people” personality. The recruiter must establish a comfort zone with the respondent as
quickly as possible.

To bring legitimacy to the research project, the recruiter must be able to clearly articu-
late the general interest and importance of the topic. It must be made clear to the respon-
dent that because of the small group size, his or her opinions and feelings on the topic are
very important to the success of the project. The recruiter must make it clear that the group
meeting is not a sales meeting, but strictly a research project. Other information factors
that must be included are the date, starting/ending times, location of the focus group, the
incentives for participating, and a method of contacting the recruiter if the prospective par-
ticipant has any questions or problems concerning the meeting. Exhibit 8.8 displays an
example of the recruitment part of a screening form for a focus group session.

After the respondent commits to participating in the focus group, the researcher must
send out a formal confirmation/invitation letter that includes all the critical information
about the focus group meeting. The main purpose of this type of letter is to reinforce the
person’s commitment to participate in the focus group. Exhibit 8.9 displays a hypothetical
confirmation letter. The last activity in the recruiting process is that of calling the respon-
dent the day before (or the morning of) the actual focus group session to further reinforce
his or her commitment to participate in the session.
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!}---é 1E21T 8.8 Telephone Screening Questionnaire to Recruit Focus Group Participants:
Performing Arts Programs among Adults in Vail, Colorado*

Respondent’s Name: Date:
Mailing Address: Phone #:
Fax #:
(City) (State) (Zip Code)
Hello, my name is , and I’'m calling for the Marketing Resources Group in Tampa, Florida. We are

conducting a short interesting survey in your area and would like to include your opinions. The Marketing Resources Group is
conducting a study on performing arts programs offered in your metropolitan area and | would like to ask you a few questions.
The questions will take less than two minutes. Let me begin by asking . ..

1. Do you or any member of your immediate household work for a research firm, advertising agency, or a firm that produces or
markets performing arts programs or events?
(_) Yes [THANK THE PERSON AND TERMINATE AND TALLY]
(_) No [CONTINUE]
2. Have you attended a performing arts event in the past month?
(_) Yes [CONTINUE]
(_) No [THANK THE PERSON AND TERMINATE AND TALLY]
3. Areyou a permanent resident of Summit County?
(_) Yes [CONTINUE]
(_) No [THANK THE PERSON AND TERMINATE AND TALLY]
4. Areyou currently employed full-time or part-time outside the home?
(L) Full-time [CONTINUE]
(_) Part-time [THANK THE PERSON AND TERMINATE AND TALLY]
(_) Not currently employed [THANK THE PERSON AND TERMINATE AND TALLY]
5. Please stop me when | come to the age category to which you belong.
(_) Under 20 [THANK THE PERSON AND TERMINATE AND TALLY]
(_) 21to 35 [RECRUIT AT LEAST 12]
(_) 36 to 50 [RECRUIT AT LEAST 12]
(_) 51to 65 [RECRUIT AT LEAST 12]
(_) Over 65 [THANK THE PERSON AND TERMINATE AND TALLY]

[PARTICIPANT RECRUITMENT PART—READ BY INTERVIEWER]

(Mr., Mrs., Ms.) (Person’s Last Name Here), the Marketing Resources Group (MRG) is sponsoring a meeting with people, like your-
self, to discuss performing arts programs and events. We understand that many people are busy yet enjoy attending performing
arts events and have opinions about different topics concerning the arts. We would like you to join a group of people, like your-
self, to discuss and get your opinions about some performing arts topics. This is not a sales meeting, but strictly a research pro-
ject. The group will meet on Wednesday evening, August 15th, at the Vail Chamber of Commerce Office, in downtown Vail. We
would like you to be our guest. The session will start promptly at 7:00 p.m., there will be refreshments and the session will be over
by 9:30 P.M. Those people who participate will receive $100 as our token of appreciation for participating in this important dis-
cussion session. Will you be able to attend?

(_) Yes [CONFIRM NAME, ADDRESS, PHONE, AND FAX NUMBERS]
(_) No [THANK THE PERSON AND TERMINATE AND TALLY]

[IfYES], I will be sending you a letter and information packet in a few days confirming the meeting and your participation.

If you have any questions or need to cancel, please telephone our office at [GIVE OFFICE PHONE NUMBER]. On behalf of MRG,
thank you and have a pleasant (day or evening).

*Author’s note: The items that absolutely must be included in a screening/recruitment form are in boldface type for identification purposes.
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HIEIT 8.9 Sample of Confirmation/Invitation Letter to Focus Group Members*

[USE OFFICIAL LETTERHEAD]
[Date]

[Name of the Participant]
[Mailing Address]
[City, State, Zip]

Dear [First Name of Participant]:

Thank you for accepting our invitation to attend the discussion on Performing Arts Programs and
Events at the Vail Chamber of Commerce Office in Vail, Colorado, on Wednesday evening, August 15.
The Chamber of Commerce Office is located at 1240 Windsor Pine Drive in downtown Vail. For your
convenience, please find the enclosed map and specific directions to the Commerce Office, if
needed. We would like you to be at the office between 6:45 p.m. and 7:00 p.M.; the discussion session
will begin at 7:00 p.m. There will be refreshments and the session will end by 9:30 P.m.

Since we are talking to a limited number of people, the success and quality of the discussion will be
based on the cooperation and participation of the people who attend. Your opinions and feelings
are very important, and attendance at the session will help make the research project a success.

As mentioned during our earlier telephone conversation, the discussion will focus on several critical
issues and topics concerning Performing Arts Programs and Events, and we would like to get your
opinions and feelings on these topics. Your candid thoughts on the topics will be very important to
the success of the study. Remember, this session is strictly a research project, and no sales or solic-
itations will be made. At the conclusion of the discussion session, we will be giving you $S100 to
cover your expenses in attending. If necessary, child care will be provided.

If by chance you find you are not able to attend the session or have any questions, please call us to
let us know as soon as possible at our office. That phone number is (813) 974-6236.

Again, on behalf of MRG I thank you for your willingness to participate in the study. | am looking for-
ward to meeting you on August 15 and sharing your important thoughts and feelings on the per-
forming arts topics and events.

Sincerely,

Thomas G. Smith
MRG Moderator

*Author’s note: All parts that are in boldface type are information that must be included in the letter.

Size of the Focus Group

Most experts agree that the optimal number of participants in any type of focus group
interview is from 6 to 12 (or 6 to 10 if using professional experts). Any size smaller than
six participants is not likely to generate the right type of group dynamics or energy neces-
sary for a beneficial group session. Too few participants create a situation where one or two
people can dominate the discussion regardless of the efforts of the moderator. Also there is
the increased probability of the moderator’s having to become too active and talkative to
keep the discussions flowing. In contrast, having too many participants can easily limit

each person’s opportunity to contribute insights and observations.
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One of the reasons for the wide range of members (6 to 12) directly relates to the fact
that it is difficult to predict just how many respondents will actually show up at the focus
group session. It is not uncommon for 12 people to agree to participate but only 6 to show
up. Some researchers may try to hedge on actual response rates by inviting more people
than necessary, in hopes that only the right number will show up. In cases where too many
respondents show up, the researcher is forced to decide whether or not to send some home.
The greatest fear of a focus group researcher is that no one will show up for the session,
despite promises to the contrary.

Focus group incentives. While using screening forms, professionally trained
recruiters, personalized invitations, and follow-up phone calls can help secure a person’s
willingness to participate, incentives are also needed because participation requires both
time and effort. Participants usually must reserve time out of a busy schedule and are likely
to incur expenses such as for child care, travel, and meals. Finally, participants will typi-
cally spend time (between 90 minutes and two hours) in the actual session. In some cases
the total time is three hours—two hours for the session and an additional hour for pre- and
postinterviewing activities.> Consequently, group members need to be compensated for
their “investments” associated with their willingness to participate.

The incentive should not be viewed as a reward, honorarium, or salary, but rather as a
stimulus to get prospective participants to attend the scheduled session on time. Focus
group incentives can help remind people that their commitment to participate is worth the
effort, keep the promised time slot from being preempted by other factors, and communi-
cate to the participants that the discussion session is important. While different types of
incentives have different effects on the participation ratio, money tends to be by far the
best incentive choice. The advantages of using money as an incentive are that (1) it is
immediately recognized and understood by the participants, (2) it is portable and fits into
small spaces, (3) most people like to receive immediate cash, and (4) it has a proven track
record of working. The dollar amount per participant will vary from project to project, with
most ranging between $50 and $200.

Number of focus group sessions. Depending on the complexity of the information
problem and decisions concerning the structures of the pertinent target audiences, there are
many situations that require conducting a series of focus group interviews or sessions.
“Just how many sessions should be conducted?” is an elusive question. There is no set
standard. About the best advice that can be offered is that there should be a minimum of
two sessions but that sessions should continue until no more new ideas, thoughts, or feel-
ings are offered by different groups of respondents.

Focus Group Locations

The last element in the planning phase is where to hold the focus group session. This com-
ponent is important because of the length of the discussions. Since a focus group session
can last between 90 minutes and two hours, it is necessary to ensure that the setting is com-
fortable, uncrowded, and conducive to spontaneous, unrestricted dialogue among all group
members—such as a large room that allows for a roundtable format and is quiet enough so
that at least audiotaping can take place with minimum disturbances. Depending on the
researcher’s budget constraints, focus groups can be held in such locations as the client’s
conference room, the moderator’s home, a meeting room at a church or civic organization,
a respondent’s home, and an office or hotel meeting room, to name a few.

While all of the sites listed above are adequate, today the ideal location is a professional
focus group facility. Such facilities offer a set of specially designed rooms for conducting
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focus group interviews. Normally, each room has a large table and comfortable chairs for
up to 13 people (12 participants and a moderator), a relaxing atmosphere, built-in audio
equipment, and usually a one-way mirror so that researchers or decision makers can view
and hear the discussions without being seen. Also available is videotaping equipment used
to capture the participants’ nonverbal communication behaviors that transpire during the
discussions. Using a professional focus group facility usually adds to the overall data col-
lection costs. Depending on which services are used, extra costs can range between $800
and $2,000 per focus group session.’

Phase 2: Conducting the Focus Group Discussions

The success of the actual focus group session depends heavily on the moderator and his or
her communication, interpersonal, probing, observation, and interpretive skills. The mod-
erator must be able not only to ask the right questions but also to stimulate and control the
direction of the participants’ discussions over a variety of predetermined topics.

The Focus Group Moderator

The focus group moderator is a special person who is well trained in interpersonal commu-
nication skills and professional manners. Moderators draw from the participants the best and
most innovative ideas about the assigned topic or question. The moderator’s objectives are to
seek the best ideas from each group member and to stimulate spontaneous interactive and
detailed discussions. The moderator is responsible for creating positive group dynamics and
a comfort zone between himself or herself and each group member as well as among the
members themselves. Although there is no one set of traits or characteristics that describe the
type of person who would make the best focus group moderator, Exhibit 8.10 lists some of
the agreed-on traits that researchers have used in selecting focus group moderators.

Moderator’s characteristics and role. Moderators must be comfortable and familiar
with group dynamics and processes. The moderator must exercise mild, unobtrusive control
over the participants and be able to guide them from one topic to the next while maintaining
group enthusiasm and interest for the topic. Successful moderating requires knowing when
to bring closure to one topic and move on to the next. The moderator should not only have
a good understanding of the specified topics and questions but also demonstrate a curiosity
toward each topic and each participant’s response. This curiosity may result in follow-up
probing questions that uncover ideas, avenues, or connections that shed new light on the
topic. Another important trait is that of demonstrating respect and sensitivity for participants
and their expressed opinions and feelings on the topic. Showing respect for the group mem-
bers can directly affect the value and quality of the data collected.

The moderator must have enough background knowledge of the topic to place all com-
ments in perspective and follow up on critical areas of concern.” Furthermore, the moderator
must be able to communicate clearly and precisely both in writing and verbally. Moderating
the session requires objectivity, self-discipline, concentration, and careful listening on the
part of the moderator. She or he must guard against interjecting personal opinions about the
topic or a participant’s response and must instead focus on seeking out the perceptions of the
group members. In addition, the moderator must be mentally prepared and completely famil-
iar with the questioning route, yet flexible enough to allow follow-up probing questions.

Preparing a moderator’s guide. To ensure that the actual focus group session is pro-
ductive, it is necessary to prepare a detailed moderator’s guide. A moderator’s guide rep-
resents a detailed outline of the topics, questions, and subquestions that will serve as the
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8.10 Important Traits of a Focus Group Moderator

The following descriptions represent some of the important traits that a researcher must consider in the
selection of an excellent moderator for the focus group session:

1. The person must be well trained in interpersonal communications and have excellent listening,
observation, and interpretive skills.

2. The moderator must display professional mannerisms and personality, have a good memory for
names, create positive group dynamics and a comfort zone for spontaneous and interactive dialogue.

3. The moderator must be comfortable and familiar with group dynamics and processes, and must be
able to exercise mild, unobtrusive control over participants.

4. The moderator must have good understanding and background knowledge of the specified topics
and questions and the ability to guide the participants from one topic to the next.

5. The person must be well trained in asking follow-up probing questions, and must demonstrate
respect and sensitivity for the participants and their expressed opinions and feelings.

6. The moderator must be able to communicate clearly and precisely both in writing and verbally, and
must be objective, self-disciplined, and focused.

7. The person should exhibit a friendly, courteous, enthusiastic, and adaptive personality, along with a
sense of humor.

The person should be experienced in focus group research.
9. The moderator must have a quick mind capable of noting new ideas that come from the group.

10. The moderator must know how and when to bring closure to one topic and move the discussion to
the next.

basis for generating the spontaneous interactive dialogue among the group participants.
(The Small Business Implications box displays a moderator’s guide that was incorporated
in the Vail Performing Arts example, mentioned earlier.) Using a structured outline format,
an order is established for asking a series of opening, introductory, transition, critical, and
ending questions. Opening questions are asked at the beginning of the focus group and are
designed to be answered rather quickly to identify characteristics that participants have in
common. These questions are normally factual and are important in establishing the
group’s comfort zone and internal dynamics. Introductory questions are used to introduce
the general topic of discussion as well as provide group members with the opportunity to
reflect on past experiences and their connection with the overall topic. Normally, these
questions are not critical to the final analysis but are important in creating spontaneous,
interactive discussions. The main objective of transition questions is that of directing the
conversation toward the main topics of interest. They help the group members envision the
topic in a broader scope and let the participants know how others feel about the topic. In
general, these questions serve as the logical link between introductory and critical ques-
tions. From a content perspective, critical questions drive the overall study. The moderator
uses these questions to get to the heart of discussing the critical issues underlying the top-
ics of interest. Finally, ending questions are asked to bring closure to the discussion. They
allow the participants to reflect on previous comments and feelings, and they encourage
members to summarize any final thoughts.

The Actual Focus Group Session

Beginning the session. As the participants arrive for the session, they should be
warmly greeted by the moderator and made to feel comfortable. If name cards have not
been prepared in advance, participants should be instructed to write their first names, in
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Moderator’s Guide for Vail
Performing Arts Program Focus
Group Interview Sessions

I. INTRODUCTION

a. Welcome the participants.

b. Briefly highlight the focus group format . . .
get consent forms signed and turned in (if
necessary).

c. Explain ground rules for session:

No correct answers—only your opinions
and feelings . . . you are speaking for
other people like yourself . . . want to
hear from everyone.

Briefly explain the audiotaping of the ses-
sion and why . . . so | don’t have to take
many notes. If necessary, mention the
one-way mirror and that some of my
associates are observing the session . ..
because they are extremely interested in
your opinions.

Only one speaks at a time . . . please no
side discussions . . . | do not want to
miss anyone’s comments.

Do not worry if you do not know much
about a particular topic we talk about.. . .
itis OKand important for me to know. . .
if your views are different from someone
else’s that’s all right . . . it is important
for me to know that too . . . please do not
be afraid of having different opinions,
just express them . .. remember there is
no one right answer.

This is an informal discussion . . . a
research project, not a sales meeting. ..
I will not be contacting you later on to try
to sell you anything . . . | want you to be
comfortable and relax . . . just express
your opinions and feelings.

d. Any questions? [Answer all questions of par-
ticipants.] Let’s begin.

Il. WARMUP [Use opening question format.]
Tell us your name and one or two things about
yourself. [Ask this of each participant.] (Build
group dynamics and comfort zone among group
members.)
lll. INTRODUCE FIRST TOPIC
[Use an introductory question format.]
“FROM YOUR VIEWPOINT, TO WHAT EXTENT DO

VL.

Small Business Implications

YOU ENJOY ATTENDING PERFORMING ARTS PRO-
GRAMS AND/OR ENTERTAINMENT EVENTS?”
Probe for:

a. Types of programs and events that have been
attended in the past and would attend in the
future.

b. Types of programs and events most preferred
to see offered in the Vail Valley area.

[Use transition question format to move to
next topic.]

. SECOND MAJOR TOPIC

[Use a critical question format.]

Now | want you to think about how people make

their decisions to attend performing arts events.

“WHAT PERFORMING ARTS/ENTERTAINMENT

FEATURES DO PEOPLE DEEM IMPORTANT IN

DECIDING TO ATTEND A PROGRAM OR EVENT?”

Probe for:

a. Detail and clarification of features.

b. Understanding of importance of identified
features.
[Use transition question format to move to
the next topic.]

SPECIFIC DESIGN FEATURES

[Use a critical question format.]

Now think about the facilities used to present

performing arts programs and events.

“WHAT FACTORS SHOULD BE INCLUDED IN FACIL-

ITY STRUCTURE DESIGN?”

Probe for:

a. Specific design features and why.

b. Thoughts and feelings about indoor versus
outdoor event capabilities.

c. Types of protection features for outdoor
events for the audience, the performers.
[Use transition question format to move to
closure of session.]

CLOSE SESSION WITH SUGGESTIONS AND FINAL

THOUGHTS

[Use ending question format.]

“TAKING INTO CONSIDERATION OUR DISCUS-

SIONS, WHAT SPECIFIC ACTIONS WOULD YOU

SUGGEST OR RECOMMEND TO THE DESIGN TEAM

(continued)
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(concluded)

MENTS?”

[Ask and probe for each participant.]

TO HELP MAKE VAIL’'S NEW PERFORMING
ARTS FACILITY THE BEST POSSIBLE?”
Probe for clarity of specific ideas and
details as to why.
Features: ___ structure designs
___seating requirements
___theater style vs. auditorium style
___quality of sound system/acoustics
____outdoor event protection features
“ANY LAST THOUGHTS, FEELINGS, OR COM-

Small Business Implications

VIl. END THE FOCUS SESSION
a. Thank the participants for their cooperation
and input.
b. Give each participant his or her gift of appre-
ciation.
c. Extend a warm wish to drive home carefully.

large letters, on the cards. Before the participants sit down, there should be an opportunity
(about 10 minutes) for sociable small talk, coupled with refreshments. The purpose of
these presession activities is to create a friendly, warm, comfortable environment in which
the participants feel at ease. During the socializing period, the moderator should use his or
her observation skills to notice how well group members interact and converse with one
another. If the moderator can identify dominant talkers and shy listeners, he or she can use
this information to place members strategically around the table.

If consent forms are required, participants should sign them and give them to the mod-
erator before the session begins. The moderator should briefly discuss the ground rules for
the session: only one person should speak at a time, everyone should understand the pur-
pose of the session and act accordingly, and so on. In some cases, a brief mention of the
sponsoring client is in order (e.g., the sponsoring client looks forward to the group’s dis-
cussion on the topic as a way to decide on a crucial matter). If the situation requires the use
of a one-way mirror or audio/video equipment for taping purposes, the moderator must
bring these facts to the attention of the participants and briefly explain their logical use in
the session. After completing the ground rules, the moderator asks the first question using
an opening question format. This question is designed to engage all participants in the dis-
cussion. Normally, group members are asked to introduce themselves with a few short
remarks. This approach breaks the ice, gets each participant to talk, and continues the
process of building positive group dynamics and comfort zones.

Main session. Using the moderator’s guide, the first topic area is introduced to the par-
ticipants. As the discussion unfolds, the moderator must be able to use probing techniques
to gain as many details as possible. If there is a good rapport between group members and
the moderator, it should not be completely necessary for the moderator to spend a lot of
time merely asking selected questions and receiving answers. Because there are no hard-
and-fast rules on how long the discussion should last on any one particular topic, the mod-
erator must use his or her judgment in deciding when to bring closure to one topic and
move on to the next. In general, the session should move toward the study’s critical ques-
tions at a pace that ensures enough time for depth probing of as many details, ideas,
thoughts, and feelings as possible.
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Debriefing analysis

An interactive procedure
in which the researcher
and moderator discuss
the subjects’ responses
to the topics that
outlined the focus group
session.

Content analysis The
systematic procedure of
taking individual
responses and grouping
them into larger theme
categories or patterns.
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Closing the session. After all of the prespecified topics have been covered to the mod-
erator’s satisfaction, the participants should be asked an ending question that encourages
them to express final ideas, thoughts, or feelings. To enhance this closure process, the mod-
erator should briefly summarize the group’s main points and ask if these are accurate. Dur-
ing the summary activities, the moderator should observe the body language of the
participants for signs of agreement, disagreement, hesitation, or confusion. For example, it
would be appropriate for the moderator to present a final overview of the discussion and
then ask the participants, “Have we missed anything?” or “Do you think we’ve missed
anything in the discussion?” Responses to these types of closing questions may reveal
some thoughts that were not anticipated. Upon final closure, the participants should be
given a short debriefing of the session, thanked for participating, given the promised incen-
tive gift or cash, and wished a safe journey home.

Phase 3: Analyzing and Reporting the Results
Analysis Techniques

Debriefing analysis. If the researcher or the sponsoring client’s representatives are pre-
sent, they and the moderator should conduct a debriefing analysis and wrap-up activities
immediately after the focus group members leave the session. These activities give the
researcher, client, and moderator a chance to compare notes. The key players who have
heard the discussion need to know how their impressions compare to those of the modera-
tor. Insights and perceptions can be expressed concerning the major ideas, suggestions,
thoughts, and feelings from the session.

Ideas for improving the session can be uncovered and applied to further focus group
sessions. For example, strong points can be identified and emphasized, and errors noted,
while they are fresh in everyone’s mind. Some researchers like to use debriefing analysis
because it (1) provides an opportunity to include the opinions of marketing experts with
those of the moderator; (2) allows the sponsoring client’s representatives or researcher to
learn, understand, and react to the moderator’s top-of-mind perceptions and feelings about
what was said in the group discussion; and (3) can offer opportunities for brainstorming
new ideas and implications of the main points expressed in the discussion. In contrast,
potential shortcomings of debriefing include (1) a clear possibility of creating interpretive
bias; (2) faulty recall on the part of the moderator due to recency or limited memory capa-
bilities; and (3) misconceptions due to lack of time for reflecting on what was actually said
by the participants.’

Content analysis. Although content analysis is a very appropriate analysis tool to use in
any type of qualitative research design, it is probably the most widely used formalized pro-
cedure by qualitative researchers in their efforts to create data structures from focus group
discussions. This procedure requires the researcher to implement a systematic procedure of
taking individual responses and categorizing them into larger theme categories or patterns.

Depending on how the group discussion was recorded and translated (e.g., transcript,
audiotape, videotape, session notes), the researcher reviews the participants’ raw comments
and creates data structures according to common themes or patterns. This process requires
the researcher to consider several analysis and interpretive factors (see Exhibit 8.11).

Reporting Focus Group Results

In situations where some type of final report is requested, the researcher must understand
the audience, the purpose of the report, and the expected format. The researcher must have
a strong understanding of the people who will be using the results—their preferences in
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8.11 Important Analysis and Interpretive Factors When Analyzing Focus Group Data

Analysis/Interpretive Factors  Description and Comments

Consider the words

Consider the context

Consider the frequency
of comments

Consider the intensity
of comments

Consider the specificity
of responses

Consider the big picture

Thought must be given to both the words used by the participants and the meanings of those words.
Because there will be a variety of words and phrases used by the group members, the researcher will
have to determine the degree of similarity and classify them accordingly. It should be remembered
that editing messy quotations is a difficult but necessary task.

The researcher will have to gain an understanding of the context in which participants expressed key
words and phrases. The context includes the actual words as well as their tone and intensity (voice
inflection). It must be remembered that nonverbal communication (body language) can also provide
meaningful bits of data worth analyzing.

In most situations, some of the topics presented in the session will be discussed by more participants
(extensiveness) and some comments made more often (frequency) than others. The researcher should
not assume that extensiveness and frequency of comments are directly related to their importance.
Sometimes group members will talk about specific aspects of a topic with passion or deep feelings.
While left undetected in transcripts alone, the intensity factor can be uncovered in audio- or videotapes
by changes in voice tone, talking speed, and emphasis placed on certain words or phrases.

Those responses that are associated with some emotional firsthand experience probably are more
intense than responses that are vague and impersonal. For example, “I feel that the new McDonald’s
McArch burger is a ripoff because | ate one and it tasted just terrible, especially at the price they are
charging” should be given more weight than “The new McArch burger does not taste very good, con-
sidering what it costs.”

Because data from focus groups come in many different forms (words, body language, intensity, etc.),
the researcher needs to construct an aggregate theme or message of what is being portrayed. Paint-
ing a bigger picture of what group members are actually saying can provide preliminary insights into
how consumers view the specified product, service, or program. Caution should be used when trying
to quantify the data. Use of numbers can inappropriately convey the impression that the results can
be projected to a target population, which is not within the capabilities of qualitative data.

Source: Adapted from Richard A. Krueger, Focus Groups: A Practical Guide for Applied Research, 2nd ed. (Thousand Oaks, CA: Sage
Publications, 1994), pp. 149-51.

receiving information and their demographic profile, including educational level, occupa-
tion, and age, to name only a few factors. Overall, the report should stress clarity and
understanding and should support the findings. In many cases, the writing style can be
informal and the vocabulary familiar. The researcher should use active rather than passive
voice and incorporate quotations, illustrations, and examples where appropriate.

In writing the report, the researcher must be aware of its basic purpose. First, the report
should communicate useful insights and information to the audience. It should be a clear
and precise presentation tailored to the individual information needs of the specific users.
It must offer a logical sequence of findings, insights, and recommendations. The researcher
should also keep in mind that the report will serve as a historical record that may be sub-
jected to examination at some point in the future.

Format of the Report

Traditionally, focus group reports have been presented in a narrative style that uses com-
plete sentences supported by direct quotes from the group discussion. An alternative is to
use an outline format supported with bulleted statements that use key words or phrases to
highlight the critical points from the group discussion. Regardless of the style, the report
must be written in a clear, logical fashion and must look professional. Although there is no
one best format, Exhibit 8.12 describes the essential components of a typical report.
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12 Components of a Written Focus Group Research Report

Components of the Report
Cover page

Executive summary
Table of contents

Statement of the problem,
critical questions,
and methods

Results and findings
Summary of themes
Limitations and alternative
explanations

Recommendations

Appendix

Description and Comments

The front cover should include the title, the names of people receiving or commissioning the report, the
names of the researchers, and the date the report is submitted.

A brief, well-written executive summary should describe why the focus group session was conducted and
list the major insights and recommendations. It should be limited to two pages and be able to stand alone.

This section provides the reader with information on how the report is organized and where various
parts can be located. (It is optional for short reports.)

This section describes the purpose of the study and includes a brief description of the focus interviews,
the number of focus group sessions, the methods of selecting participants, and the number of people
included in each session.

The results are most often organized by critical questions or overall ideas. The results can be presented
in a number of ways using bulleted lists or narrative formats, listing raw data, summarizing the discus-
sion, or using an interpretative approach.

Statements in this section are not limited to specific questions but rather connect several questions into
a larger picture.

This section can be placed within the results section, if it is brief. Limitations reflect those aspects of the
study that reduce the application of the findings or affect different interpretations of the findings.

This optional section is not automatically included in all focus group reports. The recommendations sug-
gest what might be done with the results.

The appendix should include any additional materials that might be helpful to the reader. Most often a
copy of the moderator’s guide, screening form, or other relevant material would go into the appendix.

Source: Adapted from R. A. Krueger, Focus Groups: A Practical Guide for Applied Research, 2nd ed. (Thousand Oaks, CA: Sage Publica-

tions, 1994), pp. 165-66.

Advantages of Focus Group Interviews

With an understanding of the process and activities of conducting focus group interviews, we
can see the advantages and disadvantages associated with this popular qualitative research
method. There are basically five major advantages to using focus group interviews: they
stimulate new ideas, thoughts, and feelings about a topic; foster understanding of why people
act or behave in certain market situations; allow client participation; elicit wide-ranging
flesh-and-blood consumer responses; and can bring together hard-to-reach subject groups.

New Ideas

The spontaneous, unrestricted interaction among focus group participants during discus-
sions can stimulate new ideas, thoughts, and feelings that may not be raised in one-on-one
interviews. There is a high likelihood that respondents will offer creative and honest opin-
ions about a subject topic. Without an interviewer present, they are more at ease in express-
ing their candid opinions rather than opinions and feelings they think the interviewer might
want to hear. In a spontaneous, unrestricted interactive environment, participants are
encouraged to freely engage in group creativity that induces a “snowballing” (or brain-
storming) process where additional responses are triggered by someone else’s comment.

Underlying Reasons of Behavior

Focus groups allow researchers to collect detailed data about the underlying reasons peo-
ple act as they do in different market situations. A trained moderator can help in directing
the focus group discussion so that participants feel comfortable in expressing why they
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hold certain beliefs or feel the way they do about particular discussion topics such as the
product’s attributes, service components, brand images, or particular marketing practices,
to name a few.

Client Participation

Focus group interviews offer another advantage by allowing the decision makers the
opportunity to be involved in the overall process from start to finish. As you have read, the
decision maker has an interactive role in creating the research objectives and setting the
focus groups’ overall agenda and initial research questions. The energetic atmosphere dur-
ing the actual sessions allows the client’s representatives and researchers the ability to
observe firsthand (from behind a one-way mirror) the group dynamics and how partici-
pants respond to information on the topics and questions of interest. This participation can
lead to favorable impressions and results that suggest specific actions. In some cases,
clients formulate and begin action plans based on their observations even before the data
are analyzed and submitted as a final report.

Breadth of Topics Covered

Focus group interviews can range over an unlimited number of topics and management
issues. The sessions can incorporate prototypes of new products to be demonstrated or
advertising copy being investigated for acceptance. In addition, other types of projective
data collection methods could be included (e.g., balloon tests, role-playing activities, word
association tests, picture tests) to enrich the spontaneous discussions on a topic or issue.
Advances in communication technologies have added new dimensions of flexibility to the
process by allowing clients located in different geographic regions to participate in and
observe the live sessions without having to be at the specific facility location.

Special Market Segments

Another advantage is the technique’s unique ability to bring together groups of individu-
als, such as doctors, lawyers, and engineers, to name a few, who might not otherwise be
willing to participate in a study. The focus group format allows these hard-to-interview
individuals an opportunity to interact with their peers and compare thoughts and feelings
on common topics and issues of interest.

Disadvantages of Focus Group Interviews

As with any exploratory research design, focus group interviews are not a perfect research
method. The major weaknesses of focus groups are inherently similar to all qualitative
methods: the data structure’s low generalizability to the target population, the questionable
reliability of data, subjectivity of interpretation, and high cost per participant.

Low Generalizability of Results

As with any qualitative method, the data structures developed from focus group interviews
tend to lack representativeness with regard to the target population. This makes it very diffi-
cult, if not impossible, for the researcher to generalize the results to larger market segments.
For example, Procter & Gamble’s brand manager of Crest toothpaste as well as the
researcher might run substantial risks in believing that the attitudes and feelings toward a
new formula change in the product obtained from 12 Crest users in a focus group are truly
representative of the typical attitudes and feelings of the millions of Crest users in the market.
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Questions of Data Reliability

Given the type of data collected in focus group interviews, the researcher has no way to
substantiate data reliability or to distinguish small differences. In addition to having to deal
with extremely small sample sizes, the unstructured nature of the data (nominal nature of
the verbalized comments and nonverbal body language) obtained from the participants
does not provide opportunity to analyze the results into standard statistical formats (e.g.,
percentage and mean values) which are necessary for assessing data reliability. Confound-
ing this weakness is the possibility that some degree of the known “Hawthorne effect” has
impacted the data collected from the participants: the focus group process can easily create
the environment that allows some of the participants to think they are “special” and act
accordingly when offering their comments.

As discussed earlier in the chapter, another potential problem relates to effects of mod-
erator interaction bias. Being part of the social interaction environment of a focus group
interview, the moderator must guard against behaving in those ways that might prejudice
participants’ responses. For example, a moderator behavior that is aggressive, confronting
in nature, could systematically lead participants to say whatever they think the moderator
wants to hear. In contrast, a moderator’s attempts to play dumb or too supportive to partic-
ipants’ comments may create a sense of phoniness on the moderator’s part, thus causing
some respondents to withdraw from adding comments. While unmeasurable, these condi-
tions can only reduce the reliability of the data.

Subjectivity of Interpretations

Given the nature of the data collected, selective use of the data by either the researcher or
the client’s representatives can create problems. For example, if the client enters the focus
group process with preconceived ideas of what information will be coming out of a focus
group, that client can most often find something in the data (e.g., participants’ comments)
that can be subjectively interpreted as being supportive of these views while ignoring any
opposing data. In addition, there is always the possibility of moderator interpretation bias,
which can quickly reduce the credibility and trustworthiness of the data, data structures,
and information being supplied to marketing decision makers.

High Cost per Participant

As discussed earlier in the chapter, the costs of identifying, recruiting, and compensating
each prospective focus group participant along with the costs of the moderator(s) and facil-
ities are overall quite high (e.g., ranging from $2,000 to $8,000 per session), resulting in a
cost-per-participant average of between $200 and $800, assuming that the data came from
10 participants. This average per participant is significantly greater than the cost of other
qualitative methods.

As focus group methods become more popular among marketing researchers, it is use-
ful to understand the differences in their application on a global basis. The Global Insights
box describes focus group research practices in other countries and compares them with
those used in the United States.

Advancing Technology Moves Focus Groups
into the 21st Century
Few would argue that the future of focus group interviewing will remain very bright.

Improved sophistication in Internet, telecommunication, and computer technological
advancements are leading the way toward new, exciting trends in conducting focus
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Understanding Focus Group Research Abroad

ﬁ s more companies enter the global market, there
is an increasing need for qualitative research
information, both to help assess the demand for
items and to identify the optimal way of marketing in
foreign countries. Many U.S. companies are expand-
ing their use of focus group research to their over-
seas markets. There are some major differences in
doing focus groups outside the United States and
Canada, according to Thomas L. Greenbaum, Presi-
dent of Groups Plus, Inc., in Wilton, Connecticut.
One cannot simply take the same materials used to
conduct focus groups in the United States and send
them to a research organization in a foreign country
and expect to get comparable, or even reliable,
results. The following insights are offered within
seven key components of focus group research:

1. Time frame. Whereas many companies are accus-
tomed to developing a project on Monday and hav-
ing it completed by the end of the following week,
this is almost impossible to do in foreign coun-
tries. Lead times tend to be much longer, with the
Far East being particularly troublesome. If it takes
two weeks to set up groups in the United States,
figure almost double that in most of Europe and
even more than that in Asia.

2. Structure. Eightto 10 peoplein a group is a large
number for most foreign groups, which often con-
sist of 4 to 6 people, our minigroup. Further, the
length of sessions outside the United States can
be up to four hours. Be very specific when arrang-
ing for international focus groups. Most foreign
research organizations seem to adapt well to our
format if properly informed and supervised.

3. Recruiting and rescreening. In general, the
United States is much more rigid in adhering to
specifications both in recruiting and screening.
These processes must be monitored very carefully.

4. Approach. Foreign moderators tend to be much
less structured and authoritative, which can
result in a great deal of downtime during the ses-

sions. Also they tend to use fewer
writing exercises and external
stimuli such as concept boards
and photos. This must be considered when plan-
ning foreign sessions.

5. Project length. Projects can take much longer to
execute. In the United States, we are accustomed
to doing two, sometimes three or four, groups a
day, but in many overseas markets, one group is
the limit because of the time they are scheduled,
the length of the sessions, or demands of the
moderators. Also, some moderators have a break
in the middle of the group, which would be very
unusual in U.S. sessions.

6. Facilities. The facility environment outside the
United States and Canada is much like the setup
here 20 years ago. For example, it is more common
than not to watch a group in a residential setting
on a television which is connected to the group
room by cable. Many of the facilities with one-way
mirror capabilities simply do not have the ameni-
ties we are accustomed to in the United States.

7. Costs. Finally, the cost of conducting focus group
research varies considerably by region and country.
It would not be unusual to pay almost twice as much
per group for sessions conducted in Europe and
almost three times as much for many areas in Asia.

In light of these differences, it is important that
companies take action to ensure that they get the
results needed from foreign research. Greenbaum
suggests having the international research managed
by the same people who run the U.S. studies or use a
U.S.-based foreign research company that can be a
central point of contact and will handle the details
abroad. So if you are going to conduct qualitative
research outside the United States, spend the extra
time and money, and do it right. It will be a small
investment over the long term.

Source: Thomas L. Greenbaum, “Understanding Focus Group Research
Aboard,” Marketing News 30, no. 12 (June 3, 1996), pp. H16, H36.

Online focus group  Sub-  groups that will keep this particular qualitative data collection method popular well into
jects are gathered ina cen-  the 21st century.
Currently, a high-tech version of focus group interviewing, promoted as online focus

tralized location and the
session is carried in real
time across the Internetto

ients and r rcher:
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For example, rapid advancements in interactive marketing technologies (IMTs) are open-
ing new avenues for conducting telephone, video, and Internet focus group interviews
through such formats as teleconference networks. TeleSessions, FocusVision Networks,
and itracks Internet software have expanded telephone capabilities into videoconferencing
and online Internet systems.® In addition, an increasing number of companies, like Market
Opinion Research (MOR), FocusVision Worldwide, Inc., and Interactive Tracking Sys-
tems, Inc. (itracks), offer interactive group research systems which allow customization of
any business’s needs, whether they involve testing new TV ads, testing product or adver-
tising concepts, or observing consumers’ reactions to words, phrases, or visuals.’

The rapid introduction and continuous improvements of innovative Internet technolo-
gies are driving how, what, when, where, and how fast qualitative data are collected and
analyzed and information is disseminated to researchers and decision makers. The high-
speed Internet-assisted approaches are making it easier to reach today’s hard-to-reach sub-
jects and are shortening the time cycle in completing focus group research projects, while
allowing decision makers to interact with the process in real time.® In turn, the advances in
technology-driven approaches for conducting online focus groups and videoconferencing
have increased the costs of collecting qualitative data, at least in the short run.

Online versus Offline Focus Group Research

Opinions differ on whether the future of focus group research practices will be online
methods or offline (e.g., traditional focus group practices as discussed in this chapter)
practices, based on acknowledged new speed and flexibility requirements. For now, it is
important to understand the driving forces behind online practices. The push is not so
much coming from marketing researchers, but rather from the new breed of specialized
focus group data collection facilities. Once limited to providing researchers with a “pro-
fessional” taping facility alternative for conducting the actual focus group sessions, with
the integration of high technology these service providers have advanced, and they now
shorten the actual data acquisition, analysis, retrieval, and reporting activities of focus
group research and qualitative information. Decision makers have embraced the real-time
dimension that these professional service providers now offer, and soon so will many
researchers, especially focus group moderators. In contrast, not all focus group facility
providers have the expensive computer and software technologies necessary to offer
online focus groups.

Overall, the processes and activities, guidelines, decisions, and rules that are required in
the “planning” and “execution” stages of an online focus group session are, for the most
part, the same for conducting a traditional offline focus group session. For example, both
methods require that the decision maker and researcher fully understand the nature of
focus group interviews and together develop the focus group objectives. Similar activities
for identifying the appropriate type of people for inclusion in the focus group, the sam-
pling, selection, and recruitment of the prospective participants, as well as the critical
decisions concerning size and number of focus groups, any incentives, and location must
be jointly undertaken by the researcher and decision maker regardless of the approach. In
conducting the actual focus group session, both methods require participants and a trained
moderator to be located in a specific central location for taping the interview. It is here that
differences begin to appear. For example, the technology driving the data-capturing activ-
ities during the focus group session is much more sophisticated for online than offline
methods, requiring online moderators to have a greater technological aptitude and under-
standing of the devices used to gather and manipulate the data in real time than do offline
moderators. Online focus groups provide significantly greater flexibility to client partic-
ipation before, during, and after the session. Offline methods require that the client’s
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representatives be at the focus group, located behind a one-way mirror, and communica-
tion capabilities with the moderator are limited and antiquated in nature (e.g., a moderator
headset, handwritten notes, or specified breaks in the session). In contrast, online methods
use advanced communication technologies which allow clients to directly participate from
anywhere in the world; all they need is a computer and Internet access.

The greatest differences between the two methods are in the last phase of the process
(analyzing and reporting of the results). Online focus group interviewing allows for data
manipulation, retrieval, and reporting of the qualitative data results in real time, whereas
offline methods would take researchers days, if not weeks, to manipulate and report the
findings to decision makers. For more insights to online focus group research practices
visit the book’s website at www.mhhe.com/hair.

Summary of Learning Objectives

B Identify the fundamental differences between
qualitative and quantitative research designs and
explain their appropriateness in creating useful
managerial information.

In business problem or opportunity situations where
secondary information alone cannot answer manage-
ment’s questions, attention must turn to collecting
primary data and transforming them into usable
information. Researchers can choose between two
types of data collection methods: qualitative or
quantitative. There are many differences between these
two approaches with respect to their research
objectives and goals, type of research, type of
questions, time of execution, representativeness of (or
generalizability to) large target populations, type of
analysis, and researcher skill requirements.

Moreover, qualitative methods focus on generating
exploratory, preliminary insights into decision
problems and opportunities. Qualitative methods
focus on collecting detailed amounts of data from
relatively small samples by questioning or observing
what people do and say. These methods require the
use of researchers well trained in interpersonal
communication, observation, and interpretation. The
data are normally collected using open-ended or
nonstructured questioning formats that allow for
either depth probing of hidden attitudes, feelings, or
behavior patterns or human/mechanical observation
techniques for current behaviors or events. While the
data can be collected in short periods of time, they are
difficult to analyze and transform into generalized
inferences about the larger defined target group.

In contrast, quantitative (or survey) research
methods place heavy emphasis on using formalized,
standard, structured questioning practices where the

response options have been predetermined by the
researcher. These questions tend to be administered
to significantly large numbers of respondents.
Quantitative methods are directly related to descriptive
and conclusive (or causal) types of research projects
where the objectives or goals are either to make more
accurate predictions about relationships between
market factors and behaviors or to verify (or validate)
the existence of relationships. Quantitative researchers
are well trained in construct development, scale
measurements, questionnaire designs, sampling, and
statistical data analyses.
B Describe and explain two popular qualitative
techniques used in gathering raw primary data.
While there are many qualitative methods available
for collecting data, this chapter focuses on in-depth
interviews and focus group interviews. An in-depth
interview is a formalized process of asking a subject a
set of semistructured, probing questions in a face-to-
face setting. Focus group interviews involve bringing
a small group of people together for an interactive
and spontaneous discussion of one particular topic or
concept. While the success of in-depth interviewing
depends heavily on the interpersonal communication
and probing skills of the interviewer, success in
focus group interviewing relies more on the group
dynamics of the members, the willingness of
members to engage in an interactive dialogue, and the
moderator’s abilities to keep the discussion on track.
Both types of questioning approaches are guided by
similar research objectives: (1) to provide data for
defining and redefining marketing problem or
opportunity situations; (2) to identify specific hidden
information requirements; (3) to provide data for better
understanding the results from other quantitative
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survey studies; (4) to reveal and understand consumers’
hidden needs, wants, attitudes, feelings, behaviors,
perceptions, and motives regarding services, products,
or practices; (5) to generate new ideas about products,
services, or delivery methods; (6) to discover new
constructs and measurement methods; and (7) to better
understand changing consumer preferences.

B Explain the basic pros and cons of using
qualitative methods of developing data structures.
The general advantages of qualitative research methods
include the economy and timeliness of data collection;
richness of the data; accuracy of recording marketplace
behaviors; and preliminary insights into building models
and scale measurements. The potential disadvantages
include the lack of generalizability of the data to larger
target groups; inability of the data to distinguish small
differences; lack of data reliability; and difficulty of
finding well-trained investigators, interviewers, and
observers.

Ch 8: Exploratory Designs:
In-Depth Interviews and
Focus Groups

© The McGraw-Hill
Companies, 2002
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B Explain what focus groups are, the importance
of a moderator, and how the resulting data are
transformed into information.

A focus group is a small group of people (6 to 12)
brought together for an interactive, spontaneous
discussion. The three phases of a focus group study are
planning the study, conducting the actual focus group
discussions, and analyzing and reporting the results. In
the planning of a focus group, critical decisions have to
be made regarding who should participate, how to
select and recruit the appropriate participants, what
size the group should be, what incentives to offer to
encourage and reinforce participants’ willingness and
commitment to participate, and where the group
sessions should be held. Exhibit 8.10 lists important
traits of the focus group moderator, and Exhibit 8.11
illustrates a moderator’s guide. There are different
analysis techniques appropriate for creating data
structures and interpreting the results, and the results
can be written up in a professional report format.

Key Terms and Concepts

Content analysis 234
Debriefing analysis 234 219
Experience surveys 215
Focus group moderator 230
Focus group research 220

In-depth interview 218

Interpersonal communication skills

Listening skills 220
Moderator’s guide 230

Online focus groups 239

Projective techniques 216
Protocol interviewing 216
Qualitative research 212

Quantitative research 211

Role-playing interviews 217

Probing questions 218

Review Questions

1. What are the major differences between quantitative and qualitative research methods?
What skills must a researcher have to develop and implement each type of design?

2. Compare and contrast the unique characteristics, main research objectives, and advan-
tages/disadvantages of the in-depth and focus group interviewing techniques.

3. Explain the pros and cons of using qualitative research methods as the means of devel-
oping raw data structures for each of the following situations:
a. Adding carbonation to Gatorade and selling it as a true soft drink.
b. Finding new consumption usages for Arm & Hammer baking soda.
c¢. Inducing customers who have stopped shopping at Sears to return to Sears.
d. Advising a travel agency that wants to enter the cruise ship vacation market.

4. What are the characteristics of a good focus group moderator? What is the purpose of

a moderator’s guide?
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5. Why is it important to have 6 to 12 participants in a focus group? What difficulties
might exist in meeting that objective?

6. Why are the screening activities so important in the selection of focus group
participants? Develop a screening form that would allow you to select participants for
a focus group on the benefits and costs of leasing new automobiles.

Discussion Questions

1. What type of exploratory research design (observation, in-depth interview, focus
group) would you suggest for each of the following situations and why?

a.

b.

The research and development director at Calvin Klein suggests a new type of
cologne for men that could be promoted by a sports celebrity like Michael Jordan.
The director of on-campus housing at your university proposes some significant
changes to the physical configuration of the current on-campus dorm rooms for
freshmen and new transfer students.

The vice president of marketing in charge of new-store locations for Home Depot
must decide on the best location for a new store in your hometown.

. The senior design engineer for the Ford Motor Company wishes to identify mean-

ingful design changes to be integrated into the 2002 Ford Taurus.

The general manager at Clyde’s Restaurant in Washington, D.C., wishes to offer
customers two “new and exciting” dinner items that would be a blend of spicy
herbs, chicken, and lemon.

A retail supermarket manager would like to know the popularity of a new brand of
cereal produced by General Mills.

2. Develop a moderator’s guide that could be used in a focus group interview to investi-
gate the following question: Why do 30 percent of Time Warner cable subscribers dis-
connect their cable services after the initial three-month special package offer?

3. Thinking about how most participants are recruited for focus groups, identify and dis-
cuss three ethical issues that the researcher and decision maker must consider when
using a focus group research design to collect primary data and information.

4. EXPERIENCE THE INTERNET. Go to the Internet and find a college-student-oriented bul-
letin board and conduct a focus group interview among some college students at uni-
versities in Illinois, Michigan, and Nebraska regarding decision factors they use when
choosing a destination in Colorado for a spring break skiing trip.
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Designing and Implementing a Focus Group Interview

This illustration is designed to point out the major research activities that were undertaken
by the Barnett Bank of Pasco County (BBPC) to resolve the decision problem situation
presented in the vignette at the beginning of this chapter. Integrating the information pre-
sented in this chapter and earlier chapters on research problems and objectives, the follow-
ing discussion will focus on how focus group interviews were planned and executed to
collect the necessary data and information for BBPC’s management team.

The Decision Problem Situation

As discussed in the chapter opener, BBPC’s management found that its senior market seg-
ment indicated overall high satisfaction regarding the bank’s products and service offerings,
but that the bank had lost market share in this segment to competing banks in the region for
about a year. More specifically, management could not understand the existing relationship
between the bank’s senior customers’ expressed level of satisfaction and the fact that a sig-
nificant number of them had been closing their BBPC accounts and switching to competing
financial institutions. (Bank management defined “senior customer’ as anyone over 54 years
old.) Therefore, BBPC’s management called on the bank’s marketing department to find the
answers. The vice president of marketing and sales was given the task of gathering informa-
tion about BBPC’s senior customers’ banking attitudes, perceptions, and behaviors toward
the products and service offerings and current service delivery methods as well as how the
bank might improve its service quality and assure customers of satisfying experiences.

Realizing that she was not an expert in marketing research practices, the vice president
of marketing solicited the help of a research expert. After a telephone conversation, the
researcher scheduled an initial meeting with the vice president of marketing and the bank’s
president to discuss the bank’s decision problem situation.

Identifying the Information Research Problems and Objectives

At that first meeting, the researcher listened to management’s view of the problem. Using
a situation analysis framework, the researcher asked many background questions and
employed the iceberg principle to help management obtain a clearer picture of the present
problem. The main concern was to understand why senior bank customers were leaving
BBPC for other financial institutions even though records indicated they were satisfied
overall with BBPC’s banking services. In turn, the researcher asked management such
research questions as the following:

What banking features or criteria did senior customers use to select BBPC initially?

Which bank products and services are deemed most important to this particular market
segment?

How do the bank’s senior customers rate the quality of service that they receive from
BBPC?

What banking practices and procedures does BBPC conduct in an effort to keep
customers happy or satisfied?

Who is empowered to ensure bank customer satisfaction?
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Using management’s responses to the probing questions, the background information
provided by management, and the researcher’s knowledge of research designs, the follow-
ing research objectives were brought forth for BBPC’s approval:

1. To gain preliminary understanding of those banking factors that are deemed important
in selecting a retail banking institution, with emphasis on products, service offerings,
facilities, and parking features.

2. To identify and understand senior customers’ attitudes toward the various methods of
conducting banking transactions, particularly inside, drive-up, 24-hour ATM, phone,
mail, and online methods.

3. To gain preliminary understanding of the senior customers’ perceptions that they are
receiving bank service quality from BBPC’s current delivery mechanisms.

4. To discover how the degree of satisfaction held by BBPC’s senior customers affects
their bank loyalty.

After establishing the basic research objectives, the researcher discussed with the vice
president of marketing different possible qualitative and quantitative research designs that
could be used to collect the necessary data and information as well as the time and cost
constraints associated with each design alternative.

Given that management needed insights into understanding why happy senior cus-
tomers were switching banks and what banking practices might need changing to ensure
service quality and satisfying banking experiences, the researcher suggested holding a
series of six focus groups among both current BBPC senior customers and those who had
switched banks. The researcher prepared a complete research proposal that suggested two
focus group sessions, each with 10 participants, be conducted among current senior cus-
tomers and four 10-person sessions be conducted with senior customers who had left
BBPC. The proposal indicated that each focus group session would cost BBPC about
$2,500. The research proposal was approved by management, and the researcher began
planning the focus group interviews.

-

-

Planning the Focus Group Interviews 1

In designing the necessary focus group sessions, the researcher’s focus was on defining,
selecting, and recruiting prospective participants for the six sessions. BBPC’s records
showed that there were approximately 26,000 current senior bank customers living within
BBPC'’s service market area. Records also indicated that about 4,000 senior customers had
closed their accounts with BBPC within the past 12 months. A random probability sam-
pling procedure was used to select the needed 20 current senior customers along with 40
alternates and 40 ex-customers with 100 alternates. A multiphase process was used to con-
tact and recruit the focus group participants. Selected prospective participants were first
contacted and screened for eligibility by telephone using the “screening” instrument dis-
played in Exhibit 1. Next, each selected individual who agreed to participate in the focus
group study was mailed a thank-you/confirmation letter, displayed in Exhibit 2, that pro-
vided the specific date, time, location, and other information pertinent to his or her sched-
uled focus group session. Since the sessions were going to be videotaped, each participant .
was also mailed a consent form (Exhibit 3) to sign and bring to the session.

As prospective participants were being recruited, the researcher also developed the
scripted moderator’s guide that would be used to actually conduct the focus group ses-
sions. As discussed in the chapter, the main function of a moderator’s guide is to provide
the framework and necessary guidance of what and how topics are to be covered in the ses-
sion. The guide is really nothing more than a specific outline that helps ensure that the
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!}--5 IEIT 1 Telephone Screening Questionnaire Used to Recruit Focus Group Participants
for Barnett Bank of Pasco County Study

Respondent’s Name: Date:
Mailing Address: Phone #:
Fax #:
(City) (State) (Zip Code)
Hello, my name is , and I’'m calling for the Marketing Resources Group in Tampa, Florida. We are

conducting a short interesting survey in your area and would like to include your opinions. The Marketing Resources Group is con-
ducting a study on retail banking practices in your metropolitan area and | would like to ask you a few questions. The questions
will take less than two minutes. Let me begin by asking. ..

1. Do you or any member of your immediate household work for a retail bank, for a research firm, or for an advertising agency
that produces or markets banking products or services?

(_) Yes [THANK THE PERSON AND TERMINATE AND TALLY.]
(_) No [CONTINUE.]
2. Do you conduct some of your banking transactions at a retail commercial bank?
(_) Yes [CONTINUE.]
(_) No [THANK THE PERSON AND TERMINATE AND TALLY.]
3. Please stop me when | come to the age category to which you belong.
(_) Under 20 [THANK THE PERSON AND TERMINATE AND TALLY.]
(_) 21to 35 [THANK THE PERSON AND TERMINATE AND TALLY.]
(_) 36 to 54 [THANK THE PERSON AND TERMINATE AND TALLY.]
(_) 54 to 65 [RECRUIT AT LEAST 40.]
(_) Over 65 [RECRUIT AT LEAST 20.]

[PARTICIPANT RECRUITMENT PART—READ BY INTERVIEWER]

(Mr., Mrs., Ms.) (Person’s Last Name Here), the Marketing Resources Group (MRG) is sponsoring a meeting with people, like your-
self, to discuss retail banking practices. We understand that many people are busy yet have opinions about different topics con-
cerning retail banking practices. We would like you to join a group of people, like yourself, to discuss and get your opinions about
some banking topics. This is not a sales meeting, but strictly a research project. The group will meet on Tuesday, June 12, at the
Youth and Family Service Center, in New Port Richey. We would like you to be our guest. The session will start promptly at 5:00
P.M., there will be refreshments and the session will be over by 7:00 p.m. Those people who participate will receive $100 as our
token of appreciation for participating in this important discussion session. Will you be able to attend?

(_) Yes [CONFIRM NAME, ADDRESS, PHONE, AND FAX NUMBERS.]
(_) No [THANK THE PERSON AND TERMINATE AND TALLY.]

[If YES], | will be sending you a letter and information packet in a few days confirming the meeting and your participation. If you
have any questions or need to cancel, please telephone our office at [GIVE OFFICE PHONE NUMBER]. On behalf of MRG, thank you
and have a pleasant (day or evening).

required informational topics are covered. Exhibit 4 displays the moderator’s guide used in
the BBPC study.

Conducting the Focus Group Discussions

Given the fact that senior consumers tend not to like to drive at night, the two focus group
sessions that had participants age 65 or older were held from 5:00 to 7:00 p.M.; all the other
sessions were scheduled for 6:30 to 8:30 p.M. The times were deemed appropriate in that
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2 Thank You/Confirmation Letter

June 4, 2001

Mr. Henry C. Aniello
2305 Windsor Oaks Avenue
New Port Richey, FL 34655

Dear Mr. Aniello:

Thank you for agreeing to participate in the retail banking focus group study being held on Tuesday,
June 12, at 5:00 pP.M. | look forward to meeting you and hearing your comments and suggestions
about the retail banking industry.

This letter is to confirm the date, time, and location that the focus group will meet. There is a map
enclosed for your convenience. | have arranged to have sandwiches and beverages provided for you.
As discussed via telephone, | will be videotaping our session to assist me with the study.

Please bring the enclosed videotaping consent form to the focus group meeting on Tuesday.

There is no particular “dress code” for the meeting. | would suggest you wear something comfort-
able and casual. Please try to be at the meeting location (The Youth and Family Service Center) at
about 4:45 p.m. so that | can begin the focus group as close to 5:00 P.M. as possible.

DATE: TUESDAY, JUNE 12, 2001
TIME: 5:00 P.M. TO 7:00 P.M.
PLACE: THE YOUTH AND FAMILY SERVICE CENTER

Thank you in advance for your willingness and cooperation in participating in this focus group. The
success of this stage of the research project depends heavily on the opinions of all the participants
of the focus group.

If you have any questions, please call me at our MRG offices (813) 974-2313.
Sincerely,

Thomas G. Smith
MRG Moderator

3 Videotaping Consent Form

VIDEOTAPE CONSENT FORM
Retail Banking Study Focus Group 06/12/01

| have given my consent to Thomas G. Smith and Market Resources Group, Inc., to videotape my
comments during the retail banking customer focus group to be held on Tuesday, June 12, 2001.
| fully understand this tape will not be used for commercial purposes or monetary gains.

(Participant’s Signature and Date)

X
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H IEIT 4 Moderator’s Guide Used in the BBPC Study

I. INTRODUCTION AND WARMUP

A.

B.
G

Welcome the participants! As a warmup, have each participant introduce and say one or two things about himself or herself;
create the comfort zone.

Explain the rules of the session.

Ask if anyone has any questions; clearly address each question.

1l. INTRODUCE FIRST TOPIC—GENERAL DISCUSSION ABOUT CHANGING TRENDS IN BANKING

A.

Consumers’ viewpoints of changing trends
“FROM YOUR VIEWPOINT, HOW HAS RETAIL BANKING CHANGED OVER THE PAST FIVE YEARS?”
(Probe for clear, meaningful, and specific changes.)

. Banks’ ability to handle or manage those changes

“HOW (OR WHAT) HAVE RETAIL BANKS DONE TO MANAGE THOSE CHANGES, MAKING THEM UNDERSTANDABLE TO US
CONSUMERS?”
(Probe for detail and clarification; if necessary, use ATM technology example.)

. Today’s retail banks’ operating motives and/or missions

(Set up following scenario: Some people believe that today’s retail banks are “BIG BUSINESSES” like the General Motors Corp.
with their primary goal being one of “making large profits at all cost,” but other consumers view retail banks more like an exten-
sion of the government—federal, state, local—with the goal of “serving people at the lowest possible cost.”)

“WHAT ARE YOUR FEELINGS ABOUT RETAIL BANKS OPERATING SOLELY FOR THE PURPOSE OF MAKING A PROFIT? HOW MUCH IS
TOO MUCH PROFIT?”

(Where appropriate, probe for specifics.)

11l. RETAIL BANK SELECTION CRITERIA

A.

B.

Consumers’ perceptions of important banking factors used to select a bank to do business with

“IN DECIDING WHERE TO BANK, WHAT BANKING CHARACTERISTICS OR FACTORS DO PEOPLE USE IN THEIR SELECTION
PROCESS?”

(Use the factors below to help guide the discussion.)

“WHAT ARE SOME IMPORTANT AND NOT SO IMPORTANT BANKING FEATURES TO YOU?”

(Probe for features and reasons of importance.)

Bank’s Product and Service Offerings

__Checking __Regular savings __CDs

__Money markets __ Creditlines __IRAs

__Visa/MC cards __Installment loans __Trusts

__Senior partner __Brokerage services __Safety deposit

__Ease of statement __Accuracy of statements __Mortgages

__ Community support __Interest rates on deposits __On loans

Bank’s Facilities and Parking Availability

__Inside the bank comfortability __Has 24-hour ATMs __Banking hours

__ Easy-to-get-to location __Clean facilities __Easy to reach by phone
__Parking availability __Has many service outlets __Has online banking services
__Lobby hours (branches)

Banking Methods

__Inside the bank __24-hour ATMs __Drive-up windows
__Bankby phone __Bank by mail __Online banking
Bank’s Personnel and Staff

__Courteous/friendly people __Using your name

__Availability to answer questions __Speed of handling transaction

__ Explains things clearly and correctly __Ability to resolve problems

__Responsive to customer’s needs/wants __Knowledgeable staff personnel

__Accuracy in completing transaction __Professional in appearance

IV. RETAIL BANK SERVICE QUALITY

A.

Consumers’ view of what retail bank service quality means
“WHAT DOES RETAIL BANK SERVICE QUALITY MEAN?”
(Probe for clarity and details.)

. “WHAT CAN (SHOULD) RETAIL BANKS DO TO ENSURE OR IMPROVE SERVICE QUALITY TO THEIR CUSTOMERS?”

(Probe for details and clarity.)

. “WHAT DO YOU FEEL RETAIL BANKS DO WRONG RESULTING IN A LOWER SERVICE QUALITY TO CUSTOMERS?”

(Probe for clarity and specifics.)
(continued)
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V. RETAIL BANK CUSTOMER SERVICE SATISFACTION
A. Consumers’ view of what customer service satisfaction means
“WHAT DOES BANK CUSTOMER SERVICE SATISFACTION MEAN?”
(Probe for clarification of thoughts.)
B. “WHAT DO YOU FEEL RETAIL BANKS CAN (OR SHOULD) DO TO ENSURE OR IMPROVE THEIR CUSTOMERS’ SERVICE
SATISFACTION?”
(Probe for specific ways and clarity.)
C. “WHERE DO RETAIL BANKS GO WRONG IN THEIR EFFORT TO CREATE CUSTOMER SATISFACTION?”
(Probe for specifics and clarity.)
VI. CLOSING SESSION WITH SUGGESTIONS AND FINAL THOUGHTS
A. Overall, what specific action(s) would you suggest or recommend to improve customer service quality and satisfaction in
today’s retail banking industry?
(Make sure every participant has an opportunity to answer.)
B. Introduce the fact that everyone is (or used to be) a customer of BBPC.
If session is with current customers, ask:
“WHAT COULD BARNETT BANK DO (IF ANYTHING) TO IMPROVE YOUR BANKING RELATIONSHIP WITH THEM?”

I T 4 (concluded)

r.ar.no

If session is with ex-customers, ask: ;
“PLEASE SUMMARIZE YOUR SPECIFIC REASON(S) FOR ENDING YOUR BANKING RELATIONSHIP WITH BBPC.” .‘
(Probe for specific answers.) |
“WHAT COULD BARNETT BANK HAVE DONE (IF ANYTHING) TO HAVE KEPT YOU FROM ENDING YOUR RELATIONSHIP WITH THEM?”
(Probe for specific ideas.)

C. End the focus group session.
Debrief the participants. o
Thank them for their cooperation and input. -
Give each participant his or her gift of appreciation. |
Extend a warm wish to drive home carefully. L

the two sessions were conducted during June and July, when there was sufficient daylight
to allow the participants to drive back home before dark. For each session, participants
were contacted by telephone the night before their scheduled session to reconfirm their
attendance and were asked to arrive about 15 minutes prior to the start of their session.
This time was used to check in participants and allow some informal socializing to get to
know the moderator and other participants. Another critical objective of this presession
time frame was to give the participants, initially strangers, an opportunity to relax and
become familiar with the setting.

Each two-hour focus session was segmented into three parts: beginning, main, and clos-
ing. The beginning part of the session included introductions and warmup activities. Here,
participants were formally welcomed and thanked again for their willingness to partici-
pate; the moderator highlighted and explained the guidelines for the session and made
every effort to quickly establish a comfort zone for the participants. In addition, it was
important for the subjects to get comfortable about being videotaped and forget about the
individual who was operating the camera. As part of this process, the moderator began the
actual discussion by focusing on general changing trends in banking. For example, the first
question placed out on the table for participants’ discussion was “From your viewpoint,
how has retail banking changed over the past five years?”” The main function of this first
question was to relax the participants rather than to obtain their opinions about a critical
item to bank management’s problem situation. The topical questions presented to the par-
ticipants took on a general-to-specific order.

The main section of the session focused on topics relevant to retail bank selection crite-
ria, bank service quality, and bank customer service satisfaction (see Exhibit 4 for the
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actual questions used for each topic area). The moderator kept control over the flow, direc-
tion, and depth of the discussions. Using listening and interpersonal communication skills,
the moderator would guide, if necessary, the discussions by asking probing questions.
While presentation of the complete transcripts of the actual dialogues between the focus
group participants is beyond the scope of this application, the following example illus-
trates the questioning procedure used by the moderator.

Focus Group 4 held Tuesday, June 12, 2001: Ex-customer group (subjects 65 and older):

Moderator: “To bring closure to our session today, I would like for you to discuss and
respond to this question: “What were some of the specific reasons for ending your bank-
ing relationship with Barnett Bank of Pasco County?’”

Sally P: “For me it was that I got tired of being treated like a ‘stupid’ person when ask-
ing the loan officer questions about my house mortgage. That loan officer made me feel
like I was not important and wasting his time.”

Henry A: “Yep, I had the same problem with several of the tellers when asking specific
questions about my saving account balance.”

Moderator: “Sally, what did that loan officer say or do to make you feel stupid and not
very important?”

Sally P: “I remember two specific things; first, his facial expressions when I asked a
question. And second, his phone rang three times and each time he would answer it and
carry on a conversation with that person and just left me sitting there.”

Moderator: “What kinds of facial expressions did that loan officer exhibit when you
were asking your questions?”’

Sally P: “He would wrinkle up his forehead and nose as though he was saying ‘So what
do you want me to do about that?’ or that he could not understand what I was asking.”
Moderator: “Henry, was your experience with the tellers similar in nature?”

Henry A: “Yes and no! My problem was somewhat different. One time, the teller came
across as though I was asking the wrong person my questions about my saving account,
but could not direct me to the right individual. I guess it was similar in that the teller just
had a bad attitude toward helping me. She made it appear that saving accounts were not
her area of interest or responsibility.”

Mary F: “T just got tired of all the errors on my monthly statements. With one error, the
bank said I had $300 less in my checking account than what my records showed, it took
the bank three months to correct their mistake and then they wanted to charge me a $21
service charge! That’s when I decided to close out all my accounts with Barnett and go to
Nationsbank.”

Although analyzing and reporting the results of the focus group research is beyond the
scope of this application, a couple of comments are worth mentioning. After completing the
focus group interviews, the researcher would take the raw responses from the six separate
sessions and perform a content analysis to identify the overall themes of what the subjects,
collectively, were expressing. Working with BBPC’s management team, the researcher
could present the results a number of ways. One approach might be a comparison of identi-
fied themes between current and ex-customer groups or between BBPC’s 55-to-64 and
over-65 senior market segments.



Hair et al.: Marketing

Research, Second Edition

Part 2: Designing the
Marketing Research
Project

Ch 9: Descriptive Research
Designs: Survey Methods
and Errors

© The McGraw-Hill
Companies, 2002

@900

Learning Objectives

After reading this chapter, you will be able to

Descriptive Research Designs:
Survey Methods and Errors

u

]

]
L L1}
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and disadvantages of
using quantitative,
descriptive survey
research designs to
collect primary raw data.
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of survey methods
available to researchers.
Identify and discuss the
factors that drive the
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Identify and describe the
strengths and
weaknesses of each type
of survey method.

Identify and explain the
types of errors that occur
in survey research.
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t has been called the $500 million difference.
ERealty One, a national chain of realtors based
in Independence, Ohio, has launched a new
marketing strategy designed to increase sales to $3
billion in the year 2000 from the current $2.5 billion.
The sales figures represent the gross value of
homes sold by Realty One in the Cleveland-Akron,
Canton, Sandusky, and Ashtabula, Ohio, areas. The
new strategy is an integrated, multimedia marketing
program. The program is viewed as the key to Realty
One’s success in the years leading up to the new
millennium. Realty One will not disclose the cost of
the new marketing strategy, but the company has
described it as a “multimillion-dollar” effort.

The new marketing strategy shifts the focus of
Realty One’s advertising. In the past, Realty One,
like most real estate sales firms, relied heavily on
daily newspapers. The new strategy uses a much
broader approach to disseminate as much
information to potential home buyers as possible,
according to Joseph Aveni, Chairman and Chief
Executive of Realty One. The old method of
newspaper advertising made the firm’s information

seem stingy. Realty One intends to achieve market
differentiation by becoming information-generous.

The new marketing strategy incorporates several
methods of information dissemination. A biweekly
publication called Realty One Home Book will be
produced in three geographic editions. Each
edition will feature about 4,000 pictures of homes.
A second information-dissemination vehicle will be
a weekly half-hour television show to be called Fine
Homes. The show will be broadcast on a local
station and will incorporate video walk-throughs of
various houses. The homes featured will be in the
$400,000-plus range in upscale East Cleveland
suburbs as well as in lower price ranges in other
areas. Realty One will also use the Internet through
the National Association of Realtors’ Realtor
Information Network. The final major change in
advertising focus is an advanced, $250,000
telephone hot-line system developed by Realty
One. Home buyers can receive information about
particular homes through the automated telephone
system. Realty One will not abandon the daily
newspaper advertising by any means. However, the
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advertisements will change from merely listing
homes to listing open houses and promoting other
marketing elements.

Realty One’s new marketing strategy is the result
of extensive quantitative survey research in
Cleveland’s real estate market. Costing over
$100,000, the research consisted of numerous one-
on-one interviews, hundreds of telephone interviews,
and other methods of communicating with
customers. Anthony Ciepiel, Realty One’s chief
financial officer, summarized the research results by
saying, “Research shows that by sharing information
early on we will be the company they (home buyers)
need to meet their needs.” The company consciously
borrowed research techniques from consumer-
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products firms such as Procter & Gamble and
applied them to the home buying/selling process.

Some marketing experts outside of Realty One
hold strong expectations of success for the new
research-based marketing strategy. The integrated
marketing approach is probably an attempt to
control advertising costs, according to Robert
Redmond, President of the Cleveland Area Board of
Realtors. Susan Rotman, President of the ad firm
Winning Strategies, calls the new strategy “great
marketing.” Rotman notes that no realtors can afford
to make their entire inventory of homes available in
the Cleveland Plain Dealer, the major newspaper.
Rotman said, “If it’s successful, it’s going to change
things and will be followed by others.”

Value of Descriptive Survey Research Designs

This chapter opener points to the fact that sometimes the decision problem situation facing
management requires primary data that can only be gathered by questioning a large num-
ber of respondents who are representative of the defined target population. Survey research
can play an important role in providing the necessary information for guiding a firm’s
development of new marketing strategies.

This chapter is the second of three chapters devoted to methods for collecting primary
data. Whereas discussions in Chapter 8 were limited to qualitative methods used in
exploratory research, this chapter will focus on survey designs used in descriptive research.
Observation practices and experimental research designs will be treated fully in Chapter 10.

We begin this chapter by discussing the interrelatedness of descriptive research designs
and survey research methods. Then we provide an overview of survey research methods
and their main objectives. The next section examines the various types of survey methods
in more detail. This is followed by a discussion of factors in survey method selection. The
remainder of the chapter deals with types of errors common in survey research.

Interrelatedness of Descriptive Research Designs
and Survey Research Methods

Before we discuss the methods employed in conducting descriptive research, it is necessary
to understand the interrelationships among descriptive research designs, quantitative meth-
ods, and survey methods as well as how researchers interchange these concepts in their
efforts to collect primary data and information for decision makers. First, determination of
whether the research design should be of a descriptive nature is based on the combination of
three factors: (1) the nature of the initial decision problem/opportunity situation, (2) the set
of redefined information research questions, and (3) the expressed research objectives. As
discussed in earlier chapters, when the nature of the initial decision problem/opportunity
situation is either to describe specific characteristics of existing market phenomena or to
evaluate current marketing mix strategies of a defined target population or market structure,
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Overview

Survey research
methods Research
procedures for collecting
large amounts of raw
data using question-
and-answer formats.

then descriptive research design becomes a very appropriate choice. Second, if the rede-
fined information research questions that represent management’s initial decision prob-
lems are linked to answering specified questions concerning who, what, where, when, and
how about known members (or elements) of the target populations or market structures
under investigation, then the researcher should consider using a descriptive research
design to collect the needed primary data. If the overall research objectives are to provide
data that allow for identifying meaningful relationships, establishing the existence of true
differences, and/or verifying the validity of relationships between the marketing phenom-
ena, then consideration should be given to the employment of descriptive research designs.
Keep in mind that these factors do not by themselves automatically determine the need to
use descriptive research designs.

Researchers must also give consideration to the quantitative aspects associated with
descriptive research designs. As mentioned in Chapter 8, quantitative research practices
are driven by researchers’ desire to collect substantial amounts of information from
enough members of the target population so that inductive logic and probabilistic infer-
ences rather than deductive reasoning can be incorporated in understanding the relation-
ships between desired market factors and phenomena under investigation. Achievement of
this desired goal requires the systematic gathering of the same measurable data from large
groups of people. Many researchers have acknowledged and accepted the notion that
descriptive research designs are for the most part quantitative in nature.

The final element in determining the use of descriptive research designs focuses on how
to collect the primary data. As pointed out earlier, there are two fundamental approaches
for collecting primary data, observation and asking questions. Although these approaches
are used in any type of research design (exploratory, descriptive, causal), descriptive
designs more frequently use data collection procedures that heavily emphasize asking the
respondents sets of standardized, structured questions about what they think, feel, and do
rather than observing what they do in specified marketing phenomena situations. There are
different approaches referred to as survey methods that can be used to engage a person in
this question/answer protocol process. Over time, descriptive research designs have come
to be viewed and acknowledged as the different survey research methods available to mar-
keting researchers for collecting quantitative primary data from large groups of people
through the question/answer protocol process. As you read on, we introduce and discuss a
number of these survey research methods. We will also discuss the impact that advances in
computer and communication technologies are having on survey research designs.

of Survey Research Methods

As noted in Chapter 8, marketing researchers can observe behaviors, survey respondents,
or conduct experiments. Survey research methods tend to be the mainstay of marketing
research in general and are normally associated with descriptive and causal research situa-
tions. One of the distinguishing factors of survey research methods is the dominant need to
collect raw data from large groups of people (e.g., 200 or more people). This size factor
necessitates the use of “bidirectional communication practices,” which means that selected
individuals are asked questions and their responses are recorded in a structured, precise
manner. By far the majority of marketing or information research is conducted through one
or more of the various survey methods. In most cases, the research problems or opportuni-
ties are very well defined and there is agreement on the precise data requirements.
Success in collecting raw data is more of a function of correctly designing and adminis-
tering a survey instrument, such as a questionnaire, than of relying on the communication
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and interpretive skills of an interviewer or observer. The main goal of quantitative survey
research methods is to provide specific facts and estimates—from a large, representative
sample of respondents—that decision makers can use to (1) make accurate predictions
about relationships between market factors and consumer behaviors; (2) understand the
relationships and differences; and (3) verify and validate the existing relationships.

Survey research tends to focus on collecting “standardized” raw data that allow the
researcher to create information for precisely answering the how, who, what, where, and
when questions concerning market factors and conditions. Occasionally, survey research
might be appropriately employed to address simple types of why questions. As discussed in
earlier chapters, survey research designs have a number of advantages over other means of
collecting raw data, as well as some disadvantages. These are listed in brief in Exhibit 9.1
and discussed more fully in the following sections.

Advantages of Survey Methods

One major advantage of surveys, briefly noted above, is their ability to accommodate large
sample sizes at relatively low costs. Using a large sample increases the geographic flexi-
bility of the research. When implemented correctly, the data structures created from survey
methods can increase the researcher’s ability to make generalized inductive and proba-
bilistic inferences about the defined target population as a whole. The raw data can be ana-
lyzed in many different ways according to the diversity of the variables. For example, the
data can be analyzed according to gender, income, occupational classifications, or any
other variable incorporated into the survey. The analysis can also be based on multiple
variables. For example, an analysis of product purchasing behaviors among households
headed by female single parents in the Northeast can be compared to purchasing behaviors
among households headed by female single parents in the Southeast to reveal small differ-
ences in regional preferences that may not be apparent in more aggregated data analysis.
Another major advantage of surveys is their ease of administration. Most surveys are
fairly easy to implement because there is no need for sophisticated devices to record
actions and reactions, as with observations or experiments. Even personal interviews can
be routinized. As an offshoot of the ease of implementation, surveys allow for the collec-
tion of standardized common data. All respondents give answers to the same questions and

9.1 Advantages and Disadvantages of Quantitative Survey Research Designs

Advantages of Survey Methods

Ability to accommodate large sample sizes; increases generalizability of results
Ability to distinguish small differences

Ease of administering and recording questions and answers

Capabilities of using advanced statistical analysis

Abilities of tapping into factors and relationships not directly measurable

Disadvantages of Survey Methods

Difficulty of developing accurate survey instruments (questionnaire designs)

Limits to the in-depth detail of data structures

Lack of control over timeliness, and potentially low response rates

Difficulties in determining whether respondents are responding truthfully
Misinterpretations of data results and inappropriate use of data analysis procedures
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have the same set of responses available to them. This allows for direct comparisons
between respondents.

Another factor in favor of surveys is that they collect quantitative data ripe for advanced
statistical analysis. Patterns and trends within the data can be determined by using mathe-
matical analysis to identify large and small differences within the data structures. As dis-
cussed in Chapter 8, qualitative data suffer from problems of subjectivity; interpretations
may be speculative or anecdotal.

A final advantage of surveys is their ability to tap into factors or concepts that are not
directly observable (e.g., attitudes, feelings, preferences, personality traits). Through both
direct and indirect questioning techniques, people can be asked why they prefer, say, one
package design over another. Predetermined questions can concern what thought process a
consumer used to select a particular brand or how many brands he or she considered.
Observation, for example, would only show that a particular individual selected a particu-
larly packaged brand. Most survey research methods allow the researcher to collect all
types of data (see Chapter 12 for descriptions of four data categories) and all potential time
frames (i.e., the past, the present, and the future).

Disadvantages of Survey Methods

While quantitative research holds distinct advantages over qualitative exploratory research,
survey methods are not without problems. Implementation is fairly easy, but developing the
appropriate survey method can be very difficult. To ensure precision, the researcher must
contend with a variety of issues associated with construct development, scale measure-
ments, and questionnaire designs. Inappropriate treatment of these issues will create inac-
curacies in construct development and measurement, opening the floodgates to systematic
errors. As the possibility of systematic error increases, so does the likelihood of collecting
irrelevant or poor-quality data. The critical development, measurement, and design issues
associated with surveys are discussed in detail in Chapters 12, 13, and 14.

A second potential disadvantage of survey designs relates to their limited use of probing
questions. In general, survey designs limit the use of extensive probing by the interviewer
and rarely use unstructured or open-ended questions. Consequently, the data might easily
lack the detail or depth that the researcher desires for addressing the initial research prob-
lems. A third disadvantage of surveys is the lack of control researchers have over their
timeliness. Depending on the administration techniques, surveys can take significantly
longer to complete than other methods. In direct mail surveys, for example, the researcher
must carefully develop a questionnaire packet, disseminate the packets, and wait for them
to be returned via the postal service. The researcher can only estimate how long it will take
the postal service to actually get the questionnaire packet to each selected respondent, how
long the respondents will take to complete the survey, and how long it will take the postal
service to return the packets. In reality, the researcher loses control of the process as soon
as the questionnaire packets are given to the postal service. While the researcher might
estimate that the process will take 14 days to complete, direct mail designs can take up to
45 days. Getting the surveys out and back within a reasonable amount of time remains a
great challenge for researchers using direct mail surveys. Associated with the problem of
response time is the problem of guaranteeing a high response rate (or return rate of com-
pleted surveys). As the computer and software technologies that drive the Internet, multi-
media communications, and real-time data acquisition and retrieval processes become
more sophisticated, this timeliness disadvantage will be eliminated.

A fourth disadvantage of some survey designs is that it can be difficult to know whether
the selected respondents are being truthful. This difficulty varies in degree, depending on the
actual method employed by the researcher. For example, in those designs that incorporate a



Hair et al.: Marketing

Research, Second Edition

258

© The McGraw-Hill
Companies, 2002

Part 2: Designing the
Marketing Research
Project

Ch 9: Descriptive Research
Designs: Survey Methods
and Errors

Designing the Marketing Research Project

trained interviewer in a face-to-face communication process (e.g., personal in-home or
mall-intercept interviews) this problem is minimal due to the fact that the interviewer can
either observe facial movements and other body language of the respondent or use probing
techniques for more clarity. In contrast, in self-administered surveys (e.g., direct mail,
fully automatic computer-assisted surveys, Internet surveys) truthfulness becomes a
greater concern. Finally, although surveys are designed to collect quantitative raw data, the
statistical techniques selected may introduce very subtle and insidious levels of subjectiv-
ity to the derivation or interpretation of data structures. Such subjectivity, or bias, may not
be as apparent in survey research as it is in qualitative research. Critical issues associated
with appropriate analysis of data are given detailed treatment in Chapters 16, 17, and 18.

Types of Survey Methods

Person-administered
surveys Data collec-
tion techniques that
require the presence of a
trained human
interviewer who asks
questions and records

the subject’s answers.

In-home interview

A structured question-
and-answer exchange
conducted in the
respondent’s home.

There are probably as many ways of gathering primary raw data as there are types of com-
munication and researchers. The continual advances in communication, telecommunica-
tion, and personal computer technologies, along with their creative uses by today’s
researchers, have created an almost limitless number of survey methods. Nevertheless,
almost all survey methods can be classified as person-administered, self-administered, or
telephone-administered. More recently, emerging computer technologies have had a sig-
nificant effect on what are known as automatic or computer-assisted survey techniques, or
simply online surveys. Advances in telecommunication technologies will continue to
affect survey research designs far into the future. Exhibit 9.2 lists and briefly describes a
variety of survey methods available for collecting raw data; each of these is discussed in
detail in the following sections.

Person-Administered Surveys

Person-administered survey methods are distinguished by the presence of a trained inter-
viewer who asks questions and records the subject’s answers. Although once the main-
stream method by which researchers collected primary data from respondents, the use of
these traditional person-administered survey methods is being seriously challenged by the
growing acceptance and use of today’s sophisticated Internet and telecommunication tech-
nologies as well as decision makers’ demands for faster data acquisition and retrieval.
Nevertheless, person-administered survey techniques will continue to be employed by
researchers in the future, just at a lower frequency than in past years. Depending on the
defined information problem and data requirements, different types of methodologies offer
unique strengths and weaknesses to researchers.

In-Home Interviews

As the term implies, an in-home interview is a structured question-and-answer exchange
conducted in the respondent’s home. (Sometimes the interviewer/respondent exchange
occurs in the respondent’s work environment rather than in the home, in which case the
term becomes in-office interview.) The trained interviewer communicates face-to-face with
the respondent. This survey method offers several advantages. The interviewer can explain
confusing or complex questions, use visual aids or other stimuli to elicit responses, and
assess contextual conditions. This helps generate large amounts of feedback from the
respondent. In addition, the respondent is in a comfortable, familiar environment where he
or she feels safe and secure, thus increasing the likelihood of the respondent’s willingness
to respond to the survey’s questions.
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9.2 Types of Survey Research Methods

Type of Survey Research
Person-Administered
In-home interview

Executive interview
Mall-intercept interview

Purchase-intercept interview
Telephone-Administered

Telephone interview

Computer-assisted

telephone interview (CATI)

Self-Administered
Mail panel survey

Drop-off survey

Mail survey

Description

An interview takes place in the respondent’s home or, in special situations, within the respondent’s
work environment (in-office).

A business executive is interviewed in person.
Shopping patrons are stopped and asked for feedback during their visit to a shopping mall.
The respondent is stopped and asked for feedback at the point of purchase.

An interview takes place over the telephone. Interviews may be conducted from a central telephone
location or the interviewer’s home.

A computer is used to conduct a telephone interview; respondents give
answers by pushing buttons on their phone.

Surveys are mailed to a representative sample of individuals who have agreed in advance to
participate.

Questionnaires are left with the respondent to be completed at a later time. The surveys may be picked
up by the researcher or returned via mail.

Questionnaires are distributed to and returned from respondents via the postal service.

Computer-Assisted (Online)

Fax survey
E-mail survey
Internet survey

Surveys are distributed to and returned from respondents via fax machines.
Surveys are distributed to and returned from respondents via electronic mail.
The Internet is used to ask questions and record responses from respondents.

Executive interview

A personal exchange
with a business execu-
tive conducted in his or
her office.

Mall-intercept interview
A face-to-face personal
interview that takes

place in a shopping mall.

Frequently, in-home interviewing is accomplished through door-to-door canvassing of
geographic sections. This canvassing process is associated with one of the disadvantages of
in-home interviewing. Interviewers who are not under constant supervision may skip homes
they find threatening or may simply fabricate interviews. To ensure the safety of the inter-
viewer, researchers may have to provide training on how to avoid potentially threatening
situations. In addition, in-home or in-office interviews are expensive and time-consuming.

Executive Interviews

An executive interview is a personal exchange with a business executive that frequently takes
place in the executive’s office. In general, executive interviews focus on collecting primary
data concerning industrial product or service offerings because few executives are willing to
share business hours for discussing their nonbusiness or personal consumer preferences.

Conducting executive interviews is very expensive, in terms of not only interviewer
compensation but also travel expenses. In addition, securing an appointment with an exec-
utive can be a time-consuming process, and even then his or her agreement or commitment
to be interviewed can be problematic. Finally, executive interviews require the use of well-
trained and experienced interviewers because the topics may be highly technical.

Mall-Intercept Interviews

The expense of in-home and executive interviews has forced many researchers to con-
duct their surveys in central locations, frequently within regional shopping centers.® A
mall-intercept interview is a face-to-face personal interview that takes place in a shop-
ping mall. Mall shoppers are stopped and asked for feedback on one or more products or
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Telephone interviews
Question-and-answer
exchanges that are con-
ducted via telephone
technology.
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services. The survey may take place in a common area of the mall or in the researcher’s
on-site offices.

Mall-intercept interviews share the advantages of in-home and in-office interviews except
for the familiarity of the environment for the respondent. However, the mall-intercept is less
expensive and more convenient for the researcher. A researcher does not spend much time
or effort in securing a person’s willingness to participate in the interview because both are
already at a common location. In addition, the researcher benefits from reduced screening
costs and time because interviewers can easily identify potential members of the target
population by using their observation skills on location.

The disadvantages of mall-intercept interviews are similar to those of in-home or in-
office interviews in terms of time, but as respondents are easy to recruit and travel time is
nil, the total time investment is lower. However, mall patrons may not be representative of
the general population. In addition, individuals representative of the general population
may shop at different stores or at different times during the day. Normally, mall-intercept
interviews incorporate only nonprobability sampling plans to select the prospective
respondents. (See Chapter 11 for descriptions of different types of sampling plans.) Such
sampling techniques can have adverse effects on the ability to generalize the data results.
Marketing researchers using mall-intercept interviews need to be sensitive to these issues.

Purchase-Intercept Interviews

As in a mall-intercept, in a purchase-intercept interview, potential respondents are
stopped and asked for feedback while on a shopping trip. However, purchase-intercept is
different in that the intercept takes place after the interviewer has observed a prespecified
behavior, usually the selection or purchase of a particular product. An advantage of this type
of interview is that the recency of the behavior aids the respondent’s recall capabilities.
There are two major disadvantages to purchase-intercept interviews in addition to those
of mall-intercepts. First, many stores are reluctant to allow their customers to be inter-
cepted and their shopping interrupted in the store. Second, purchase-intercepts involve
only those individuals who demonstrate some observable behavior. Thus, consumers who
are only considering a purchase are excluded from this type of data collection technique.

Telephone-Administered Surveys

Telephone Interviews

Telephone interviews have become a major source of market information, supplanting
many personal interviewing methods. Compared to face-to-face interviews, telephone
interviews are cheaper, faster, and more suitable for gathering data from large numbers of
respondents. On a basic level, telephone surveys are simply personal interviews conducted
via telephone technology. Individuals working from their homes or from central locations
use telephones as the medium for asking questions and recording responses. However,
telephone surveys have several unique aspects that need to be addressed.

As mentioned above, telephone survey methods have a number of advantages over
face-to-face survey methods. One advantage is that interviewers can be closely supervised
if they work out of a central location. Supervisors can record calls and review them later,
and they can listen in on calls. These management practices can spotlight training needs,
uncover employee innovations, and identify employees in need of another job. Trained
interviewers who work out of their own home can set hours that are convenient for them,
within limits prescribed by the employer and the law.

Telephone interviews are less expensive than face-to-face interviews in a number of
ways. They allow individual interviewers to do more surveys in a given time period, and
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they reduce travel time and time spent on searching for respondents. Although there is the
added cost of the telephone call and related equipment, wide area telephone service
(WATS) has made telephone calling a cost-efficient survey medium. Telephone interviews
also increase the geographical flexibility of the overall survey design.

Another advantage of telephone surveys is that they allow interviewers to call back
respondents who did not answer the telephone or respondents who found it inconvenient to
grant interviews when first called. The callbacks are very cheap compared to personal sur-
vey costs. A third advantage is that respondents perceive telephone surveys to be more
anonymous and may feel less threatened and therefore be more candid. (However,
although one would expect that responses of a personal nature would be more candid,
research on that topic is mixed.)* Anonymity also reduces the opportunity for interviewer
bias. Finally, telephone survey designs may well be the best hope for conducting executive
interviews. While executives may not grant time for a personal interview, they will fre-
quently take time for a telephone call. The same is true for many busy, hard-to-reach peo-
ple. Using the telephone at a time convenient to the respondent has garnered information
from many individuals who would be almost impossible to personally interview.

While some researchers believe the above advantages will help telephone survey
designs become the dominant form of collecting primary data, the telephone method, like
any other data survey method, has several drawbacks. One disadvantage is that pictures or
other nonaudio stimuli cannot be presented over the telephone. A second disadvantage is
that it is difficult for telephone respondents to perform complex tasks. For example, imag-
ine the confusion in the mind of a respondent asked to remember seven brands of a prod-
uct, each with multiple variations, throughout an entire interview. Third is that telephone
surveys tend to be shorter than personal interviews because people hang up on long tele-
phone calls. Telephone surveys are also generally limited, at least in practice, by national
borders—seldom is the telephone used in international research. Probably the greatest dis-
advantage, though, lies in the restrictions on the types of data that can be collected over
the phone. Researchers find it quite difficult to collect detailed state-of-mind data (atti-
tudes, beliefs, and feelings) from respondents over the phone when structured scale
responses are of five or more points.® Researchers are not able to use multiple levels of
agreement/disagreement, likes/dislikes, and so on. For example, it is all but impossible to
accurately ask a brand-image question that would require the respondent to answer using a
semantic differential scale (see Chapter 13).

Another disadvantage is the poor perception of teleresearch in some people’s minds,
due in part to the increased use of telemarketing practices and the misperception that tele-
research is the same as telemarketing.” The Ethics box describes the illegal and unethical
act of “sugging,” or selling under the guise of research, which no doubt contributes to this
poor perception. The public has been vocal enough regarding sugging that it is against fed-
eral law. Even so, some people are annoyed by teleresearch because it interrupts their pri-
vacy, their dinner, or their relaxation time. The federal government has responded with
legislation limiting the hours of teleresearch and telemarketing. Generally, the most pro-
ductive hours from the researcher’s standpoint are during the day, to reach homemakers.
Evening hours during the week and midmorning to early evening on weekends are good
times to reach people who normally work during the week.

A difficult but critical task in being able to conduct telephone interviewing is selecting
the telephone number to be called. Using a telephone directory does not produce a com-
plete random sample because many people choose to have unlisted numbers. In some
cases, the client will supply the researcher with a customer list or another prescribed list,
but most marketing research studies need a random sample. Three techniques—plus-one
dialing, systematic random digit dialing, and random digit dialing—have been developed
to overcome the telephone-number selection problem.
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Ethics

Sugging Is a Federal Offense

Sugging is the term used for the illegal telemarketing
practice of selling under the guise of research. Sugging
has been described as the bane of teleresearch and
especially the researcher. Researchers are frequently
forced to deal with respondents who challenge them to
prove the call is a legitimate research effort and not a
disguised sales solicitation.

Consumer outrage at the practice of sugging
prompted the U.S. Congress to pass the Telemarketing
Sales Act (TSA), which went into effect, under Federal
Trade Commission implementation rules, at the end of
1995. The final rules state:

The legislative history of the Telemarketing Act
noted the problem of deceptive telemarketers
contacting potential victims under the guise of
conducting a poll, survey, or other such type of
market research. To address these problems, the
Commission believes that in any multiple pur-
pose call where the seller or telemarketer plans,
at least in some of the calls, to sell goods or ser-
vices, the disclosures required by this Section of
Rule should be made “promptly,” in the first part
of the call, before the non-sales portion of the
call takes place.

Using Technology

8:00 A.M. to 9:00 P.M. local time as the only hours
during which telephone solicitations can be made.
Under the provisions of both the TCPA and the TSA,
the teleresearch industry is clearly exempted. The
new laws apply to telemarketers, those persons
making calls to or receiving calls from a customer in
connection with a sales transaction. A “telephone
solicitation” is defined as “the initiation of a
telephone call or message for the purpose of
encouraging the purchase or rental of, or the
investment in, property, goods, or services, which is
transmitted to any person.” Telemarketing and
marketing research using the telephone are different.

The Direct Marketing Association, the National
Association of Attorneys General, and the Council for
Marketing and Opinion Research combined to
support the outlawing of sugging. The intent of the
law is to ensure that the recipient is informed about
a call from someone he or she doesn’t know. The call
recipient can choose whether or not to participate in
legitimate telephone survey research or make a
purchase from a telemarketer.

Source: Diane K. Bowers, “Sugging Banned, At Last,” Marketing
Research 7, no. 4 (Fall 1995), p. 40.

The TSA follows the 1991 Telephone Consumer
Protection Act (TCPA), which prescribed the hours of

Plus-one dialing. In plus-one dialing, the researcher generates telephone numbers to be
called by choosing numbers randomly from a telephone directory and adding 1. For exam-
ple, suppose the telephone number 727-7119 is selected from the directory. Adding 1, we
would dial 727-7120. This method is easy and allows for the possibility of unlisted tele-
phone numbers to be included in the sample. But researchers should remember any tele-
phone directory provides an initial weak sampling frame in most situations.

Systematic random digit dialing. Systematic random digit dialing is a technique in
which researchers randomly dial telephone numbers, but only numbers that meet specific
criteria. For example, numbers that are not within a specified area code would be ignored.
Assuming the researcher is interested in consumer responses, exchanges that are devoted
to government or business organizations would also be ignored. In this method, the mar-
keting researcher randomly selects a telephone number as a starting point and uses a con-
stant, or “skip,” pattern in the selection process. The starting point, or seed number, is
based on the sample interval. Specifically, the skip interval is added to the seed on the basis
of the number of telephone numbers available divided by the number to be interviewed.
For example, say that there are 10,000 telephone numbers in the 727 exchange. Assuming
the researcher wants to interview 500 households within that exchange, the skip interval
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would be 10,000/500 = 20. The researcher would randomly choose a telephone number
between 727-0000 and 727-0020, say 727-0009. Then, to generate additional numbers, the
researcher would add the interval. Thus, the second number dialed in this example would
be 727-0029, the third 727-0049, and so on.

The advantages of this method are that each number within an exchange has a known
but not equal chance of being called. Thus, within an area, the selection of respondents is
random. If the same number of calls are made in several exchanges, the sample will tend to
share the attributes of the area and have the same geographic dispersion. Finally, the
method is fairly simple to set up and administer.

Random digit dialing. Random digit dialing, in its purest form, refers to a random
selection of area code, exchange, and suffix numbers. The advantage is that all numbers
have an equal chance of being called—the unlisted numbers are just as likely to be called
as listed numbers. However, the random digit dialing is very costly because many num-
bers either are not in service or are in use by people or organizations not included in the
scope of the researcher’s survey design. These techniques are discussed in more depth
later in Chapter 11.

Computer-Assisted Telephone Interviewing

Telecommunication, computer, and software technology advancements in the new millen-
nium have totally revolutionized telephone survey methods. Most research firms have
completely computerized the central location telephone interviewing process. With faster,
more powerful computers and affordable software, even today’s very small research firms
(e.g., fewer than five employees) have the capabilities of using computer-assisted tele-
phone interviewing (CATTI) systems. Although different systems are available, CATI sys-
tems basically integrate advance telecommunication technologies with the traditional
telephone survey methods. Typically, each interviewer is equipped with a “hands-free”
headset and is seated in front of a keyboard, “touch-screen” computer terminal, or personal
computer. Upon activating the system, the computer normally dials the prospective
respondent’s phone number automatically and provides the interviewer with the appropri-
ate introduction screen. When the qualified respondent gets on the line, the interviewer
activates the interviewing process by pressing a key or series of keys on the computer’s
keyboard or pressure-sensitive screen. Following the introductory comments, another sim-
ple keystroke brings up to the screen the first question and a prelisted set of choice
responses. Many CATI systems are designed to have one question per screen. The inter-
viewer then reads the question and records the respondent’s answer. Note that depending
on the question/scale design, the interviewer might read not only the question but also a list
of possible answer choices. This issue is fully discussed later. By recording the respon-
dent’s answer, the computer automatically skips ahead to the appropriate next question.
For example, when Procter & Gamble conducts a clothes detergent purchasing behavior
study using a CATI system, one question asked by the interviewer might be “In the past 30
days have you purchased any clothes cleaning products?” If the answer is yes, a series of
specific questions focusing on the types of clothes cleaning products the person buys might
follow. If the answer is no, those questions might be inappropriate to ask the respondent.
The computer is programmed to skip to the next appropriate question on the basis of the
respondent’s answer. Here, the next question might be something like “How often do you
purchase clothes cleaning products for your home?” When programmed to react in a pre-
determined way based on the respondent’s initial response to the question, the computer
can eliminate human error potential, which exists in surveys conducted using the tradi-
tional paper-and-pencil telephone interview mode.
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The CATI system can be used to customize questions. Take a J. D. Power and Associ-
ates study on new-car purchasers’ satisfaction. In the early part of the survey, the respon-
dent is asked to provide the years, makes, and models of the cars he or she owned in the
preceding 10 years. Later in the interview, the interviewer might be prompted to ask the
respondent to rate the safety features for a particular car owned. The question might appear
as ““You said you owned a 2000 Acura 3.2 TL. How would you rate each of the following
safety features of that car?” The interviewer would first describe the scale and its use, then
ask about the first safety feature on the screen. The process would be continued until all the
prelisted safety features were given a rating response. Although these types of question can
be handled in a traditional telephone interview mode, the computerized version can handle
them much more efficiently because the interviewer does not have to physically flip ques-
tionnaire pages back and forth or remember a respondent’s previous responses. Today’s
CATI systems have alleviated most of the problems associated with manual systems of
callbacks, complex quotas, skip logic, rotations, and randomization.

Although many of the advantages of computer-assisted telephone interviews are based
on lower costs per call, there are other advantages as well. In sophisticated systems, it is
possible to switch from one questionnaire to another during the interview. Switching capa-
bilities allow for interviewing family members other than the head of household, for exam-
ple. The advantage is that common information is shared between all the questionnaires,
saving the need for multiple calls. Another advantage is ownership of the call. Sometimes
people need to stop in the middle of an interview but are willing to finish at another time.
Computer technology has the capability of routing inbound calls to a particular interviewer
who “owns” the interview. Not only is there greater efficiency in terms of labor per call, but
there can be cost savings as well. A cost advantage, perhaps not so obvious, is the ability of
computer systems to select the least expensive routing for a particular call.

CATI systems also eliminate the need for separate editing and data entry tasks associ-
ated with manual systems. The researcher does not edit or clean complete questionnaires
for errors or manually create data computer files, because there is no physical question-
naire and the responses are automatically entered directly to a computer file at the end of
the interview. The possibility for coding or data entry errors is eliminated with CATT sys-
tems because it is impossible to accidentally record an improper response from outside the
set of prelisted responses established for a given question. Here is an easy example to
remember that illustrates this point. The respondent is asked the question “How important
is it that your new car have an automatic seatbelt safety system?” The response choices are
prelisted as (a) “Extremely important,” (b) “Important,” (c¢) “Somewhat important,” and
(d) “Not at all important.” If the interviewer, by mistake, enters any code other than one of
the four established codes, the computer will ask for the answer to be reentered until an
acceptable code is entered.

Given the sophistication of the software that drives CATT systems, tabulation of results
can be run in real time at any point of the study. Real-time reporting of the results is not
possible using traditional paper-and-pencil methods. Quick preliminary results can be ben-
eficial in determining when certain questions can be eliminated for future data acquisition
consideration because enough information has been obtained or when some additional
questions are needed because of unexpected patterns uncovered in the earlier part of the
interviewing process. Overall, use of CATI systems continues to grow at a rapid rate
because decision makers have embraced the cost savings, quality control, and timesaving
aspects of these systems.

For marketing researchers, CATI systems present two problem areas. Setting up and
activating CATI systems still require substantial initial investments and operating costs.
The investment in computers, especially for large and sophisticated systems, is still high,
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considering how quickly a computer system can become obsolete. Software to control the
hardware, monitor calls, and record responses in real-time fashion is also expensive and
rapidly changing, especially if customized, and very time-consuming to develop and
debug. Second, in addition to having traditional skills, interviewers must have specific
computer skills to effectively administer this type of survey. As the costs of both computer
hardware and software go down and more people develop better computer literacy, these
problems will become less apparent.

Using more sophisticated software than that driving CATT systems, some research com-
panies have fully automated their telephone interviewing data collection process. This type
of system is referred to as a completely automated telephone surveys (CATS) system
and uses no human interviewer. The survey is completely administered by a computer.
After the system is activated, the computer dials a phone number and a recording is used to
introduce the survey to the prospective respondent and give directions. The survey is con-
ducted by the respondent listening to the electronic voice and responding by pushing keys
on the Touch-Tone telephone keypad. Although still relatively new, CATS has been suc-
cessfully employed in service quality monitoring, product/warranty registrations, cus-
tomer satisfaction studies, in-home product tests, and in recent election day polls.® One of
the difficulties experienced in using this fully automated system is that there is a high “dis-
connect” rate among the prospective respondents. While research is under way to investi-
gate this disconnect behavior, some informal evidence suggests that the invasion of home
privacy and the impersonal, one-way communication involved in responding to an unso-
licited electronic voice are problematic.

Self-Administered Surveys

The third generic type of interviewing exchange is the self-administered survey. A self-
administered survey is a data collection technique in which the respondent reads the sur-
vey questions and records his or her own responses without the presence of a trained
interviewer. The advantages are low cost per survey and less interviewer bias—but the lat-
ter comes at a price. There is no interviewer to probe for a deeper response. For example,
on a self-administered survey a particular respondent can indicate that he or she did not
purchase a certain product, but that respondent can also fail to answer “Why not?”

Although the emergence of telecommunications technology has allowed delivery sys-
tems for self-administered surveys to expand, the most common type of self-administered
survey is still the direct mail survey. Below we will discuss three types of self-administered
surveys: direct mail, mail panel, and drop-off.

Direct Mail Surveys

In situations where the researcher decides that a direct mail survey is the prudent method,
a questionnaire is developed and mailed to a list of people who return the completed sur-
veys by mail. The researcher must be careful to select a list that accurately reflects the tar-
get population of interest. Sometimes obtaining the required mailing addresses is an easy
task, but in other cases it might prove to be time-consuming and difficult. In addition, there
are production considerations. For example, the envelope needs to be designed to pique the
potential respondent’s interest enough that the questionnaire is not simply thrown out. The
questionnaire itself needs to be carefully designed to garner as much information as possi-
ble and still be short enough for people to complete in a reasonable length of time.

This type of survey has the advantage of being cheap to implement. There are no
interviewer-related costs such as compensation, training, travel, or search costs. Plus, most of
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the production expenses are one-time costs which can be amortized over many surveys.
The variable costs are primarily postage, printing, and the cost of the incentive. Another
advantage is that direct mail surveys can reach even hard-to-interview people.

However, direct mail surveys have their drawbacks. One major drawback is that
response rates tend to be much lower than with face-to-face or telephone interviews. The
risk of nonresponse bias is very real with mail surveys—the researcher gives up control
over who responds and who actually supplies the answers. The researcher is never exactly
sure who filled out the questionnaire, leaving the question of whether someone else pro-
vided the answers instead of the intended person. For example, in sending a mail survey to
Mr. Jones in Dallas, Texas, on Network Television Programming, the researcher cannot
determine precisely whether Mr. Jones or some other member of his household answered
the survey.

Another problem is that of misunderstood or skipped questions. Direct mail surveys
make it difficult to handle problems of both vagueness and potential misinterpretation in
question-and-answer setups. People who simply do not understand a question may record
aresponse the researcher did not intend or expect. Or the respondent may skip one or more
questions entirely. These are all problems associated with not having a trained interviewer
available to assist the respondent. Finally, mail surveys are also slow; there can be a sig-
nificant time lag between when the survey is mailed and when the survey is returned.

Mail Panel Surveys

To avoid some of the drawbacks of the direct mail survey technique discussed above, a
researcher may choose a mail panel survey method. A mail panel survey is a question-
naire sent to a group of individuals who have agreed in advance to participate. The panel
can be tested prior to the survey so that the researcher knows that the panel is representa-
tive; the prior agreement usually produces high response rates. In addition, the mail panel
survey method allows for longitudinal research; that is, the same people can be tested mul-
tiple times over an extended period. This allows the researcher to observe changes in the
panel members’ responses over time.

The major drawback to mail panels is that the qualified members are very likely not to
be representative of the target population at large. For example, individuals who agree to
be on a panel may have a special interest in the topic or may simply have a lot of time
available. At this time, it is unclear how much, if any, these aspects of mail panels bias the
results of the research. Still, researchers should be cautious regarding the degree of gener-
alizability of the resulting data. It is important to remember that the different survey meth-
ods are not necessarily mutually exclusive. It is quite common for several methods to be
employed in the same project. For example, the researcher may contact potential in-home
respondents via the mail to help improve the response rate or as a part of the screening
process. Telephone calls may be used to inform people of impending mail surveys. Send-
ing multiple copies of a mail survey to nonrespondents is frequently a useful way to
increase response rates.

Drop-Off Surveys

One common combination technique is termed the drop-off survey. In this method, a rep-
resentative of the researcher hand-delivers survey forms to respondents; the completed
surveys are returned by mail or picked up by the representative. The advantages of drop-
off surveys include the availability of a person who can answer general questions, screen
potential respondents, and spur interest in completing the questionnaire. The disadvantage
to drop-offs is that they are fairly expensive in comparison to direct mail surveys.
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Online Survey Methods

Marketing research practices and the delivery systems being used in collecting primary
data have been totally revolutionized as people have increasingly accepted the “new econ-
omy,” Internet technologies, telecommunications, and decision makers’ and researchers’
new demand for faster data acquisition, retrieval, and reporting of results in real time. All
the traditional survey methods of the past have been substantially revised by technology-
savvy researchers and information technology (IT) experts in order to integrate the meth-
ods into the new “online” platform. Today, the traditional survey methods discussed earlier
are being tagged “offline” methods, whereas those that have been upgraded through com-
puterized adaptation are referred to simply as “online” survey methods. Although many of
the fundamental principles that underlie the focus of the survey methods within person-
administered interviews, telep