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» Most ethical guestions seem to arise in regard to the promotional component of the marketing mix. How fair is the general
public’s criticism of some forms of personal selling and advertising? Give some examples.

* What role, if any, do you think the quality of a product plays in making a business competitive in consumer markets? What®
does price play? Would you rather market a higher-priced, better-quality product or one that was the lowest priced? Why?

» What do you envision will be the major problems or challenges retailers will face in the next decade? Explain

» Given the rapidly increasing costs of personal selling, what role do ink it wi ; ixi
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"Strategy and timing are the Hima|a

gerything €1se is the Catskills» ¥as of marketing

‘ _ —A| Ries
Marketind rrlanagement- objectives” the lat
once wrote, “are very simple in essence Ti Wr
expand 1S valurme Of sales, or it wants to Han: '
has more efficiently.” Although the essentig l_e .
(etin might be stat.ed this simply, the deve‘oobjectlves of mar-
mentation of strategies to accomplish them is Pment and imple-
T plex. Many of. these complexities aro duectonsuderably more
gnvironment within which managers must o O changes in the
it fail o heed the social, political, and econopr)r?rafte. Strategies
ety have little chance of success over the long rd(:, ?Lces of soc-
e in this section examines how the roles respc;ns.s_llﬁad arti-
nfluence of the chief marketing officer have and willI WHIES dnd
evolve in the future. The selections in this unit provi(:jomlm.e .
ranging diSQUSSiOH of how marketing professionals ea:dwt? es-
companies interpret and employ various marketing strate 65
today. The readings also include specific examples from indugsl':e y
pillustrate their points. The articles are grouped in four section;y
each dealing with one of the main strategy areas: product pric:
ing, distribution (place), and promotion. Because each seléction
discusses more than one of these areas, it is important that you
read them broadly. For example, many of the articles covered in
ihe distribution section discuss important aspects of personal
seling and advertising.

oe Aldel’son
'm wants to
the volume it

Product Strategy

The essence of the marketing concept is to begin with what con-
sumers want and need. After determining a need, an enterprise
must respond by providing the product or service demanded.
Successful marketing managers recognize the need for continu-
ous product improvement and/or new product introduction.

The articles in this subsection focus on various facets of
product strategy. The first article stresses the importance of
innovation, and examines why many companies are not as inno-
vative as they could be. “Brand Integrity” reflects that excellence
is achieved when the brand, the talent, and the custor[r\nler e:/lpjtg:
ence are all in alignment. In “Brand Apathy Calls for ,:ga o
ods” Schultz argues that building market share reqfl:l onsumer
set of tools and brand strategies designed 10 shift €

i t article,
preference away from competitivé prands. Thef ?:: o ost
*Branding’s Big Guns?” success 0

chronicles the The
ousehold names:
tusted U.S. brands that Nave b hhts the various strate-

last article under product strategdy highlights *
. . efforts.
gic benefits associated with franchise cobranding

P"Cing Strategy o marketing mix’ demand
Few elements of the total strate_gxll 0 iging. There is
cla

ion as P i€
nfen 00l i attentllo about the ability of
a good deal of public misunderstandung

Purestock/SuperStock

marketing managers to control prices and even greater misunder-
standing about how pricing policies are determined. New prod-
ucts present especially difficult problems in terms of both costs
and pricing. The costs for developing a new product are usually
very high, and if a product is truly new, it cannot be priced com-
petitively, for it has no competitors. In his review piece on pricing
and value exchange, Smith describes how managers should deal
with the qualitative and quantitative issues in setting prices.

The HBR article, “Competing against Free! documents how
free offerings are rapidly spreading beyond online markets to the
physical, brick and mortar world. The authors give pointers on
how incumbents can effectively fight back. Finally, Rafi Moham-
ad's “Ditch the Discounts’ discusses pricing strategies and tactics
that are more appropriate for economic recovery than the adap-
tive pricing companies adopted during the recent recession.

Distribution Strategy
For many enterprises, the largest marketing costs result from

closing the gap in space and time between producer and con-

sumer. In no other area of marketing is efficiency s0 eagerly

sought after. Physical distribution seems to be the one area

where significant cost savings can be achieved. The costs of

physical distribution are tied closely with decisions made about
the number, the size, and the diversity of marketing interme-
diaries between producer and consumer. The articles in this
subsection scrutinize ways retailers can create value for their
customers and be very competitive in the marketplace. “The
Devolution of Marketing” is a thought-provoking article tha_\t
argues that the current American marketing distribution model is
dysfunctional, and small and medium-sized businesses operate
under a misconceived ideology of producing and se!hng. Jayne
O’Donnell’s USA Today article describes how retau}ers are in
search of tenable survival strategies during recent dsf'hcu!‘t eco-
nomic times. “The Rebirth of Retail” disqusses the _msplrauon
and vision pehind Shopkick, a new shopping application.
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Promotion Strategy sertising agency than 1o the salesperson. gy, AT
The basic objectives of promotion are to inform, persuade, or ~ adve five-step guide to correctly market g y, 0 G

remind the consumer to buy a firm's product or pay for the firm’s pregents a tally conscious. The remaining article e
service. Advertising is the most obvious promotional activity. ~ environmentaty

3‘
-

; ; S in thisf‘

W - i uch topics as social oyt - T

However, in total dollars spent and in cost per person reached, L‘jnlt sx,JbsectloSno gi(;\lleresdia treFx)tegy?" describggc:oilgna‘ ey
advertising takes second place to personal selling. Sales pro- “What's Your M S rw

. Y5 ¢
, ; - logy to form connect ;
motion supports either personal selling and advertising, or  panies are uing tzcih:’?digzusses the powerlzr;sé,\and-m“
both. Such media as point-of-purchase displays, catalogs, and  tisings New a(;nporr?muniti s 0QQing ¢,
direct mail place the sales promotion specialist closer to the  brand-sponsored ¢ '
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prand Integrity
it gtarts with internal focus,

Tom PETERS AND VALARIE WILL s

fter the layoffs and budget cuts, now what do you do?
Are you living up to your brand promises, or are yOl;.
falling short on customer experiences? How can you
qstain your brand and the power of your values? When you
focus only on the bottom line and ignore people, your brand Excellence Audit

quffers—as your customers lose sight of what you stand for T e o .
) o le s recali-
nd they no longer trust what you can deliver. arn how your organization is doing, and if it needs recali

bration, take our Excellence Audit. The 50 characteristics in the
Excellence Audit describe the seven elements that interact in
What abOUt YOLII' Brand? the Future Shape of the Winner model. As a mini-audit, answer
The news is full of stories about downsizing, job evaporations, Biese:five-questions:
and budgets being slashed to shreds. So, what happens to your

Excellence is achieved when the brand, the talent, and the
customer experience are all in alignment.

* How can you keep focused on excellence in these tough

brand? Does it survive? Or is it bruised and battered? As a economic times?

leader, you are responsible for the integrity of your brand. You * Have you modified your ambitions in light of today’s
need to pull your head out of the financial data long enough to operating context?

assess the current state of your brand and of your talent. o

Are your team members fully committed to pursuing the
agreed direction?

* Are your people totally focused on creating value for

When you experience a strong economic shift, your brand
can easily become diluted, especially if no one is asking, “What
about the brand?”

their customers?
In the hub of your organization is your talent, and your tal- « Is everyone on the payroll making their optimum

ent is your brand. It is the talent that brings your brand to life. If contribution?

your people (talent) are no longer happy, if they are concerned ‘

about their own welfare, or they are hunkered down to stay '1jhe Excell‘enc.e Audit demystifies excelle nce f(_)r you by gen-
out of sight, your brand may be on its last breath as well. And eraling quantitative data on excellence. It identifies the most
when the brand is struggling, the customer experience is com-  promising places to target improvement; reveals whether peo-
promised. Talent can become non-caring and cynical, and these ple agree about the priorities ff)r 1mprovement; exposes barriers
attitudes permeate into how customers experience the brand. to progress; helps you compile optimum improvement agen-

Whenever you experience a strong shift, you must recalibrate das that fit your context; generates joint agendas for manage-
and set the organization back on course. As a leader, you can pest  ment and professional teams determined to pursue excellence
do this by taking these five steps: 1) revisit the ambition or goal locally; h.elps you get your area foc?used ar_nd moving f(?rward;
of the organization and connect people to it; 2) spend time on the and l’_m_‘“dedS Clan;y and focus amid baffling complexity and
front lines talking to people and getting a handle on the issues;  conflicting demands.
3)te-state the brand promise and ensure that everyone knows how

ot ob affcts the promise; 4)look at the changes s006e  Brand Inside’s Effect on Brand

theimpact i the customer experience;
I the impact on the cus :
and 5)pdesign ;h:ob:rasnedoi;ni:tion topput the brand back on track. A cornerstone of our message about brand is that your emplov-

If your brand is bruised and battered, your Customers fnay ee's are also your cusromers.'We (?all this Brc_znd Inside, W'c
headed to the competition—the exact opposite of your aims. stirred up controversy over this notion by posting a PPT enti-
tough economic times, focus on keeping your current loyal  tled The CustO{ner Comes Second. The message is this: Snflce
“Ustomers and clients. Now is the time to re-think how to make the customers in the firm serve the customers in the market-

the brand truly distinctive in the marketplace. place, put your employees first.
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Matthew Kelly states:

“Your employees are your first cus-
tomers, and youyy most im

If you are serious aboyt deve]

Oping leader

portant customers.” you constru;t small leader§h1p OPPOrtunitie fo’rl Suggw .

Let me, Tom, get personal about all this. 1 love great cus-  days of their start on the job, Ever}‘body a leq;e OPle Ml}l,n.
tomer or “end ysep” feedback! T am competitive to a fault in possible. So give you f01k§ leadershj reSponsib‘? Sen |
that regard and  sjqye to the market—after all these years, outset, if not day #1 then within the fir, month, 1y o N

‘f“t a higher leve] of marketplace engagement, I love a hearty .

business backlog, especially if it's based on repeat business—

€asure it against the year-to-date of previous
years. Apq | love a fee per-event yield that exceeds last year,
» and so on. Apg Yet, in an important way, I put

ship development becomes a theme actiy

. nce, |,
Ity from Ster ‘ 1Eqd't-

Boost Your Brand |

Take this quick quiz (only 10 question
organization. Ask team members to rat
team against each question,

1.

s) for assessing \0
e themselves ang L

I know what my organization does ¢

O provide Valge o
our customers.

self. T must be physically, emotion- i
’ . T'understand our products and se
ally, and Intellectually agitated and excited ang desperate 2 Jain them P Pl el “hough
beyond measure tg Communicate connect, compel, and grab = a:]n y b ih
people py the collar ang Say my piece about a few things, often % Lsee .OW. " Job contributes to the value our
contentious and not “crowd—pleasers,” that, at the moment, are Preanization creates,
literally a Mmatter of persona] life and dearh, 4. Tunderstand what a brand is.
I crave great customer feedback—but in e way, shape, or > L can tell the story of our brand, ‘
form am | trying to ‘satisfy my customer” I'am, instead trying 6. I'believe our brand is valuable.
to satisfy me—my own deep need to reach out and grab my 7. We continually improve how we deliver products/
customer and conpect with my customer over ideas that con- services to Customers.
sume me ) L 8. Tunderstand how my job brings our brand promise to
Hence, my “Jop One” is purely selfish and internally life. !
ﬁocherl(fh—t(_) t;e lc):ompl.etely cap'tlvaFed by the subject matter at 9. Ican develop my talent while contributing to this 5‘
and. That is o' One: se_lf-motzvatzon. . Organization’s success, ‘
Warren Bennis, my primo mentor, said, “No leader sets out 10

to be a leader per se, but rather to express him-
and fully. That is, leaders have no interest in proving them-
selves, but an abiding interest in expressing themselves.”

So I’'m back to my somewhat disingenuous message: To put
the marketplace customer first, I must put the person serving
the customer “more first ” Excitement and self-stimulation first,
Customer service second. That’s my cause-and-effect scheme.

My message is that in order to put the marketplace customer

Jirst, I must put the person serving the customer “more first”

There is no great external Jocus unless a great internal Sfocus

is in place. I contend that finding and keeping and co-creating

with great folks is not about clever tools to induce prospec-

tive “thems” to “shop with us,” but a 99 percent internal effort

to create such an exciting, spirited, entrepreneurial, diverse,
humane “professional home” that people will line up by the
gazillions (physically or electronically) to try and get a} chance
to come and live in our house and become what they’d never
imagined they could become!

- I'm passionate abou k
or herself free] y Y work.

These questiong Investigate how

e

From Leadership Excellence, May 2009, pp. 3-4.
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pr and Apathy Calls for New Methods

wrn Customer P

gran d”’ to “Some Brand”

pon E. SCHULTZ

rand managers are accustomed to seeing ch
ing numbers. Faltering economies arounci; ttcl o
gua.ra.ntee that. Yet management plows ahead_i quld
double-digit internal sales objectives, increasing marketS 6trt1mg
and expanding retail shelf space—doing all the t;ings thatsmarle
lify shareholders and prop up stock prices. "
There’s .increasing evidence that organic sales improvement
line extensions and acquisitions just don’t do it today. ’
Some brands have tried more focused sales efforts on spe-
cific segments, expanded their online and interactive promo-
djusted prices through coupons and other

jional tools, and a
promotions. Still, major national brands are challenged as

never before.
Unfortunately, the news

very encouraging. However,

new competitive landscape an

I have to deliver in this column isn’t
if brand managers understand the
d refocus their efforts on dif-

ferentiated initiatives while adjusting their competitive mind-
set, all is not lost. A rainbow and pot of gold may not be just
around the corner, but there may be an improved opportunity

for national brands.

Brand managers historica
marketplace (i.€. sales volume
incremental distribution increases an

attention to competitive brands, they’ve ©
to give up short-term share points to generate sales volume.

The result has been more market knowledge than c<?mpet1tive
knowledge. Share has been important, just not that important,
primarily because they’ve been incented to grow volume. ]
That game is changing. Following four quzu"ters of profit
declines, Procter & Gamble (P&G) has declared "no more mar-
from valuing $2

ket share losses.” Moving les volume (irll( :es;?;z
of P&G, the base was organic sales &€ } Yo 1ar

e ers cut
doesn’t sound like a big deal—but 1t 15- Brand rlr:;niigcreases
their teeth driving short-ternt quarter BES

to-guart w set
- .
Building share 1s @ different ball requiring ad:signed
of tools and techniques. Finely tune

prand strategies
- se from com-
to shift ongoing consumer preferenc g
petitive brands to yours of an ongoing basis

the orders of
the day—long-term, not short-term. returns.

lly have focused on the general
compared with a year ago,
d the like). While paying

ften been willing
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Not so difficult, one would think—only it is. Getting consum-
ers to change brands and maintain that change through ongoing
preference is much more difficult than simply getting short-term
sales volume from in-and-out, deal-prone consumers.

Most fast-moving consumer goods markets consist of (a)
a limited number of brand Joyal buyers, (b) a large group of
brand switchers and (c) a growing bunch of unknowns or in-
and-out buyers. That is, they only purchase when the price or

promotion or communication is right. Promote to the switchers

and sales often go up.
Observing this new emp

Northwestern colleague and

brands, brand preferences and bran

found the scary numbers.

hasis on brand share growth, a
I decided to take a fresh look at
d shares. That's where we

of gold may not be just
but there may be an
ty for national brands.

A rainbow and pot
around the corner,
improved opportuni

While one could argue that preference doesn’t really reflect
actual purchases, 2 person must be favorably inclined if a
brand purchase is to be made. In addition, brand preference is
forward-looking, while actual measured brand shares are his-
torical. Thus, we believe preference is a relevant measure for
most brands and their managers.

Using monthly online consumer reported preference infor-
mation from the BIGresearch Consumer Intentions and Actions
(CIA) panel, the consumer reported prand preferences Were
calculated for two product categories: breakfast products and
salty snacks. (The data used was for August 2010 with a base
of 8,000-plus U.S. respondents. See www.bigresearch.com
for details.) Consumers also reported their retail grocery/mass

merchandiser preferences. This dual retailer/brand combination

is important. From previous research, we've found cons.umee;

retail store loyalty impacts national brand sales. If the pr::err
n’t occur.

retailer doesn’t stock the na

tional brand, sales do
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From the CIA data, a modified “Net Promoter” calculation,
similar to the one Fredrick Reichheld of Boston-based Bain &
Company developed, was calculated. Using a scale of 1 to 10 (1
being detractors or non-recommenders and 10 being promoters
or people who favorably recommend), a Net Promoter Score
was calculated first for the retail food store.

The store chain with the top Net Promoter Score was Publix,
followed by Aldi and then HEB. Far down the list were some of
the retailing giants, such as Wal-Mart and Safeway.

While these retail calculations were interesting, the brand
results were even more so. For this, the brand preference rat-
ing in two product categories (using the same 1-to-10 system)
was determined. That was then combined with the retail chain
preference.

In the breakfast product category, when the chain and brand
were indexed, the top brand was Cheerios, followed by Special
K. The only brand with an index greater than 100 was Kashi.
This simply means that Kashi brand preference is stronger than
the retail store preference.

In the salty snack category, Frito-Lay (no specific product
name) was the top indexing brand, followed by Tostitos. None
of the national brands indexed more than 100, signifying to us
that the retail chain store choice was stronger than the brand
choice.

The really scary numbers in both categories, however,
were the large numbers of “no preference” consumers. In the
breakfast product category, 30 percent reported no preference.
In salty snacks, 36.7 percent had no preference. Store brands
(private label) registered a 4.1 share in breakfast products and a
6.8 share in salty snacks.

T

These scary figures seem to indigate that the share battle
going forward isn’t going to be getting consumers to prefer
General Mills products over Kellogg’s. The challenge i get.
ting them to prefer “some brand” over “m? brand.” The Nationa)
brand battle isn’t between the leading national brands—gr evep
the national brands against store brands or private labe], It's
against brand apathy.

Preference apathy is a tough task for a brand manager. If ¢y
sumers don’t care about the brand or don’t perceive that it is even
worth their time to learn about the category or the brand, mog
traditional marketing tools and concepts go right out the window,

When 30 percent or more of your product category cop.
sumers say their top choice is no preference, major rethinking
needs to be done. Maybe P&G is right in shifting its perfor.
mance evaluation to share-of-peer brand market, but how re]-
evant is that when there is such a preponderance of customers
who just don’t care?

Critical Thinking

1. In your perspective, has the competitive landscape changed for
businesses operating today? If yes, then discuss these changes.

2. With a small group of peers from your class, develop a
list of DOs and DON'Ts to help businesses compete more
effectively and enhance their market shares.

DoN E. SCHULTZ is professor emeritus-in-service of integrated mar-
keting communications at The Medill School, Northwestern Univer-
sity. He also is president of the A gora Inc. consulting firm in Evanston,
III. He may be reached at dschultz@northwestern.edu.

Reprinted with permission from Marketing Management, Winter 2010, pp. 8-9, published by the American Marketing Association, Copyright © 2010 by American Marketing

Association,
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Playing Well Together

CO-BRANDING among franchises appeared to have lost its luster in
recent years. But new concepts are emerging to prove that strategic
combinations of businesses can cut costs and broaden the customer basge,

JASON DALEY

f you flip through annual reports from Yum Brands, you'll notice
I an increasing frenzy starting in 1992 around “multibranding” A
decade later, Yum—the holding company that owns and oper-
ates Taco Bell, KFC, Pizza Hut and, until last year, A&W and Long
John Silver’s—hailed the concept as “potentially the biggest sales
and profit driver for the restaurant industry since the advent of the
drive-thru window.”

Co-branding (also known as piggyback franchising and dual
or combination franchising) is, at face value, a brilliant idea: Take
two franchise concepts, stick them in the same building and watch
the revenue roll in. Not only does co-branding promise to save on
operational costs like leasing, staff, kitchen equipment, building
maintenance and advertising, it can even out customer flow, espe-
cially if one concept appeals to the breakfast and lunch crowd and
the other is destined for dinner. But franchise systems have touted
co-branding’s biggest advantage as providing a one-stop option for
groups of people with different cravings. Tommy and Sally want
chicken fingers but Mom and Dad want pizza? Come on in to our
pizza parlor/chicken shack, and everyone will be happy.

In 2002, co-branded outlets accounted for $2 billion in sales for
Yum. But just a decade later, Yum is quietly stripping down many
of its co-branded locations, and in its 2010 annual report, hidden in
the black-and-white financial section many pages beyond the color
photos of smiling kids and well-groomed employees, the company
admits it has suspended co-branding as a long-term strategy.

The last few years have been littered with corporate co-branding
marriages that bit the dust. Wendy’s asked Tim Hortons to the dance,
but they broke up in 2006. Dunkin’ Donuts tried to make it work
with Togo’s sandwiches, and Arby’s fooled around with everyone on
the block for almost a decade before deciding to stay single.

While co-branding does have some benefits, especially in airports
and other specialized locations, the “something for everyone” model
has not proved its worth. Yum found that adding A&W and Long
John Silver’s to other concepts did not add to unit revenue—co-
branding those concepts just created headaches and increased costs.
Co-branding can increase operational complexity, which can lead to
substandard products and poor customer service. More important,
the concepts need to mesh on the most basic level, drawing from
the same customer base and making intuitive sense: Franchises have
found that skeptical consumers will pass up a baffling lobster-and-
hot-wings merger for a single brand they understand—every time.
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Many well-established brands have difficufty hending their My
operations rules to accommodate a partner, and they may rug by, fisk
of diluting their image if they sticker over their core COnCEp wy,
less-trusted brands. For example, Yum found that the firnted 0681
at A&W and Long John Silver's were perceived as Old-Sashioneq
and boring, especially when paired with those at Taco Bell and (428
Adding those smaller brands to an existing unit achieved Jittle
to pull the focus from the more popular brand.

While the great co-branding experiment has more or less fizzled,
the idea is not completely dead. Co-branding can he successful if s
done strategically between complementary brands, like salads and
smoothies or pizza and another savory impulse snack. Many com-
panies that have thought through their co-branding are finding the
economies of scale the strategy produces are worth it,

“There are definitely some clear challenges in co-branding,” says
Steve Beagelman, president of SMB Franchise Advisors, who has
worked with co-branded franchises over the last 25 years. “But if
you can make it work, there are a lot of synergies and benefits, espe-
cially in making sure franchisees can make money. And that’s ulti-
mately what small business is about, especially in franchising. Let's
say a franchisee has found a great location, but the costs are just oo

high. Co-branding gives you a real good opportunity to make that
location work.”

except

Selective Salons

Vas Maniatis built his Seva salon chain almost exclusively through
co-branding, though his model is a bit different than putting two
food concepts together. Instead, his small salons, which focus pri-
marily on eyebrow threading, lash extensions and nails, are found
exclusively in Walmart stores. While Seva is completely indepen-
dent from Walmart, the salon chain’s convenience, value pricing and
speed make it appealing to the mass merchant’s shoppers, according
to Maniatis.
*“Our customer is the Walmart customer, so co-branding to me has
been huge,” he says. “We’re all about enhancing the one-stop shop-
ping experience [that] Sam Walton built”” Maniatis has opened 25
units in eight states since 2010 and hopes to double growth in 2012.
Seva didn’t start out as a co-branded franchise. In fact, it didn’t
start out as “Seva” at all. For the first several years, the Chicago-
based salon was called Simply Eyebrows and performed only
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ebro® threading—a quick, less-painfu} a1 .

0 reading takes place in malls g open_.e.rr_ml?“e o waxing,

L ped © jmprove the experience by offerip ar ‘,‘“OSks; Maniaus
mosphere. He was also focused on conf a pri

suggested he talk to Walmart about o :

[ndianapolis. pe

_Private session ip g
" nrillllen;:e and value, so 3
: : ! & In a new develop-
1 eptical wfalmart initially gave Maniatis h

lmbt,kno“’““x to him, a regional manager haq beetl ; b'mShOff‘ e
e an .j‘wht‘“ another tenant dropped out 3 (< lehmg e
was offered tor the S,alon. That first store was g h}i,t o at-er. a1 3000
(Wwo almart executives flew to Chicago to talk “; 1‘3; \ e l‘ate ot
armersmp. aniatis about a
g pasically said, ‘Look, we love your concept,

put, he says: the execs thought it needed to be *

pa at

he recalls.

7 blg er”

‘ g other s services : " ger” and sug-

gesed adding O1¢ salon services and positioning the company as :
a

Walmart exclusive.

Maniatis agreed, found a more a i

pack. Co-branding with Walmart he}:sp reletlgﬁlr;azse?g h?sn.t looke(.j

fic flow, it has freed up resources to developcother z: ae}c]:1 ey

pusiness. ~Our franchisees start with built-in traffic ol: 38 00(;[‘0the

50,000 customgrs per week, with no marketing costs. That’; ivetg

us an opportunity t-o do things that are state of the art in Cust%)mer
engagemem," Maniatis says. “We’ve built an iPad-based paperless
system . . - We have remote monitoring capabilities and can see 0;”
sores in real time and see what type of customer transactions work.”

The only drawback to the co-branding relationship is that Sev.a

can grow only as quickly as Walmart does, and the salon doesn’t
pave a guaranteed spot in every development; it has to be chosen
from a shortlist of approved tenants that include McDonald’s, Sub-
way and other elite franchises.

“It's been hard for us to open in as many spaces as we’'d like,”
Maniatis admits. But, he adds, partnering with Walmart , takes the
guesswork out of site selection. “The marketing’s done by Walmart.
The due diligence on where to locate is done by Walmart. We just
need to focus on our core, which is our service, and engaging both
the active and potential customer.”

Sweet Spot

Sevas partnership is a dream scenario for co-branding. Other com-

panies have more complex relationships, though they can be just as
rewarding. Ted Milburn, vice president of franchise developmf:nt
for Nestle Tollhouse Cafe, which sells baked goods, coffee and fro-
zen yogurt, has worked at other concepts that have co-bran@ed—
some successfully and others not. When he was approached with an
opportunity to team Tollhouse with Haagen-Dazs, he thought the
synergy would be pertect. evening out year-round cu§tomer ’flow and
complementing both products. In 2011, the companies began open-
ing co-branded locations across the country.

CN‘\‘I only do the co-branded stores smooth put the apngal sfz;}es
calendar. they appeal to the public with.thelr synerg}:s\;l/c 0 5;
ings. “We eliminate the Jeal-breaker,” Milburt says. "We €0
: ages 1o smoothies to

p : s cofte /er
the gq 5 .« o frozen coffee bev :
gamut. from cookie 1 coverit. It would

. , . e cal
ice cream creations. Whatever pcople want, weé

‘ ' 92 Copyright ©
rom Enzreprenewr April 2012.PP Bi*"):-(“F‘.‘”rm
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X Article 31. Playing Well Together
e diff .
com:itre,r[eon; [I’ll/\/vaepﬁi?k‘:?-?;:ndLTi with a pizza concept. Pcnpl?
Dan Ogiba, director of pi* dl . “.mmfj be ‘|’us1 o il“le‘\hnughl.‘
“We're a complete desse f,L»V,Lv-Dpnkm h.).r ,Hdu";cn—l)d[s’ agrees.
opportunity to umwb sm‘k.m. h-c says. “We l\fl)kud at this as an
SIS, T 1t & vz'md for our franchisees 1o increase their rev-
b e think serving larger groups outweighs any competition
ctween our sweet products.”

lcng:::n?Ttﬂ;di. ‘Which owns Schlotzsky's deli, C‘innuhun and Carvel
winmine C('mclcn lS El‘l:]lllng Sw?ct lreut\;‘ together with sandwiches is a
el da:i:l s P . ‘L ‘olzjky S a.md Cinnabon both bake their prod-
experien)(,:, is deLi\lh to trzlllchlsge‘;‘ whose employees u\.reudy have
€ running ovens, according to Schlotzsky's president Kelly
R0('1“‘}’~‘Adding a Carvel element for a tri-branded store is a httle more
expensive, but Roddy thinks it complements the other offerings nicely.

"Qne of our concerns was that selling Cinnabon products would

cannibalize purchases from our core Schlotzsky's menu,” he says.
‘I‘We found it didn’t, and that it actually brought additional customers
into stores and grew revenues with no additional labor costs, no rent,
no managers or any of the things that come up with a separate unit.”

Already, 165 Schlotzsky’s have retrofitted Cinnabon ovens into
their stores; Roddy projects that by year’s end, more than 200 of the
brand’s 350 units will be selling cinnamon rolls. In 201 1, 90 percent
of new-store sales were tri-branded locations; in 2012, plans are to
include Cinnabon and Carvel elements in all new Schlotzsky's units.
So far, the co-branded stores are drawing in more CUSIOMErs in the
18 to 25 demographic, and more women.

“It has really worked out to be a home run for franchisees,” Roddy
says. He insists the co-branding isn’t about shoe-horning Focus
Brands concepts together willy-nilly, pointing out that significant
testing and research indicated that the concepts would make a good
partnership. “1 haven’t seen many co-branded concepts recently that
work well and make sense as these do.” he says.

Co-branding is not nearly as prevalent or hyped as it was a decade
ago, but impressive numbers of franchises are giving it another shot.
Hot dog chain Nathan’s Famous is committed to growing almost
exclusively through co-branding. Cold Stone Creamery has partner-
ships with Tim Hortons and the Rocky Mountain Chocolate Factory;
Tasti D-Lite, which purchased Planet Smoothie, plans to give co-
branding a test-drive.

While it’s doubtful that co-branding will prove as revolutionary
as the drivethru window, it may turn out to be a profitable strategy
after all. “There is definitely a part of co-branding that really makes
a lot of sense,” SMB’s Beagelman says. “It can help a franchisor
grow quicker. It can help make sure franchisees make money. And

for smaller franchisors, you can learn how more successful chains do
things. It's not for every brand, but if you're flexible and are willing
to listen, it can work.”

Critical Thinking

1. In your opinion, what are the potential advantages
of co-branding for organizations and their customers?

2. With a small group of peers in your class, develop your own
list of successful franchise co-branding. Justify your choices.
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Article 33

Ditch the Discounts

Smart companies used adaptive pricing to ride out the recession.

Now it’s time to reprice for recovery.

RAFI MOHAMMED

orate as the Great Pizza War was fired by Domino’s in

late 2009. The chain had been charging about $9 for a
medium two-topping pizza, but to boost sales it began offer-
ing recession-weary consumers two of its two-topping pies for
$5.99 each. Several weeks later Papa John’s and Pizza Hut fired
back, offering large three-topping pizzas for just $10—at least
a third less than the usual price. Soon they improved the deal,
so that customers could buy a large pizza with unlimited top-
pings for $10. Sure enough, sales at all three chains rose—and
even now many chains are offering discounted pizzas.

On the surface, this type of price-cutting makes sense: How
else to bolster sales in a time of weak demand? But even though
the recession has been officially over for 18 months, its effects
are likely to linger; GDP has been growing at a sluggish pace. In
this environment, few companies have much pricing power—
and in many industries, discounts will remain the norm.

That’s unfortunate, because across-the-board price cuts
unnecessarily reduce profits. Consider a company that held the
line on prices during the recession and saw a 20 percent drop in
sales. That means it made 80 percent of its usual sales, even at
full price—so why give discounts to all those customers? More
important, deep discounts devalue a product or service, limiting
companies’ ability to raise prices as the economy improves. If
people get used to paying $10 for a large pizza with lots of top-
pings, it’s hard to restore a price of, say, $16.99 when demand
picks back up.

Some companies have avoided this trap by using adaptive
pricing, which capitalizes on the fact that different customers
have different needs and therefore place different values on
a given product or service. As we wait for the economy to
return to full speed, managers have a good opportunity to Jearn
from companies that weathered the recession by employing

adaptive-pricing strategies—and to develop plans that could
help their own businesses regain lost ground in the recovery.

The key to adaptive pricing is realizing that price, like color
or style, is simply one of a product’s attributes. And companies
routinely vary colors and styles to appeal to different kinds of
customers. They sell through different channels (online, direct

T he first shot in what historians may someday commem-

sales, brick-and-mortar stores) and sometimes charge vastly
different prices based on the channel. (A box of cereal typ.
cally costs much more in a convenience store than it does 1n g
big-box store.) By using adaptive pricing, companies can adjuy
a product’s attributes to better appeal to customers’ sense of
value without necessarily dropping the price.

The simplest adaptive-pricing method is called “'versioning™—
offering “good,” “better,” and “best” varieties of the same
product. A lower-priced version (poorer quality, smaller quan-
tity, fewer features) can be a powerful magnet for price-sensitive
customers. The method worked well for consumer product
companies during the recession and should be considered by
all companies, especially those in markets with weak demand.
P&G has had great success with it. In 2005 the company created
“Basic” lines of Charmin toilet tissue and Bounty paper towels.
aimed at low- and middle-income consumers who wanted qual-
ity but didn’t want to pay premium prices. The Basic products
utilized one-ply sheets and cost 15 percent to 25 percent less than
the regular ones. A.G. Lafley, P&G’s former CEO. noted that
brands that had used versioning outperformed the company’s
other products during the recession. (The strategy has its down-
sides, though; see “Should You Launch a Fighter Brand?” HER
October 2009.)

Hyundai let buyers who lost their jobs
return their vehicles. It thus avoided further

price cuts—and in nine months, fewer than
50 vehicles were returned.

' Let’s look at two very different approaches to recession pric-
ing in the fast food industry. Subway won acclaim and
sales jump by 17 percent in 2008, when it dropped the price of
its foot-long sandwiches to $5—thus taking a traditional tack
But customers have become conditioned to paying that amOU"‘_‘
and the chain is continuing to offer some foot-long sandwichej
at that low-margin price. In contrast, Quiznos created entirel)
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Article 33. Ditch the Discoun.ts

,{ How to Price
|

IN A RECESSION

introduce Lower-Priced Versjons

To defend the price of existing offerin
et shoppers, create bargain vers;
_ — ons. ' i
Haney-Davndson Is Introducing the SSL::;());rEz\:O?h“neup,
. The aim:

1o allow “even the most budget consci
Harley-Davudson." Scious rider to own a

gs while attracting bud-

Use Promotions to Avoid Price Drops

Instead of reducing nightly rates, Disn

. " ! ’ ey resort 3
motions such as _BUV 4 Nights, Get 3 Free” Thi: gﬁfi? g fO‘
lowers the effective cost without changing the a%vertisiad

nightly rate—a form of discounting that avoi '
prand in consumers’ minds, voids devaluing the

Adapt Products to Maintain Affordability

Companies in many categories, including peanut butter
juice, cereal, and soap, faced higher costs and so decreasea
product size or volume. This strategy increases the price per
unit but maintains the overall sticker price—the one con-
sumers are more apt to notice.

Unbundle Services and Add Extra Fees

As travel demand dropped, airlines added fees for telephone
reservations, luggage, meals, and preferred seats. This allowed
them to advertise low prices and attract price-sensitive custom-
ers while earning higher profits from travelers willing to pay a

premium.

IN A RECOVERY

Withdraw Recession-Pricing Tactics

Tide Basic, launched in 2009, cost 20 percent less than
regular Tide. P&G withdrew 1t in 2010 as regular Tide began
regaining market share In the United States. Similarly, res-
taurants like Ruby Tuesday have begun cuting back on
price promotions and are matntaining growth

i et i o e i o)

Introduce New Premium Products

As the economy picks up, take advantage of consumers’
willingness to splurge. Panera recently sold a lobster roll for |
$16.99. Concert promoters are offering VIP packages with |
more features; for example, last year one Bon Jovi package

sold for $1,875.

Increase the Price of Regular Products

When you raise prices, it's important to tell customers why.
Some common reasons: “Our costs are rising” and “During
the recession, we lowered margins to help customers.” Last
fall Kraft, General Mills, and McDonald’s all announced price

increases.

Offer New Ways to Experience Luxury

JetSuite customers can now take a four-person private plane
from Van Nuys, California, to Las Vegas for $999. Ritz-Cariton
has a “Resort Reconnect” promotion targeted at couples who
are feeing flush enough to resume vacationing at upscale

resorts.

ew inexpensive sandwiches: $2 Sammies, $3 Bullets, and
4 Torpedoes. This adaptive-pricing technique allowed it to
ontinue charging full price for its signature items and avoid
ubway's dilemma when the economy started to improve.
Some of the most successful adaptive-pricing innovations
1ay not even seem, on the surface, like pricing innovations.

ne of the boldest was Hyundai’s Assurance program, which

1e company introduced in January 2009. Despite steep price
uts, automobile sales had dropped sharply the previous fall
ing economic crisis. “What

s customers reacted to the continul

e heard consistently was, ‘I know the deals are good, but I"m
orried that if 1 lose my job. then I'll lose the car,”” Hyundai’s
p United States executive, John Krafcik, has said. So the com-
any came up with a way of assuaging this fear. ’fhe Assurance
rogram let buyers who lost their jobs stop making payments
1d return their vehicles. By providing this safety net, Hyun@al
as able to prosper without making further price cuts. While
e United States market for auto sales dropped by more than
) percent in 2009, Hyundai

s United States sales increased by
percent. And the cost to the comp

any was minimal: During
e first nine months of the Assurance program, fewer than 50
rs were returned.

Sometimes creative financing
fe on prices. This is far from a new tec

is the best way to hold the
hnique; carmakers and
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consumer appliance companies have used credit policies 0
boost sales since the 1920s, and General Motors came out with
a highly touted 0 percent financing offer after the September
11 attacks. But some marketers deployed especially creative
financing strategies during the latest recession. For instance, in
2008 Best Buy offered two-year, no-interest financing for pur-
chases totaling at least $999—far more than the average person
spends at one time in a consumer electronics store. “Some cus-
tomers [were] literally adding items to their shopping cart 50
they would hit the $999 minimum,” Best Buy executive vice
president Mike Vitelli later said. The same year Best Buy’s
main rival, Circuit City, filed for bankruptcy and shut down.
Adaptive pricing is such an effective tool, in fact, that some-
times it works foo well. In 2009 Tony Maws, the owner of a
high-end restaurant in Cambridge, Massachusetts, called Crai-
gie on Main, wanted to boost evening business during the week
without cutting into profits on the weekend, when the restau-
rant was typically full. So he instituted a midweek special—a
drink and two appetizers for $29.99—available to customers
seated at the bar from 5:30 to 6:00. Soon the bar was not just
full but overflowing with standing-room-only customers W ho
also wanted, and were given, the special deal. After a month
Maws decided to end the promotion—it had created too much

demand.
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A Better Way to Make Deals
On Meals

When it comes to adaptive pricing, it's tough to beat the
airline and hotel industries, which have used “yield man-
ggement” systems for many years. But another industry
is becoming smarter about pricing: restaurants.

As the economy recovers, some high-end restau-
rants are trying more-innovative pricing models. Star
chef Grant Achatz plans to open a restaurant called
Next in Chicago. It will sell tickets online for meals at
specific dates and times, basing the price on the popu-
larity of the slot reserved. A five-course meal might cost
$75 at 8 on Saturday; the identical meal might cost only
$45 at 6 on Tuesday.

This strategy has risks. Customers might simply go
elsewhere on Saturdays. They might devalue Nexts
food, thinking, “l can get the same meal for half the price
on Tuesday.”

Here’s a better idea: Keep the prices of entrees the
same, but set minimum customer spending levels, vary-
ing them according to demand. A high-end restaurant
might require a diner to spend $150 on a Saturday night
but only $75 on a week-night. This arrangement would
allow free-spending customers to choose the popular
night (and spend more on high-margin items like cock-
tails and desserts), while letting frugal diners (“Just an
entree and tap water, please”) find a seat on a slower
night. It avoids charging different prices for the same
food and also has the advantage of flexibility: If a given
Saturday is slow to book, the restaurant could lower the
minimum in its reservation system. And the strategy
could work for restaurants at all pricing levels, not just
upscale places serving five-course meals.

One of the biggest advantages of adaptive pricing is
increased flexibility as the economy begins to rebound. For
instance, P&G simply withdrew Tide Basic from the market
in June 2010; it didn’t have to wean customers off any reces-
sionary discount on the regular brand. Other companies are
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courting newly flush consumers .by introducing higher-qual.
higher-priced versions gf some l.tems. In th? Summer of 5 (;ly‘
Burger King began selling premium fire-grilled ribg for §7 10
an order. Customers quickly bought up the entire Suppl-lg
10 million ribs. Y~
Although the anemic recovery may have you Wonderi,
whether consumer demand will ever return in full Force, g
assured that it will—and when it does, you need to be ready, Fs:
companies that view pricing as just an “mcrea?e or decregen
strategy, readiness is primarily a matter _Of deciding whep it
time to flip the switch. But such companies will be Missing 4,
opportunity. If you implement a creative, cons.tantly evolving
array of pricing strategies, you can more effectively reach new
customers— and transfer more of their money to your bottom

line.

Critical Thinking

1. List and summarize the pricing tactics that are appropriate
in a recession and in a recovery.

2. Do you agree that marketers should utilize different pricing
strategies and tactics in a recovery and in a recession?
Justify your response.

RAFI MOHAMMED (rafi@cultureofprofit.com) is the founder of the
consulting company Culture of Profit and the author of The I %
Windfall: How Successful Companies Use Price to Profit and Grow

(Harper Business, 2010).
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