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EDITORIAL

Rarely before have companies in all regions of the world
had to contend with such turbulent environments. In
just the last few months, we have experienced a major
debt crisis in the European Union, political and economic
turmoil over the debt ceiling and fears of a new global
recession, a crash of the Japanese economy triggered
by a natural disaster and an increasingly critical over-
heating of the domestic economy in China — to name
just the most striking economic hotspots. At the same
time, we have witnessed the boom of India and Brazil,
economies that both tended to be slow for many years.
Stock prices have been rapidly fluctuating between
periods of collapse and explosion, causing additional
concern for companies.

These macroeconomic trends cause significant instability
for corporate strategies. Matters are further complicated
by rapid technological innovations. For instance, com-
puter and software developments can strongly change
the competitive situation within a very short timeframe.
An example is the serious challenge Google faces from
Facebook in online advertising, while at the same time
competing with Microsoft in the field of mobile phone
software.

As a result, markets are more volatile than ever before.
Former seemingly uncontested world market leaders
like Nokia, Dell or Microsoft face serious turbulences.
Nokia lost market leadership for upscale smartphones
and is seeking salvation in a cooperation with Microsoft.
RIM faces a similar situation with its BlackBerries, which
are considered increasingly unattractive in comparison
to a new generation of touchscreen smartphones. In the
summer months, Google invested more than USD 12 bil-
lion to acquire the Motorola mobile business. And while
US car manufacturers, considered defunct only a few
years ago, recovered rapidly from existential threats
after the crash in 2008, the former market leader Toyota
fell behind. Despite basking in a sales boom at the

moment, even German car manufacturers are threat-
ened by a serious shakeup of their industry when new
technologies substitute the combustion engine and the
pack is consequently reshuffled.

The volatility of the market is a challenge for not only
finance but also marketing managers. It is necessary
to ensure the implementation of long-term strategies
instead of just acting for the sake of it. Marketing pro-
cesses need to accelerate and it might be necessary to
revise systems that work well today almost overnight.
Innovation is a precondition for survival and flexibility
in every respect and is therefore the crucial point for
success. Consequently, marketing, market research and
marketing intelligence systems need to become even
more innovative and speedy. It is the order of the day
to establish fast and efficient information processes,
to foresee critical developments early and to focus on
future rather than past markets.

In light of this, the contributions of our new issue of
GfK Marketing Intelligence Review are highly relevant.
In their article “The Risky Side of Brand Equity: How
Brands Reduce Capital Costs”, Lopo L. Rego, Matthew
T. Billett and Neil A. Morgan document that it pays off
to invest in building brands, not only from a marking
but also from a risk policy standpoint. Strong brands
reduce the volatility of company stocks, making them
more attractive and reducing capital cost. Hence, mar-
keting can contribute to financial success directly and
indirectly by reducing the financial risk for investors.

In “Preference Markets in New Product Development”,
Ely Dahan, Arina Soukhoroukova and Martin Spann
explain how virtual preference markets can help to
identify and prioritize possible product features most
valued by different target groups. The evaluations of
the participants represent the “wisdom of the crowd”
and seem a very effective and efficient way to predict



the success of innovations. Further, virtual markets can
be seen as a typical example of participatory marketing,
capturing customer preferences at an early stage to
integrate them into the product development process
right from the start.

Laurens Sloot and Peter Verhoef deal with risks inher-
ent to assortment reductions. In their article “Reducing
Assortments without Losing Business — Key Lessons
for Retailers and Manufacturers”, they balance the
loss of brand-loyal customers by reducing the assort-
ment against gaining new customers by organizing the
shelves more clearly. In addition, they include recom-
mendations on the special case of a forced delisting by a
retailer, and highlight the damage it can cause for both
sides. The strength of the brand represents another key
issue in the decision to reduce assortment variety.

Felicitas M. Morhart, Walter Herzog and Torsten Tomczak
present their study “Turning Employees into Brand
Champions: Leadership Style Makes a Difference”. They
demonstrate that in service industries such as telecom-
munications, it makes sense to use the power of per-
suasion rather than incentives to motivate employees
to act as brand champions. Truly convinced service
employees can make a difference and play a decisive
and stabilizing role in the battle for customer loyalty.
I recommend this article to everybody looking for proof
that leadership style affects the bottom line.

Similar arguments can be found in the contribution of
Nukhet Harmancioglu, Amir Grinstein and Arieh Gold-
man "Should Top Management Get Involved in Market
Information Collection Efforts?” They prove that top
managers should not be above generating market
information themselves or being integrated in market
research projects, especially in dynamic environments
such as high-tech markets. Direct involvement, again,
adds to the bottom line.

Editorial / Vol. 3, No. 2, 2011 / GfK MIR

E-commerce and multi-channeling can cause additional
uncertainties and concern among marketing decision
makers in many industries. Thereby, the extent of price
differentiation between online and offline channels
seems of particular interest. Our flashlight “Investigat-
ing the Practice of Multi-Channel Price Differentiation”
features a study by Agnieszka Wolk and Christine
Ebling, and shows that price gaps tend to be overes-
timated. To a large extent, prices in online and offline
channels overlap. On average, online prices are only
about 12 % lower. This provides at least some reassur-
ance in the midst of all the market turbulence!

In this issue, MIR talked to Hubertine Underberg-Ruder,
owner and President of the Board of Directors of the
Swiss-based producer of the famous Underberg spirits.
In our MIR Interview, we eventually discover how a typi-
cal medium-sized consumer goods company stays on
track in turbulent times. Being big is not a pre-requisite
for success, but smaller companies must have a stringent
strategy and effective marketing intelligence systems
to capitalize on their advantages.

We hope you enjoy reading our articles and that they
contribute to your successful handling of the present
market turbulence. It is worth remembering that turmoil
not only brings threats, but also presents opportunities!

Nuremberg, September 2011

Hermann Diller
Editor-in-Chief

CONTACT

You can contact us at
diller@wiso.uni-erlangen.de,
by phone on

+49 911 5302-214,

or by fax on

+49 911 5302-210

Dr. Dr. h. c. H. Diller,
GfK-MIR,

University of Erlangen-
Nuremberg,

Lange Gasse 20,
D-90403 Nuremberg,
Germany
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The "Risky” Side Of Brand Equity:
HOW BRANDS REDUCE CAPITAL COSTS

Lopo L. Rego, Matthew T. Billett and Neil A. Morgan

Whereas it is widely accepted that strong brands are associated with superior product-
marketplace and firm financial performance, their influence on firm risk is less clear.
However, recent studies from the marketing-finance interface have started to unveil the
impact that marketing activities have on the firm’s financial risk, above and beyond its
impact on financial returns. In this study, the association between brand equity and firm
risk are investigated. The findings indicate that a firm’'s consumer-based brand equity
(i.e., strong brands) is associated with decreased debtholder and shareholder risk and
also reduces the capital costs for the company. Furthermore, brand equity is particularly
relevant in protecting firms' equity holders during down-market periods. As a consequence,
firms should consider brand management within the firm’s risk management strategy
and maintain or even increase consumer-based brand equity investments during periods

of economic uncertainty.

What Strong Brands Can Offer

Strong brands create value for the firms that own them:
their products or services command higher prices and
more market share than comparable products with less
reputable or no brand names. Strong brands have been
shown to be effective strategies for achieving sustain-
able profits and returns. Furthermore, strong brands also
demonstrably enhance shareholder wealth via higher
firm stock returns. The strength of a brand can be esti-
mated by calculating its consumer based brand equity
(CBBE) which is the monetary value resulting from vari-
ous factors like higher awareness, consideration, quality
perception or willingness to pay.

Managers can create shareholder wealth by incre-
asing the level of the firm’'s profits and cash flows,
and also by reducing the risks associated with those
cash flows. Market-based assets — such as brands
— may enable firms to increase returns while simul-
taneously lowering the risks associated with these
returns. Both aspects increase the value of the firm.

This duality suggests that it would be both appropriate
and interesting to investigate the "“risk-relevance” of
consumer-based brand equity in explaining debtholder
and equity holder risk. What is the nature — if any — of
the association between a firms’ CBBE and its level of
debtholder and equity holders risk? To what extent can
CBBE provide incremental information to widely used
financial accounting measures in predicting firm risk?
This study attempts to answer these pertinent, yet
very relevant, questions.

Consumer-Based Brand Equity and Firm Risk

As indicated above, brand equity concerns the value
added to a product or service by its association with a
brand name and/or a symbol. The value of a brand’s
equity results from value that the brand delivers to con-
sumers. Brands with high consumer-based brand equity
(CBBE) are those that have high levels of consumer
awareness and strong, positive and unique associations
in consumers’ minds. These constructs have been stud-
ied by marketing for more than 40 years.

THE AUTHORS

Lopo L. Rego, Associate
Professor of Marketing,
Irego@indiana.edu,

Matthew T. Billett,
Professor of Finance,
mbillett@indiana.edu,

and Neil A. Morgan, Associate
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Type of Risk

Debtholders Equity Holders

Variability based Risk
Lack of predictability in firm
cash flow

Focal Interest

Vulnerability-based Risk
Probability of loss

Focal Interest

Total Risk

Systematic Risk
Risk common with the
entire market

Can be further decomposed...

Unsystematic Risk
firm-specific / idiosyncratic risk
independent of the market

TABLE 1:
Classification of
Firm-Level Risk

However, risk is a seminal construct primarily investi-
gated by finance, insurance and accounting. Firm risk can
be classified by the type of risk and by the stakeholder(s)
involved. Table 1 gives on overview of levels of risk and
their relevance for the different stakeholders.

First and foremost, variability in future cash flows
creates uncertainty. Uncertainty causes investors to
require higher rates of return to compensate for lower
predictability, which translates into lower stock prices
and higher debt costs. Second, firms’ cash flows are
assessed in terms of the likelihood that they will be
sufficient to meet the firm'’s financial needs and obliga-
tions. This vulnerability aspect of risk is analogous to
the notion of “probability of loss”.

» Brand equity has a stronger
impact in lowering unsystematic
rather than systematic. «

From a debtholder perspective, the vulnerability of the
firm’s future cash flows is the primary aspect of risk, since
this determines the firm’'s ability to service its existing
debt, its capacity to take on and service new debt, and
avoid bankruptcy. From an equity holder perspective, total
risk can be characterized as the variability of a firm'’s stock
returns, which can be further decomposed into “systema-
tic” equity risk — the extent to which a firm’s stock return
variability is associated to that of the rest of the stock
market, and "“unsystematic” equity risk, which is firm-
specific and unrelated to the market as a whole. While
systematic risk may be difficult — if not impossible — for
managers to influence, firm-specific characteristics and
events, and the unsystematic risk they produce are usu-
ally posited to be under more direct control of managers.

What is the Expected Association between
Brand Equity and Risk?

Overall, higher levels of brand equity should be associated
with reduced levels of firm risk. However, we also expect
brand equity to impact the various types of risks differ-
ently.

Since systematic risk concerns the variability in a firm’s
stock returns that is common with the entire economy
or market, firms that are able to cushion themselves
from the impact of market fluctuations and deliver con-
sistent cash flows should enjoy lower systematic risk.
Consumer-based brand equity should contribute to low-
ering the firms’ systematic risk by increasing customer
commitment and brand loyalty, which in turn should
decrease the vulnerability (i.e., risk) of the firm’s cash
flows to market-level shocks.

Unsystematic risk concerns stock return variability that is
firm-specific and is generally considered to play a bigger
role in explaining firms' total firm risk than systematic
risk. Marketing investments directed at enhancing CBBE
are akin to creating a market-based asset that differs sig-
nificantly from those owned by competitors. Therefore,
brand equity should also be associated with decreased
unsystematic risk. Specifically, the impact of CBBE may
be stronger on firms’ unsystematic than systematic risk,
since brands are rare and valuable assets, difficult to imi-
tate or substitute and therefore likely to generate sub-
stantial financial value. In fact, the more unique a brand’s
perceptions, the stronger the “cushion” effect it should
command in decreasing firm-specific unsystematic risk,
as compared to its effect on systematic risk.



{Box 1}
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TESTING THE EFFECTS OF BRAND EQUITY ON FIRM RISK

The data on brand equity was supplied by HarrisInter-
active EquiTrend © database, which collects annual data
on brand knowledge and perceptions from a represen-
tative sample of US consumers of more than 1,000
large brands across 35 categories. The CBBE measure
is composed of consumer ratings on brand familiarity,
perceived quality, purchase consideration and distinc-
tiveness.

Firm risk was measured using two indicators: credit
ratings and total equity risk. Credit ratings are reported
on the COMPUSTAT database. These rating are widely
used by debtholders and provide an assessment of
firms' cash flow vulnerability. Credit ratings range
from AAA to CCC (and D for default). These categories
were transformed into ordinal and reversed measures
ranging from 0 to 25 so that a higher number corre-
sponds to a better credit rating.

Total equity risk was measured by following widely
accepted practices in financial research and calculating
— for each firm year — daily stock returns over the 252
trading days prior to fiscal year-end and using the stan-
dard deviation of these daily returns as the measure of
total equity risk. The mean annualized total equity risk
for our sample was 35.54 %, with a median of 30.18 %
and a standard deviation of 19.04 %. Also following
standard practices in finance, we decomposed total
equity risk into its two components: systematic equity
risk and unsystematic equity risk.

For our sample, annualized systematic equity risk has
a mean of 15.06 %, with a median of 12.64 % and a
standard deviation of 9.67 %, while annualized unsys-
tematic equity risk has a mean of 31.40 %, a median of
26.41 % and a standard deviation of 17.50 %.

The final dataset contained a total of 1,096 firm-year
observations, representing 252 different firms, over
a 7-year period (2000 to 2006), spanning all risk
levels. Privately-held companies and non-profit orga-
nizations had to be removed because the secondary
financial accounting data required for analyses was
not available. Financial firms were excluded since their
capital and risk requirements are heavily regulated
and atypical. Factors that were known to be relevant
from previous research, like firm size, financial lever-
age, return-on-assets, and firm age and industry, were
controlled in the study and used to calibrate the extent
to which brand equity contributes new information in
explaining firm risk.

Estimation Procedure

For estimating the effects an ordered logit regression
was applied to assess the relationship between firms’
CBBE and debtholder risk (ordinal credit rating mea-
sure). Standard linear regression was applied to esti-
mate the relationship between firms' CBBE and equity
holder risk, since these risk metrics are continuous.
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FIGURE 1:
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Total Risk Systematic Risk Unsystematic Risk

Standardized Estimates Financial Control + Brand Equity Financial Control + Brand Equity Financial Control + Brand Equity

Variables Variable Variables Variable Variables Variable
ROA, -0.320° -0.313° -0.143° -0.141° -0.339° -0.332°
ROA Variability, 0.011™ 0.010™ 0.020™ 0.020™ 0.011™ 0.009™
Market-to-Book Ratio, —0.054° —0.048° —-0.009™ —-0.007™ -0.062% —0.055%
Size (in Assets), -0.241° ~0.239° 0.028% 0.029% ~0.295° ~0.293°
Leverage, 0.119* 0.116* 0.010™ 0.009™ 0.140° 0.1362
Diversification, -0.012 -0.009™ -0.006™ -0.004™ -0.012™ -0.008™
Age, -0.122° -0.1142 -0.106* —-0.104* - -0.103*
Consumer-Based Brand Equity, -0.095* -0.060° -0.106%
Industry Dummies Yes Yes Yes Yes Yes Yes
Year Dummies Yes Yes Yes Yes Yes Yes
Adjusted R? 56.01% 61.70 % 38.94% 42.96 % 5277 % 5719 %
Incremental R? test p-value (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

R 13

Risk

1

=B, +B,-ROAt + B,-ROA Variability, + B,-Market-to-Book Ratio, + B,-In(Assets), + B.-Leverage, + B, Diversification + B,-Age,+ B, CBBE, + B,

Note: a — significant at p<0.01; b - significant at p<0.05; ¢ - significant at p<0.10; ns — not significant.

Brand Equity Influences the Level of Firm Risk

The estimation procedures used to predict debtholder
risk explains almost 62.8 % of the variance in credit rat-
ings (see Figure 1). This level of predictive power is very
similar to those reported in similar financial studies. When
CBBE is added to the equation the explained variance
(R?) increases by 5 %. Overall, this result indicates that
financial markets view CBBE as a strong predictor of firms'
ability to take on and service debt capital.

Figure 2 reveals a similar pattern regarding the incre-
mental explanatory power that brand equity has in
determining variance in total, systematic, and unsyste-
matic equity risk.

Table 2 summarizes estimates for our empirical models
of equity holder risk, comprising estimates for all predic-
tors, including customer-based brand equity, and sepa-
rated by total, systematic and unsystematic risk.

All regression models exhibit strong predictive power,
which is further increased by the inclusion of brand
equity as a predictor. R? values reported for the total,
systematic and unsystematic risk models (without
CBBE) are consistent with those reported in existing
financial studies. The inclusion of the brand equity
variable significantly increases the R? by between 4 %
and almost 6 %, further confirming that CBBE contains
risk-relevant information for the financial markets. As

expected, brand equity has a stronger impact in lowering
unsystematic rather than systematic risk, as indicated
by the estimated coefficient of —0.106 vs. —0.060.

In order to gain a more detailed understanding of the
influence of brand equity on risk, we also examined — and
contrasted — the strength of this association in down
market and up markets. Our findings indicate that brand
equity is particularly helpful in protecting the firm’s
returns from turmoil at economy and market level dur-
ing equity market downturns. This finding supplies some
empirical rationale for the widely observed phenomenon
of investors seeking to invest in the stock of companies
with strong brands operating in consumer markets dur-
ing periods of economic uncertainty.

Brand Assets Clearly Matter for Risk Management

Overall, our findings provided new insights for under-
standing the influence that brand assets have on firm
risk and indicate that market-based assets, such as
strong brands, impact not only firms’ returns, but also
on their risk level. More specifically, brands can enhance
firm value by providing firms with increased loyalty
or allowing them to charge higher prices, and also by
reducing the firm's risk. This is a critical component in
linking marketing with firm value, because when firm
risk is reduced, the net present value of the firm’'s dis-
counted future cash flow increases, even if their level
remains exactly the same.

TABLE 2:

Shareholder Risk Cluster
Adjusted Robust Regression
Dependent Variables:
Total, Systematic and
Unsystematic Risk
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» A one standard deviation increase
in brand equity corresponds to

a full two category improvement

in the firm’s credit rating. This
translates into savings of almost
USD 40 million per year in debt
service alone. «

Our findings also demonstrate that brands influence
both the vulnerability of cash flows, as reflected in
evaluations of the risk to debt repayments, and the
variability of cash flows, as reflected in stock return
variations. While brand equity is strongly related to the
firm’s (total) equity risk, its effect on unsystematic risk is
greater than its effect on systematic risk. This suggests
that the idiosyncratic firm-specific risk-reducing effect
of CBBE is stronger than its effect on insulating the firm
from economy-level shocks.

Capital Cost Reductions Resulting from Brand Equity
are Substantial

Interestingly, the estimates summarized on Table 2
can be used to calibrate the impact of brand equity on
the cost of capital. Since Table 2 reports standardized
estimates, our results indicate that a standard deviation
increase in CBBE results on a 0.095 of a standard devia-
tion decrease in total risk (or 5.1 % decrease), a 0.060
of a standard deviation decrease in systematic risk (or

3.9% decrease) and 0.106 of a standard deviation
decrease in unsystematic risk (or 5.9 % decrease). Using
cost of capital data from Stern Stewart, comparing firms
on the top and bottom 10 % of our CBBE data, we esti-
mate a significant difference of almost 60 basis points
(7.43 % vs. 8.00 %) on their respective capital costs.

Managerial Implications

> Include capital cost reductions in pay-back

calculations for brand building

Capital cost reductions from brand assets should be
included in brand building decisions. Investments in
the firm'’s brand assets lead to reductions in the firm'’s
cost of capital. Such savings should be included in
pay-back calculations for brand-building investments.
For instance, for the average firm on our study, a one
standard deviation increase in brand equity (roughly
8 points on a 100-point scale) corresponds to a full
two category improvement in the firm's credit rating.
The average firm in our sample has USD 10 billion in
long-term debt; a two category credit rating improve-
ment (from the sample average of BBB+) corresponds
to a 40 basis point reduction in the cost of capital.
This translates into savings of almost USD 40 million
per year in debt service alone.

> Point capital cost savings of CBBE out in negotiations
for brand-building budgets
When marketers attempt to persuade chief financial
officers and others of the value of investments in the
firm’s brand assets, they should include reductions in
the firm'’s cost of capital in their payback calculations
and emphasize this “added value” of brand equity.

> Include CBBE information in financial reporting
In addition, our findings have important implications
for financial reporting regulations. Accounting prin-
ciples suggest that firms' financial statements should
contain all possible information that may be valu-
able to investors. The results show very clearly that
information concerning firms' CBBE has risk-relevance
above and beyond the value of financial accounting
information contained in firms’ balance sheets and
income statements. Therefore, firms may want to vol-
untarily disclose brand equity information, such as the
results of consumer brand equity tracking studies.



> Support the development of standardized

measurement systems for brand assets

To advance the integration of CBBE information in
financial reporting, accounting regulators may want
to consider the development of standardized report-
ing requirements regarding firms' intangible assets
to help analysts and investors more accurately value
firms’ stock and debt. Marketing researchers can play
an important role in the development of standardized
measurement systems for assessing firms' brand assets.

Include brand management in

risk management strategies

Finally, investments in creating and maintaining
consumer-based brand equity are a direct way for
managers to reduce risks that are idiosyncratic to the
firm. Therefore, strategic brand management should
be viewed as an additional tool when planning and
executing firms’ risk-assessment and management
strategies. Our findings reveal that brand equity
has a particularly strong role in reducing firm risk
during stock market downturns. This has important
implications for brand-building and maintenance
expenditures during periods of economic contraction.
In particular, it suggests that simply reducing brand-
related expenditures during a recession (as is too
often the reaction) will likely contribute to increasing,
rather than decreasing, the firm's risk. o

oo

o O
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/// Trading causes participants to converge towards a consensus on feature preferences.
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PREFERENCE MARKETS IN NEW

PRODUCT DEVELOPMENT

Ely Dahan, Arina Soukhoroukova and Martin Spann

Preference markets address the need for scalable, fast and engaging market research in
new product development. The Web 2.0 paradigm, in which users contribute numerous
ideas that may lead to new products, requires new methods of screening those ideas for
their marketability and preference markets offer just such a mechanism. For faster new
product development decisions, a flexible prioritization methodology for product features
and concepts is tested. It scales up in the number of testable alternatives, limited only by
the number of participants. New product preferences for concepts, attributes and attri-
bute levels are measured by trading stocks whose prices are based upon share of choice
of new products and features. Benefits of preference markets include speed, scalability,

flexibility, and respondent enthusiasm for the method.

The Challenges of “Product Development 2.0”

In an environment of accelerating technology and short
product life cycles, one in which a plethora of product
concepts and features proliferates, new product develop-
ment teams need fast and accurate marketing research to
filter out the most promising opportunities. Smartphones,
video gaming systems, home entertainment, information
appliances, and other durable goods require development
teams to prioritize literally hundreds of design decisions.
There is a need to bridge the front-end and design phases
by narrowing many features and concepts down to those
key, make-or-break success factors. This requires a fast
prioritization methodology, one that scales up in the
number of testable product features and concepts.

The quantity of new product concepts and features to
be evaluated will steadily increase, driven by the Web
2.0 paradigm, in which users volunteer new product and
feature ideas over the internet. This new form of “col-
laborative creativity” generates thousands of possibili-

ties, and demands new methods of identifying the more
marketable ideas, and screening out those with lower
potential. In traditional market research, the more fea-
tures or product concepts to be studied, the greater the
number of participants and the cost and time required.
Limits on the number of questions for participants
derive from bounded rationality, respondent fatigue,
and time constraints. Faced with too many questions,
respondents may resort to simplifying heuristics, even
with tasks involving as few as 10 — 20 product features.

Trading Stocks to Reveal Preferences

Scalable preference markets are a flexible new mecha-
nism to test preferences for large numbers of new
product features and concepts. Preference markets
offer an ideal first-cut screening mechanism, thereby
complementing other methods such as conjoint analysis
and concept testing which perform better on a limited
number of attributes and product concepts. By relying
on the wisdom of crowds, preference markets identify
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{Box 1}

HOW PREFERENCE MARKETS FOR
NEW PRODUCTS WORK

1. Stocks represent product features
(e.g., form: brick, flip or slide phone)

2. Stock price represents market share for
feature (e.g., x % market share for a sat
navi sold at $ 59)

3. Participants buy and sell stocks according
to their expectations of a product features
market share

4. Market mechanism aggregates trading
behavior into market price

{Box 2}

BENEFITS OF THE METHODOLOGY INCLUDE

> Speed: it takes less than one hour per trading
experiment

> Scalability: the question capacity grows
linearly in the number of traders

> Flexibility: features and concepts can be
tested simultaneously

> Fun for participants: respondent enthusiasm
for the method

> High consistency and reliability across
trading experiments and against independent
surveys.

potential good and bad ideas. By engaging in stock
trading, in which the price of each stock represents the
degree of preference for a product attribute level, new
feature or fully integrated product concept, participants
reveal their own preferences and their expectations of
others’ new product preferences, and converge towards
an equilibrium which captures the consensus view.

Previous research on prediction markets has used stock
trading to forecast actual outcomes such as election
results, movie box office takings, or sporting event out-
comes. Preference markets, on the other hand, do not
predict actual outcomes, nor are they based upon exter-
nal information. Rather, they measure expectations of
others’ new product preferences, based upon individual
self preferences combined with insights about others.
While prediction markets typically run for weeks or lon-
ger, preference markets require only minutes, as there
is no outside “news" to affect the market. Participants
are presented with new product concepts and then trade
securities representing the competing designs. In effect,
traders place bets on those concepts which they expect
to curry favor with their fellow traders. Box 1 gives an
overview of the steps of a preference market mechanism
for the development of a new mobile phone.

Applicability of Preference Markets at the Different
Phases of New Product Development (NPD)

Preference markets can be applied during the four
phases of new product development. In the early idea
generation and concept selection phases, preference
markets can narrow potential concepts and product
attributes to a manageable number, focusing resources
where they will yield the greatest marginal benefit. In
the later detailed design and testing & launch phases,
preference markets can help assess price sensitivity,
detailed new product feature preferences, and optimal
advertising and promotion. However, at these later
stages (especially during testing & launch), preference
markets are only a special case of prediction markets
that forecast the market potential of a product prior to
introduction. A primary distinction of preference mar-
kets in the latter NPD stages is that the concepts tested
need not ultimately be launched, and actual outcome is
not required as is the case for prediction markets. For
example, an NPD team might use preference markets
to test potential advertising campaigns, price points or
distribution strategies prior to product launch. Only one
option will be realized based on the new product pref-



Table 1:
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PREFERENCE MARKETS AT KEY PHASES OF NEW PRODUCT DEVELOPMENT

Idea Generation

Concept Selection

Detailed Design

Testing & Launch

Who?
(Ideal respondents)

Cross-section of people in
the market

Potential consumers;
firm’s employees

Target market members;
designers & engineers

Target market members;
company managers;
channel

a few

concepts

for features

What? Competing (i.e., mutually Competing integrated Mutually exclusive Final design at various

(Stock types) exclusive) ideas and product concepts attribute levels at varying prices; potential ads and
attributes prices and performance promotions

How? Subgroups of people trade Subgroups of people Traders focus on two or Trade ads, channel

(Market formats) overlapping subsets of trade competing detailed more attribute areas of options, and the product
rough ideas and attributes concepts with varying interest with some overlap priced at different levels

prices
Why? Narrow many ideas and Rate or rank the most Measure preference Design optimal pricing,
(Objectives) attribute levels to just promising integrated intensity and tradeoffs promotion and channel

strategy

erences of the traders, but the lack of actual outcomes
does not prevent preferences from being measured.
Table 1 summarizes the conclusions about who should
participate in preference markets, which stock types can
be tested and how these markets could be implemented.
Further, it provides information on the objectives of run-
ning preference markets at the four key stages of new
product development.

From Table 1, we see that preference markets appear
to be particularly beneficial in the early stages of NPD
as a way of prioritizing design decisions and allocating
resources. They complement other market research
methods, such as conjoint analysis and virtual concept
testing, which perform better with a limited number of
attributes and concepts, and which are geared to indi-
vidual preference measurement.



FIGURE 1:
Pictures of Features and Their
Levels Used in the Studies:

6 Mutually Exclusive
Smartphones (each of the
6 categories totals 100 %)

19 Binary Smartphone Feature
Levels (each garners between
0% and 100 % “share” at the
feature price shown)

30 Binary Smartphone Feature
Levels (each garners between
0% and 100 % “share” at the
feature price shown)

Color: Basic Black

Color: iPod Metallic Pink

Cell Network: Nextel

* cingular

fits you best”

Cell Network: Verizon

Form: Brick

Brand: Blackberry

Brand: SonyEricsson

Changeable Faceplates
($10)

Form: Slide Open

Oper. System: Palm

Oper. System: Microsoft

Sony Ericsson

Video Camera Phone
($79)

MiniKeyboard Input
($0)

Size: Reduce 5" to 3"
($ 40)

MP3 Player ($ 49)
FM Radio ($ 25)

12-key number pad
($0)

Wt: Reduce 60z to 3 oz
($36)

European compatible
($30)

Stylus / Touch Input
($30)

Upgade: Mono to Color
($99)

SLOT for Compact Flash
($15)

Bletooth
(549)

Screen: HiRes 320 x 320
($55)

SLOT for Memory Stick
($15)

USB connect
($15)

Push e-Mail mode
($10)

SLOT for Secure Digital
($15)

WiFi wireless networking
($49)

GPS Mapping & Navigation
($129)

Memory Upgrade to 32 MB
($25)

Infrared
($5)

Camera: 1 Mpixel no zoom

($25)

Memory Upgrade to 64 MB
($50)

Chip: 166mhz 3x speed
($49)

Flash for Camera
(S 20)

Hands free auto kit
($50)

Battery: Upgrade 8hr to 24hr
($99)

Camera: 5 Mega Pixel 3 x zoom
($99)

E-Wallet
($25)

Leather case
(529)
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FIGURE 2:
Updated Multi-Screen User
Interface for Survey and
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TABLE 2:

Comparison of Preference
Markets with Conventional
Methods

User Design

Conjoint Analysis

Self Explicated

Preference Markets

Description Individuals customize Individuals rate, rank or Individuals rate Trader groups achieve
optimal products choose feature bundles the importance of consensus through
unbundled features trading
Advantages Identifies optimal Quantifies trade-offs Quantifies individual Measures consensus

feature bundles from
many combinations;
engaging task

over a finite number
of features; measures
individual utility

trade-offs over more
features; easier task

preferences over many
features and concepts;
scalable; engaging, fun

Disadvantages

Does not measure
trade-offs; setup costs
can be high

Task difficulty, response
error, complex analysis

Potential problem of
“everything is important”

Group preferences
only; simultaneous
participation needed

Best Fit Applications

Customized goods;
optimal bundles;
Key feature go/no go's

Optimal design/price
and positioning for a
few key decisions

When conjoint is too
difficult or costly,
or too many features

Narrow many options,
group consensus;
when speed is key

Testing Preference Markets with MBA Students and
Corporate Employees

Two studies were designed to check whether the antici-
pated advantages can be realized in real product devel-
opment settings. The smartphone product category was
chosen to test scalable preference markets, first with
MBA students (116) at a major Western U.S. Business
School in a laboratory-like setting, then with managers
and engineers (63) at a multinational corporation in a
field test. The test involved 56 different design and con-
cept stocks (see Figure 1 on the page before for pictures
of features and their levels).

The objective of the study was to test the tools used for
the survey as well as some key aspects of preference
markets: scalability, flexibility and learning. In advance
of trading, each participant completed (1) a self survey,
as shown in Figure 2(a), to be compared with (2) a sec-
ond survey of expectations of others. The stock trading
user interface, depicted in Figure 2(b), provided traders
with short descriptions and images and real-time trad-
ing information (see Figure 2a/b on page before).

The real experiment was conducted at a large U.S. firm’s
corporate headquarters, with over 60 % of participants
accessing the market remotely from their offices.
The remote participants learned how the experiment
worked through a live, 15-minute video webcast
with audio questions and answers. This experiment
employed the same user interface and experimental
design as the first study.

During the 50 to 60 minute duration of the experiments,
traders attempted to maximize the value of their respec-
tive portfolios, including the market value of all stocks
and cash. Participants can either buy or sell shares of
stocks based on the comparison of the current market
price of a stock and their assessment of the stock’s
true value. For example, if a participant thinks that the
predicted market share for a feature (e.g., “operation
system Palm”) is too low (i.e., the current price for this
stock at the market is too low), the participant can buy
shares of this stock. The market pricing mechanism
incorporates this participant’s information, because buy-
ing shares increases the price of this stock.



Evaluation of Preference Market Data Compared to
Survey Data and Other Forms of Market Research

> Trading stocks helps to converge towards a consensus
In both studies, respondents are accurate in esti-
mating each other’s preferences. Whereas surveyed
expectations of others are biased by participants’
own preferences, these biases are overcome in the
stock trading data by the market pricing mechanism.
Further, trading stocks results in a significant amount
of learning among traders. Specifically, traders
update their beliefs about others based on the stock
prices they observe. So, it appears that the process
of trading causes participants to converge towards a
consensus of opinion. The learning aspects of scalable
preference markets could be particularly useful for
product categories in which individual new product
preferences are shaped by others, such as fashion
goods, or those with network externalities.

> Trading stocks helps to reduce options to a manageable set
Table 2 compares preference markets with other
methods, and highlights their scalability. Preference
markets complement other methods by narrowing
a large number of potential product features and
concepts to a manageable set that can be further
analyzed at individual level using other approaches.
Further, distinct benefits of preference markets over
survey-type methods are interaction, competition,
and learning among participants. More importantly,
preference markets scale up in the number of
respondents much more easily than surveys.

> Individual preference cannot be measured

However, an important limitation of scalable prefer-
ence markets is that they do not measure individual
preferences. Our results demonstrate that markets
achieve a consensus about expectations of average
preferences, and do not provide insight about dis-
tinct individuals. To measure heterogeneity, methods
such as conjoint analysis are better suited to the task
(see Table 2 on page before).

> Trading software and infrastructure are required
Implementation of preference markets in firms re-
quires the firm, or outside consultants it may engage,
to develop trading software and infrastructure. Re-
spondents need to be taught the mechanics of trad-
ing and the underlying meaning of each stock. The
key outcomes, the stock prices themselves, become
known to all traders immediately, so data security

New Methods | Vol. 3, No. 2, 2011 / GfK MIR

60% —

50% —|

30% —|

20% —|

10% —|

0%

Enjoyed Enjoyed Enjoyed Enjoyed Enjoyed
the Survey the Survey Both About Stock Trading ~ Stock Trading
Much More More the Same More Much More
B Study 1 (n=78) | Study 2 (n=55)
may pose a problem. And the market mechanism  FIGURE 3:
Which Method Did

itself pulls no punches; the consensus view, whether
positive or negative, becomes instantly transparent.
Champions of specific product ideas may not readily
accept negative outcomes, a challenge with any market
research, but one which might be exacerbated by the
immediacy of preference markets.

> The method works and is enjoyable for participants
Scalable preference markets perform well with stu-
dents and in the field, with managers and employees
trading in an efficient manner. The majority of traders
mastered the user interface and were able to trade re-
motely from their offices. In a post survey, respondents
indicated their relative preference between surveys
and stock trading. The results are shown in Figure 3.

» Respondents express a strong prefe-
rence for trading stocks over answering
surveys. And they learn from each
other while trading, updating their
expectations in a way that converges
towards a clearer consensus. «

Respondents Prefer:
Survey or Stock Trading?

23
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TABLE 3:

“Triage” of Smartphone New
Product Preferences as of
2005

Preferred by a Majority

Heterogeneous Preference

Rejected by a Majority

> Small Size & Weight (3 4") > Oper. System (Microsoft rising) > Hands-Free Operation

> Color Display (320x240+) > Memory Capacity & Battery Life > Bluetooth, Infrared, USB

> Camera (quality rising) > Mini Keybd. vs. 12 key vs. Stylus > GPS (but rising)

> Verizon Cell Network > WiFi Capability and Push Email > FM radio, Video Camera

> Black or Silver Phone > Slot types (SD rising) > Changeable Faceplates
> MP3vs. TV > European Compatibility

> Phone Brands and Models

e-Wallet

\%

There was near-unanimity in preference for stock trad-
ing over surveys. Scalable preference markets differ
from surveys in that they include elements of competi-
tion, interaction, gaming, learning, and the opportunity
to gain recognition and win prizes, which might explain
the strong result. In addition, 75 % of the industry ex-
perts in Study 2 expressed a willingness to participate
in a preference market again.

Evaluation of Preference Market Data
Compared to Real Data

Validating methods with actual, external data poses
a challenge in new product development research, as
many of the ideas tested may not exist. And even in the
case of existing features and concepts, access to accu-
rate data may be limited. Instead, new product releases
and comparisons to prior market research studies offer
at least some degree of validation of the accuracy of the
results. Therefore, results from the survey were com-
pared to real product developments of mobile phones at
the time of the experiments.

Looking across both experiments, several clear trends
emerge in the data. Five smartphone traits were pre-
ferred by the majority, even at a price premium, in virtu-

ally every survey and preference market (see Table 3).
These five features can be interpreted as “must haves”,
while ten others were consistently rejected by over two
thirds of respondents. The rejected smartphone aspects
may represent low-priority, or niche, design consider-
ations. From a marketing perspective, the features in
the middle represent differentiation opportunities that
merit further study. Scalable preference markets facili-
tate the “triage” of customer preferences; design teams
may prioritize opportunities and focus their product
development efforts.

Interestingly, Nokia, Motorola, and BlackBerry launched
smartphones in 2006 that largely fit Table 3 and
appeared to be converging towards a dominant design.
On January 27, 2007, Apple shook up the smartphone
market by humanizing the dilemma of keypad vs. mini-
keyboard vs. stylus user interface with its innovative
touch screen interface, which has the added benefit
of greater screen real estate in many applications. The
iPhone included all of the “preferred by a majority” fea-
tures identified by our studies, except for the cell network
for which Apple opted to strategically partner with AT&T,
and, with the exception of Bluetooth, left out all of the
features "rejected by the majority.” Thus, the data offers
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example, the top 5 —10 stocks may merit further study
via conjoint analysis. The number of features and con-
cepts that can be tested scales in the number of trad-
ers, with one trader per stock representing a minimum.
Respondents express a strong preference for trading
stocks over answering surveys. And they learn from each
other while trading, updating their expectations in a way
that converges towards a clearer consensus.

However, the evidence presented is based on a single
product category. It remains to be seen how well the
method will translate in contexts in which the innova-
tion type, product type, or customer characteristics
vary. Considering the scalability, flexibility, speed, and
attractiveness to respondents of preference markets,
the authors anticipate that the methodology will gain
adherents over time, enabling firms and their product
development teams to prioritize the features and con-
cepts that address the consensus opinions of the market.
Preference markets may perform in a surprisingly robust
way, much as heterogeneous investors do in financial
markets, in evaluating numerous industries and firms. o

KEYWORDS:

Product Testing, New Product
Development, Virtual Stock Markets,
Product Design, Preference Markets,
Information Markets,

Scalable Market Research
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{ New Strategies }

Sorting out the “wrong” products or brands may result in reduced customer satisfaction.
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Reducing Assortments without Losing Business
KEY LESSONS FOR RETAILERS AND
MANUFACTURERS

Laurens Sloot and Peter Verhoef

To gain efficiencies in the supply chain, retailers regularly consider which items of prod-
ucts or brands they can delist. However, increased efficiency is not granted when products
are dropped. Choosing the “wrong" products or brands may result in reduced customer
satisfaction, lost category sales, or increased store switching behavior. The detergent
assortment reduction at a Dutch retailer showed that sales losses can only be observed
in the short run and that the reduced assortment is more attractive, especially to new
buyers in the category. A survey across multiple categories revealed that negative effects
of delisting are less risky for weaker brands and utilitarian products. Retailers are well-
advised to be cautious with dropping strong, hedonic brands and use a set of criteria to
make the best delisting decisions. Manufacturers should apply approaches depending on
the strengths of their brands when confronted with an impending delisting.

The Boon and Bane of Delisting Products
To gain efficiencies in the supply chain, retailers regularly

> Some retailers (e.g., Wal-Mart, Home Depot, Gap)

are now considered strong brands themselves and
consider which items of products or brands to delist. have developed successful store brands. These
retailers’ assortments, in addition to other factors

such as their price and service level, represent an

There are several arguments why assortment reductions
are necessary from time to time.
important point of differentiation. For example, one

> In many cases, assortments that are too large confuse Dutch retailer delisted hundreds of national brands

rather than delight customers. Too many products
within a product category may lead to increased
search effort (time and perceived difficulty) and can
even result in consumers “surrendering” and leav-
ing the shop without making a purchase. To keep an
assortment up to date and to adopt innovations with-
out it becoming too large, it is necessary to regularly
delist products or brands.

because it wanted to create more shelf space for its
profitable, distinctive store brand.

Since the mid-1990s, many retailers have adopted
a category management model that assigns specific
category roles to each product category. For example,
a service retailer may decide to lower the number
of premium brands it offers in a product category
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{Box 1}

EXPERIMENT:
REDUCING THE ASSORTMENT
OF DETERGENTS BY 25%

The study was conducted in close cooperation with
a major Dutch retailer. We used customer loyalty
card data from over 25,000 households in two test
stores and two control stores to assess the short-
term and long-term category sales effects of an assort-
ment reduction. The retailer aimed to save costs in
the supply chain and reduce complexity by lowering
the number of items in various categories, particu-
larly those defined as “routine categories”.

The retailer used to offer 150 different detergent
items in their assortment. Despite this large number
of items, this category performed below its fair sha-
re compared with a price-aggressive competitor of-
fering only approximately 80 items in its detergent
assortment. Hence, the retailer decided to remove
37 of its items from the total of 150. The removed
items constituted 25 % of the total number of items
in the category and 14 % of category sales.

Category space was held constant by giving the
remaining items more shelf space and keeping the
overall structure (e.g., location of items on the shelf)
of the presented assortment constant. Furthermore,
no new items were introduced during the test.

Sales data before and after the assortment reduction
were collected from two test stores and two control
stores. Consumer perception data were collected in
the two test stores before and after the assortment
reduction occurred.

On the basis of the outcomes of this project, the
retailer decided whether the assortment reduction
would be rolled out nationwide and, if necessary,
which adaptations it needed to make.

because it has changed the category role from des-
tination to a routine, thus making the category less
important in the overall retailers” positioning.

> Further, retailers can exert buying power over sup-
pliers by threatening to delist brands if buying
conditions are not improved. They delist brands to
punish suppliers who do not accept the stipulated
conditions. Although some moral issues surround
this topic, retail boycotts of individual brands are no
longer exceptions. For example, the UK retailer ASDA
refused to stock the Procter & Gamble brand Charmin,
and the German retailers Edeka and Metro delisted
some national brands because they were unsatis-
fied with the pricing and distribution policy of those
manufacturers.

However, increased efficiency is not guaranteed when
products are delisted. For instance, strong brands might
be more critical to remove than less well-known brands
and reactions on delisting functional products might
be different from more hedonic brands. Choosing the
"wrong" products or brands may result in reduced cus-
tomer satisfaction, lost category sales, or increased store
switching behavior. This is what happened to a large
national grocery retailer in Austria, which delisted a
high-scale regional sausage brand (Neuburger) because
the manufacturer did not accept the price pressure
exerted by the retailer. A small but determined group
of Neuburger-fans called for a boycott against the chain
and fervently demanded the relisting of the brand. The
“David and Goliath” scenario attracted a good deal
of attention and received extensive media coverage.
Within a short space of time, the retailer was forced to
reintroduce the brand (accepting the conditions of the
manufacturer) to prevent increased boycotts and fur-
ther damage to its image.

Therefore, if assortment reductions shall prove to be a
boon and not a bane, it is necessary to analyze possible
consumer reactions and carefully consider which prod-
ucts and brands should best be delisted.

Effects of Assortment Reductions

Two studies provide new insights on effects and reac-
tions on reducing assortments. This involved tracking
actual changes in category purchase behavior by old
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and new customers, as well as their perceptions of
assortment variety and search time (see Box 1). An
additional survey investigated consumer reactions on
the delisting of different types of brands.

The assortment reduction experiment had the
following results:

Short-term losses decrease over time

The assortment reduction led to significant sales losses
of about 20 % in the short term. However, these losses
gradually disappeared over the first 12 weeks and
only minor, non-significant, sales losses were found in
the following weeks. The short-term sales losses were
mainly caused by former buyers of delisted items.
Former non-buyers of delisted items did not show
significant changes in detergent purchases in the
post-reduction period compared with the pre-delisting
period. On the other hand, the “cleaned-up” assortment
attracted more new detergent buyers than the former
assortment (see Figure 1). This finding confirms that
too much choice may actually distract consumers from
buying the product or may cause consumers to buy the
product at a competing store.

The perceived assortment variety does not change

Consumer survey data in the test stores showed that
perceived assortment variety among consumers did
not change after the assortment reduction occurred.
This indicates that even a large cut of 25 % of the items
does not necessarily lead to lower choice perceptions
among detergent buyers. Comparable results were
found in studies that were conducted in product groups
like cosmetics and bread fillings.

The “cleaned-up” shelf lowers search
costs among buyers

The detergent shelf was evaluated as significantly bet-
ter in terms of perceived search efficiency by detergent
buyers in the after-reduction group than the before-
reduction group (4.1 versus 3.7 on a 1 -5 scale). This
finding is confirmed by the results for actual search
time in front of the detergent shelf, which demon-
strate that the after group used significantly less time
to buy the first detergent item than the before group
(14 seconds versus 20 seconds).

15% 7

10%

5%

0 T T

week 0 week 26

Start experiment

= Additional sales generated by new buyers in
test stores (% of total detergent sales)

The reduced assortment is more attractive

Assortment satisfaction increased after the assortment
reduction. Further, the stores where the assortment
reduction was implemented attract more new buyers
to the category.

Consumer reactions depend on the type
of product or brand

Typical consumer reactions to the dropping of different
brands constituted the focus of study 2 (Box 2). Because
brands differ in terms of brand equity, we investigated
whether consumers react differently to a delisting of
a strong brand (high-equity brand) compared to the
delisting of a weak brand (low-equity brand).

» For most retailers, delisting strong
brands will have negative sales effects,
especially in the short term, and will
create customer dissatisfaction «

FIGURE 1:

Development of Category
Sales of New Buyers in
Test Stores, Corrected for
Control Stores
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{Box 2}

INVESTIGATION OF
DELISTING IN MULTIPLE
CATEGORIES

In a survey, we interviewed a total of 1,213
consumers directly after they purchased a
specific product at 16 stores of four com-
peting major Dutch retailers. The supermar-
ket concepts in half of the stores were price
oriented, while the other half were service
oriented. We asked consumers about their
reaction if the retailer would (hypothetically)
delist the brand they had just purchased. The
interviews were limited to brands in ten pre-
selected product groups, consisting of utilita-
rian products (such as detergent, toilet paper
and margarine), as well as hedonic products
(such as beer, cola and coffee).

Most consumers indicated that they would stay loyal to
the supermarket if it delists their primary brand. How-
ever, on average 12 % of the consumers indicated that
they would visit the store less frequently or stop if it del-
ists one of its primary brands. In the case of a high-equity
(=strong) brand delisting, this percentage increases
to 17 %, while it is only 8 % for low-equity (= weak)
brands. Furthermore, consumers’ reactions to a brand
delisting also differ depending on the product category.
In utilitarian product groups, such as toilet paper,
detergent or frozen vegetables, only 5 % of consumers
indicated that they would visit the store less frequently
following a brand delisting (see Table 1). This percent-
age is much higher for brand delistings in hedonic prod-
uct categories, such as beer, cola or cigarettes. In these
product groups, about a quarter of the consumers indi-
cated they would visit the store less frequently if their
primary brand were to be delisted.

Key Lessons for Retailers

The examples mentioned before show that delisting
products is risky. Nevertheless retailers need to be criti-
cal as assortments seem to become cluttered over time
and reducing assortments is a necessity for the above-
mentioned reasons. However, retailers should apply the
following recommendations.

> Beproactive and reduce assortments on a regular basis
First of all, it is important to recognize that extensive
assortments lead to higher costs in the supply chain, so
why wait with reducing assortments until a new prod-
uct introduction needs shelf space? It is better to use
a clean-desk policy and just remove 2 % or 3 % of the
items that do not clearly add value every time that a new
shelf planogram is made (usually 2 or 3 times per year).

> Be careful with delisting strong or hedonic brands
Consumers are very sensitive to delisting of high-
equity brands in hedonic product categories, so retail-
ers should be careful with this part of the assortment.
This is particularly true for service-oriented offers, as
these customers are generally more critical towards
reductions. Further, when reducing assortment, be
aware that consumer react more strongly to a total
brand reduction then a reduction of several varieties
and/or formats of that brand.

> Use several economic criteria to decide about delisting
When starting the reduction process, segment the
assortment within the category in more or less homo-
geneous sub-segments and ideally look for products
that could substitute each other. If a product is really
unique in terms of brand equity, product function or
price level it probably serves an important function
and should not be reduced. Then list the products that
could be delisted and evaluate the gross margins of
each of the products. Products that still add value in
terms of turnover and gross margin might stay in the
assortment. Other products can be delisted or could be
used to renegotiate with manufacturers to improve
their profit. In this way, retailers can improve their
profit in two ways. First, because reducing items leads
to lower supply chain costs and second, because better
conditions can be negotiated with manufacturers.
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> Short-term sales effects can be misleading

Be aware that short-term effects of reductions are
more negative than long-term ones. The time span for
analyzing these effects of an assortment reduction
must be long enough to include long-running effects.
For example, in a category like detergents, a time span
of 12 weeks would be sufficient. In other categories,
such as soft drinks, beer or other frequently purchased
products, the time span can be shorter (e.g. 6 weeks)
in order to estimate long-term effects. Short-term
effects can be partially offset by in-store information
on good alternatives for the removed items.

Key Lessons for Manufacturers: Fight or Give in?

A very relevant question for brand manufacturers is
how they should react when faced with a brand delist-
ing threat by the retailer. Figure 2 (next page) shows
possible reac-tions of manufacturers and their short and
long-term consequences in a regular negotiation scena-
rio: a brand manufacturer wants to increase its price by
3 %, for example due to cost price increases of raw ma-
terials, and a retailer refuses to pay extra for the brand.

will visit the store less freguetritly

In some cases this can lead to a situation where a
retailer threatens to delist or actually delists the
manufacturer’s brand. In the Netherlands, this situation
occurred with famous brands, such as Heineken and
Coca-Cola. Of course, you can make concessions as a
manufacturer and forfeit the price increase, however, in
that case the manufacturer’s margin would suffer. The
manufacturer can also choose to fight, at the risk of the
brand losing distribution for a shorter or longer period of
time. In this scenario, the retailer has to decide to delist
or not to delist the brand. In case of a brand delisting,

» It is better to use a clean-desk
policy and every time that a new
shelf planogram is made. «

TABLE 1:
Consumer Reactions
Toward a Brand Delisting
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FIGURE 2:
Retailers’ Reactions to
Brand Delisting
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the retailer may experience negative consumer reactions
and both the retailer and manufacturer would lose out.
A further possibility is that the retailer delists the brand
and experiences almost no negative effects. In turn, the
manufacturer might decide to give in to the retailers’
demands to reassure distribution at the retailers’ stores.
In that case, the manufacturer has lost the battle. The
following recommendations should help to find the best
negotiation strategy for manufacturers when a retailer
wants to improve its margin at their expense.
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» For most retailers, delisting strong
brands will have negative sales effects,
especially in the short term, and will
create customer dissatisfaction «



> Keep building strong brands

The best strategy against brand delisting is to build
a strong brand. For most retailers, delisting strong
brands will have negative sales effects, especially in
the short term, and will create customer dissatisfac-
tion. In an era where consumers become more power-
ful through social media, retailers definitely do not
want unsatisfied and heavily disappointed customers
who are unable to find their favorite brand.

Understand the strength of your brand

The worst reaction is that a manufacturer follows
the retailer and lowers the buying price. This is ulti-
mately devastating for the brand, as margin erosion
will lead to lower investments in branding. The net
end result will be a brand delisting in the next three
to five years, as brand equity weakens even further.
For weak brands, giving in seems to be the only
alternative when faced with a brand delisting. They
should strive to remain an attractive partner for
retailers by providing good margins. Moreover, they
could strive to establish closer relationships and also
aim to produce private labels. One key prerequisite is
that the manufacturer become very efficient.

Be proactive and cooperate with key retailers
Manufacturers should be as pro-active as retailers.
They must stay up to date with the latest category
developments and aim to understand the drivers
behind retailers’ assortment decisions. Based on this
sound understanding and extensive consumer insights,
they should aim to develop category plans. This should
occur in collaboration with retailers, which guarantees
them a leading role in the category’s development in
the coming years. *

New Strategies [ Vol. 3, No. 2, 2011 / GfK MIR 33

FURTHER READING

Boatwright, Peter M. and Joseph C. Nunes (2001),
Reducing Assortment: An Attribute-Based
Approach. Journal of Marketing 65 (July), 50 — 63.

Broniarczyk, Susan M. and Wayne D. Hoyer (2005),
Retail Assortment: More # Better. In: Retailing in
215t Century, Manfred Krafft and Murali K. Mantrala,
eds., Springer Verlag, Berlin, 225 — 238.

Dreéze, Xavier, Stephen J. Hoch and Mary E. Purk
(1994), Shelf Management and Space Elasticity.
Journal of Retailing 70 (4), 301 - 326.

Iyengar, Sheena S. and Mark Lepper (2000), When
Choice is Demotivating: Can One Desire Too Much
of a Good Thing? Journal of Personality and Social
Psychology 79 (December), 995 — 1006.

KEYWORDS:

Assortments, Assortment
Reduction, Delisting,
Consumer Decision Making,
Category Management,
Shopping Behavior



34 GfK MIR / Vol. 3, No. 2, 2011 / New Strategies

{ New Strategies }

Mere compliance has a mainly negative impact on employee brand-building behavior.
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Turning Employees into Brand Champions:
LEADERSHIP STYLE MAKES A DIFFERENCE

Felicitas M. Morhart, Walter Herzog and Torsten Tomczak

How can managers elicit brand-building behaviors on the part of frontline employees?

When comparing brand-specific “transactional” and “transformational” leadership styles,

the latter clearly outperforms the former. Transactional leaders influence followers through

a process of compliance, leading to increased turnover intentions and a decrease in in-role

and extra-role brand-building behaviors. In contrast, brand-specific transformational lead-

ers influence followers through a process of internalization, leading to decreased turnover

intentions and an increase in in-role and extra-role brand-building behaviors. When com-

bined, however, a medium level of transactional leadership maximizes the positive effects

of transformational leadership.

Contact Personnel’s Role for Service Brands

Imagine a typical scene in a Starbucks café: teenagers,
young mums, students, and professionals are sitting in
cosy chairs, reading, talking, and working. The “baris-
tas” are busy serving customers at the counter with a
warm smile and take the time to have a friendly chat,
while preparing their customers’ preferred drinks which
they remember from last time’s order. This is Starbucks’
famous “third place” experience — feeling at home
although you are not — which is mainly created by the
dedicated staff.

This example shows that employee performance plays
a vital role for the success of a service brand. Unlike
pure product brands, where consumers’ perceptions

of a brand derive predominantly from a product’s tan-
gible features, customers’ perceptions of a service brand
depend highly on the behavior of frontline staff.

Thus, the task of stimulating employees to build and
strengthen an organization’s brand image — that is,
motivating them to act as “brand champions” —is a
challenge for service businesses in many industries.
The question of how to promote brand-supportive
behaviors on the part of frontline workers becomes
increasingly relevant, which underlines the impor-
tance of a professional “internal brand management.”
Among other inner-organizational variables, supervi-
sory behavior is assumed to be one of the key driving
forces in this effort.
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How Frontline Employees Build Brands
in the Minds of Customers

Customer experiences with frontline personnel have a
strong impact on the perception and image of brands,
especially in the field of services. Ideally, the contact per-
sons act as “brand ambassadors”, “brand champions”,
or "brand evangelists” and transform brand vision into
brand reality. “Employee brand-building behavior” goes
beyond employees’ delivering high service quality. It is
their contribution (both on and off the job) to an orga-
nization’s customer-oriented branding effort which is
reflected in various forms of behaviors:

Retention refers to employees’ upholding their profes-
sional relationship with the corporate brand and its cus-
tomers. In service business, a firm’s ability to maintain
stability in its customer contact staff is crucial: frontline
employees are a service brand’s humanization which
enables customers to form an emotional connection to
it. Long-lasting relationships are likely to spark feelings
of closeness, affection, and trust of customers toward
brand representatives, which pays into a brand’'s com-
petitive advantage. However, when customers are con-
fronted with ever-changing contact personnel, they will
struggle to develop such a valuable relationship with the
corporate brand.

In-role brand-building behavior refers to frontline
employees consistently and dependably meeting the
standards prescribed by their organizational roles as
brand representatives (either written down, in behav-
joral codices, manuals, display rules, etc., or unwritten).
Specifically in the service context, customers’ brand
experience depends on frontline employees’ behavior.

» Brand-specific transformational
leadership is more effective in
enhancing brand-building behaviors
among employees than brand-
specific transactional leadership. «

Thus, it is crucial that representatives treat customers
in a way that is consistent with the brand promise that
the organization conveys through its public messages.

Extra-role brand-building behavior refers to employees’
discretionary actions going beyond the prescribed roles for
the good of the corporate brand. Of most interest in terms
of branding efforts toward customers are participation (on-
the-job) and positive word-of-mouth (off-the-job). First,
employees who actively participate in brand development
(e.g., by internally passing on branding-relevant customer
feedback from customer touch points) provide a company
with high-quality input for its brand management. Second,
employees’ personal advocacy of the organization’s prod-
ucts and services outside the job context is a credible form
of advertising for actual and potential customers.

Leadership Styles and Frontline Employees’
Brand-Building Behaviors

In internal marketing and brand building, the role of
leaders has proven to be essential. Therefore different
leadership styles are expected to have an impact on the
aforementioned brand-building behaviors of frontline
employees. In leadership research, two generic leader-
ship philosophies are discussed: transactional and
transformational leadership. Transactional leaders act
differently from transformational leaders and activate
different psychological processes on the part of their
employees, which in turn trigger different brand-build-
ing efforts.

Brand-Specific Transactional Leadership (TRL)

TRL is founded on the idea that leader-follower rela-
tionships are based on a series of exchanges or implicit
bargains in which followers receive certain valued out-
comes on the condition that they act according to their
leaders’ wishes. Typical manifestations of a transactional
leadership style are “Contingent Reward Systems” and
“Management by Exception”.

> Contingent Reward refers to a leader clarifying
expectations for followers and offering recognition
when goals are achieved. Rewards are contingent on
effort expended and performance level achieved. In
a branding context, it refers to specifying behavioral
standards for appropriate exertion of followers' roles
as brand representatives and offering rewards when
role-expectations are met.
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>

Management by Exception describes a leader moni-
toring and reprimanding followers for deviances from
prescribed performance standards, as well as taking
immediate corrective action against poor perfor-
mance. In a brand-specific context, Management by
Exception means clarifying what constitutes inef-
fective performance of a brand representative and
punishing for being out of compliance with standards.
This implies closely monitoring for deviances, mis-
takes, and errors and then taking corrective action in
case they occur.

Brand-Specific Transformational Leadership (TFL)

TFL implies aligning followers’ values and priorities with
the organization’s goals in order to accomplish higher-
order objectives. TFL is believed to surpass the impact
of TRL on follower performance in that transformational
leaders elicit extra-role behaviors in addition to in-role
behaviors from followers. Typical behaviors reflecting
a transformational leadership style in general, and in
brand building in particular, are:

>

Charisma (Idealized Influence) is the degree to which
the leader behaves in admirable ways and causes
followers to identify with him or her. In a branding
context, it means acting as a role model in terms of
authentically “living” the brand values.

Inspirational Motivation refers to a leader’s ability to
create a sense of collective mission among followers
by articulating a compelling and differentiating brand
vision, as well as arousing personal involvement and
pride in the corporate brand.

Intellectual Stimulation means that a leader provides
followers with challenging new ideas that are sup-
posed to stimulate rethinking of old ways of doing
things. The leader makes followers rethink their jobs
from the perspective of a brand community member,
as well as empowering and helping followers to inter-
pret their corporate brand’s promise and its implica-
tions for work in their individual ways.

Individualized Consideration refers to coaching and
mentoring while trying to assist each individual in
achieving his or her fullest potential and to grow into
their roles as brand representatives.

» Employee brand-building

behavior goes beyond
employees’ delivering high
service quality. «
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{Box 1}

MEASUREMENT SCALES FOR BRAND-SPECIFIC LEADERSHIP STYLES:

“MY DIRECT SUPERVISOR..."”

BRAND-SPECIFIC TRANSFORMATIONAL LEADERSHIP

Intellectual Stimulation

> ...re-examines critical assumptions of our brand
promise to question whether they are appropriate.

> ... seeks differing perspectives when interpreting
our corporate brand values.

> ...gets me to look at my job in terms of a
branding task.

> ...suggests a brand promoter’s perspective of
looking at how to complete assignments.

Inspirational Motivation

> .. talks optimistically about the future of our
corporate brand.

> ... talks enthusiastically about what needs to be
accomplished to strengthen our corporate brand.

> ... articulates a compelling vision of our corporate
brand.

> ...expresses confidence that brand-related goals
will be achieved.

Idealized Influence (Attributes)

> ...instills pride in me for being associated with
our corporate brand.

> ... goes beyond self-interest for the good of the
corporate brand.

> ... lives our corporate brand in ways that build my
respect.

> ... displays a sense of power and confidence when
talking about our corporate brand.

Idealized Influence (Behaviors)

> ... specifies the importance of having a strong
sense of our corporate brand.

> ... talks about our most important brand values
and his/her belief in them.

> ... considers the moral and ethical consequences
of our brand promise.

> ...emphasizes the importance of having a
collective sense of our brand mission.

Individual Consideration

> ... spends time teaching and coaching me in
brand-related issues.

> ...treats me as an individual rather than just one
of many members of [corporate brand name].

> ...considers me as having different needs,
abilities, and aspirations from other members of
[corporate brand name].

> ... helps me to develop my strengths with regard
to becoming a good representative of our brand.

BRAND-SPECIFIC TRANSACTIONAL LEADERSHIP

Management-by-Exception Active

> ... focuses attention on irregularities, mistakes,
exceptions and deviations from what is expected
of me as a representative of our corporate brand.

> ... keeps careful track of mistakes regarding
brand-consistency of my behavior.

> ... monitors my performance as a brand
representative for errors needing correction.

> ...is alert for failure to meet standards for brand-
consistent behavior.

Contingent Reward

> ... points out what | will receive if | do what is
required from a brand representative.

> ... tells me what to do to be rewarded for my
efforts for brand-consistent behavior.

> ... works out agreements with me on what | will
receive if | behave in line with our standards for
brand-consistent behavior.

> ... talks about special rewards for exemplary
behavior as a brand representative.




How Different Leadership Styles Affect Employees’
Brand-Building Behavior

In order to employ leadership techniques correctly for
brand-building efforts, it is necessary to understand
the different psychological mechanisms by which the
two leadership styles affect employees’ brand-building
behavior and how they interact in producing such
effects. For this purpose, a cross-sectional study with
regular face-to-face, written, and/or telephone customer
contact was conducted with 269 service employees of
a large telecommunications company in Switzerland.
Please refer to Box 1 for the measurement of the respec-
tive brand-specific leadership styles. Structural equation
modeling was used to analyze the data.

Psychological Mechanisms Triggered

by Transformational Leaders

Results show that brand-specific transformational leader-
ship is more effective in enhancing brand-building beha-
viors among employees than brand-specific transactional
leadership. The transformational approach works through
a process of internalization which leads to an increase in
employees’ in-role and extra-role behaviors such as parti-
cipation in brand development, advocacy of the corporate
brand, and a higher retention rate (see Figure 1).
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of Role Identity . g
Relatedness Behavior
to Brand
Brand-Specific Community
Transformational —‘H
Leadership
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That is, the effectiveness of a brand-specific transfor-
mational leader is based on his or her ability to make
followers integrate a brand-based role identity into their
self-concepts. This means that individuals have come to
accept the brand values as their own and thus perceive
value congruence between their own and the corporate
brand’s values (for example, when Avis’ brand promise
"We try harder” becomes a central facet in an Avis
employee’s general code of conduct). The internaliza-
tion process itself is triggered by the transformational
leader serving followers’ basic psychological needs of
(a) relatedness, (b) competence, and (c) autonomy. This
is achieved by (a) emphasizing followers’ membership
in the brand community, (b) teaching and coaching
followers to enact their brand-based role identity, and
(c) showing concern for subordinates’ feelings as indi-
viduals and therefore allowing choice and freedom in
how to interpret and enact their role identity as brand
representatives.

Psychological Mechanisms Triggered by

Transactional Leaders

In contrast, the study shows that brand-specific trans-
actional leaders influence their followers through a pro-
cess of compliance, which has a mainly negative impact

Retention

FIGURE 1:

Impact of Brand-Specific
Transformational and
Transactional Leadership

on Followers’ Brand-Building
Behaviors
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FIGURE 2:

Effect of Brand-Specific
TRL on the Effect of
Brand-Specific TFL

effect of brand-specific TFL —M8MMM >

on followers’ brand-building behaviors (see Figure 1).
Compliance follows from the transactional leader’s
merely instrumental command and control approach:
through prescribing detailed behavioral standards and
sanctioning followers’ abidance, such leaders thwart the
satisfaction of employees’ basic psychological needs
which would be necessary for an internalization process
to function optimally. As a consequence, followers do not
fully “take in"” the brand-based values and do not accept
them as their own with the consequence of a decrease in
brand-building behaviors and loyalty intentions.

Interactive Effects of Brand-Specific Transactional

and Transformational Leadership

The results presented so far are significant given the
fact that a transactional leadership style is still the most
common practice among managers in charge of customer
contact personnel (first and foremost sales managers).
However, most managers will exert neither a purely trans-

level of brand-specific TRL

formational nor a purely transactional approach, nor will
such an “either/or"” decision be advisable, because both
leadership styles have their merits. Therefore, interactive
effects between the two leadership styles were tested
by means of a nonlinear moderated regression analysis:

Brand-specific transactional leadership can function
either as a "“catalyst” or as a "neutralizer” for the positive
effects of brand-specific transformational leadership (see
Figure 2). When used at a low to moderate level, brand-
specific transactional leadership “adds” to brand-specific
transformational leadership, in that it strengthens the
latter’s positive effects (“crowding-in effect”). However,
when used at higher levels, brand-specific transactional
leadership undermines the positive effects of brand-spe-
cific transformational leadership (“crowding-out effect”).
Hence, the positive effect of brand-specific transforma-
tional leadership is strongest at an intermediate level of
brand-specific transactional leadership.



Practically speaking, even highly transformational leaders
are not assumed to be effective unless they also attend
to the task-oriented management aspect of their func-
tion (such as Management by Exception and Contingent
Reward). For example, a brand-oriented manager who
engages in transformational behaviors while completely
neglecting “hands-on" activities, such as clarifying tasks,
setting goals, and defining standards for performance and
compensation, is likely to be viewed by followers as too
quixotic, as a “windbag"”, with the consequence that his
or her transformational efforts lose ground. In contrast,
when used to the extreme, brand-specific transactional
behaviors may undermine the effects of transformational
behaviors: rigid behavioral prescriptions, strict control,
and emphasis on “pay-per-performance” pertaining to
brand-supporting behaviors contradict a leader’s trans-
formational efforts with regard to satisfying followers’
needs for autonomy, competence, and relatedness in their
roles as brand representatives. Consequently, too much
emphasis on transactional behaviors causes followers to
perceive their supervisor’s transformational behaviors as
inauthentic, even manipulative, thereby foiling their posi-
tive effects.

Summary and Management Implications

So, what can supervisors do to enhance brand-building
behaviors among frontline employees? This research
suggests that managers should make a paradigm shift
from the prevalent transactional to a more transforma-
tional leadership philosophy. At first glance, specifying
behavioral codices and scripts for employees dealing with
customers and then monitoring (e.g., through mystery
shopping) and rewarding appropriate demeanor might
seem to be an easy solution for obtaining adequate
performance from employees representing the firm.
However, such a highly transactional style seems counter-
productive in terms of followers’ motivational condition.
Managers would do much better by opening their minds
to a more transformational approach, which would entail
behaviors such as articulating a unifying brand vision,
acting as an appropriate role model by living the firm's
brand values, giving employees freedom to individually
interpret their roles as brand representatives, and provid-
ing individualized support by acting as a coach and men-
tor. This would allow employees to experience intrinsic
motivation in their roles as brand representatives, which
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» When used at a low to
moderate level, brand-specific
transactional leadership
“adds" to brand-specific
transformational leadership,
in that it strengthens the
latter’s positive effects. «
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FIGURE 3:
Managerial Guidelines

Brand-Specific
Transactional Leadership

> Employ concrete standards for adequate brand
behavior only in terms of helpful guidelines
and consciously point to their interpretability

> Do not use evaluations and feedback regarding
brand-consistent behavior as a form of
control and reprehension, but as a basis for
employees’ development

> Do not use awards and incentives to , buy”
brand-consistent behaviors, but as symbols
of true appreciation

Brand-Specific
Transformational Leadership

> Communicate convincingly an appealing
and differentiating brand vision to arouse
employees’ enthusiasm and pride for the
corporate brand

> Authentically embody the brand promise/
brand values on and off the job

> Help employees to think beyond their job
profile and to redefine their jobs from the
perspective of a brand representative

> Train employees to act in brand-consistent
ways and coach them to grow into their roles
as brand representatives

» A training and coaching
intervention can significantly improve
managers’ brand-specific leadership
style as perceived by their subordinates
in just a few months «

would ultimately spill over into the commitment, authen-
ticity, and proactivity that characterize a real brand cham-
pion. However, this is not to suggest that brand-specific
transformational leadership on its own is a panacea and
that supervisors should refrain completely from transac-
tional leadership behaviors. It is difficult to conceive of an
effective brand-oriented manager who would not at the
same time clarify for employees their roles as representa-
tives of the corporate brand, monitor their performance,
and provide adequate compensation. Rather, this would
be an important feature of brand-oriented leadership,
bringing an otherwise too vague transformational style
“down to earth”. However, when used to the extreme,
transactional leadership may make employees feel like
puppets dancing for the customer with their supervisors
operating the strings backstage. In contrast, when used
carefully and in a limited way, transactional behaviors
are likely to be understood by subordinates as helpful
guidance, fair and constructive feedback, and signs of
appreciation, thus adding substantial value to a trans-
formational leadership style. According to this research,
managers will be most successful in turning their crew
into brand champions with a combination of a high level
of brand-specific transformational and a moderate level
of brand-specific transactional leadership. In order to put
this optimal mix into practice, managers can refer to the
guidelines in Figure 3.



A Final Note: Leadership Training

In order to help managers apply this “leadership for-
mula” in practice, the researcher team has developed a
management training program for brand-specific leader-
ship and evaluated its effectiveness by means of a field
experiment with 60 managers and 302 direct reports in
the financial services industry (please refer to study 2 in
the original article). This study reveals that a training and
coaching intervention can significantly improve manag-
ers' brand-specific leadership style as perceived by their
subordinates in just a few months, thereby suggesting
that brand-specific leadership can indeed be learned.
However, changing a leadership culture is a long-term
project and the effects of training leaders to become
more transformational are likely to be more pronounced
if the existing culture is compatible to some extent with
the new philosophy.

Finally, it is necessary to emphasize that the findings
presented in this article have been derived from specific
research contexts (i.e., telecommunication and financial
services industry), and therefore further studies must
be carried out in future to validate the general appli-
cability to any other (business, cultural, etc.) context.
[t might be easier to develop “brand ambassadors” for
strong brands than weak ones and for high involvement
rather than low involvement products. Therefore fur-
ther research is needed to clarify whether the impact of
brand-specific transformational leadership is moderated
by the quality and strength of a company’s brand image
or the industry. e
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{New Theory}

/// Important pieces of information may sometimes not reach the top management team.
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SHOULD TOP MANAGEMENT GET INVOLVED IN
MARKET INFORMATION COLLECTION EFFORTS?

Nukhet Harmancioglu, Amir Grinstein and Arieh Goldman

Research in marketing has typically studied market information collection efforts from the

perspective of employees and market research companies, disregarding the role that the

top management team (TMT) plays in these efforts. In a B2B environment, we find positive

effects of TMT involvement in market information collection efforts on firm innovativeness

above and beyond employees’ market information collection efforts. The observed effects

are stronger for smaller firms and high-tech companies.

Market Information Collection and the

Top Management Team (TMT)

Market information is strongly associated with a firm'’s
ability to effectively implement marketing strategies,
develop successful new products and achieve superior
business performance. Without it there is no opportunity
for the firm to keep abreast of its customer and competi-
tor environments. However, although market informa-
tion is particularly necessary for strategy selection and
implementation, top managers are typically not active
participants in the collection of market information.
The key decision-makers in the organization are often
only expected to be exposed to the final outcome of the
market research (e.g., a summary report) on customer
satisfaction compiled by a market research company or
the firm’s marketing team.

Top managers usually do not have the time to be involved
in information collection or closely supervise information
collection efforts and are therefore less likely to put their
hands on ‘raw’ market information. They are also often
removed from the day-to-day interaction with custom-

ers, which may hinder their ability as managers to ‘get
a good sense’ of the market information. Furthermore,
important pieces of information may sometimes not
even reach them and can limit effective decision making
as aresult. This may result in gaps between the priorities
of top management and employees, making it difficult
to effectively implement marketing programs.

Market Information’s Role within the Company

Market information is defined as external data con-
cerning a firm’s current and potential external stake-
holders. Market information can provide the basis for
shared values and beliefs in market-oriented firms,
determine employee behavior, and help them better
understand their environment and their organization.
If implemented well, this behavior and these processes
contribute to the firm’s ability to create customer
value, outperform the competition and achieve supe-
rior market results. Sensing the market environment
allows firms to respond to and alter the market, and
attain competitive advantage through innovations as
market intelligence is developed and bolstered.
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FIGURE 1:

Framework of Effects of
Market Information Collection
and TMT Involvement

Industry Context:
Firm Size high vs. low
Technology

Top Management Team
Involvement in - Firm £ < Business
Market Information Innovativeness - Performance
Collection Efforts
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The fact that such information is collected does not neces-
sarily mean that it is actually used effectively within com-
panies. Repeatedly it was found that there is a mediating
impact of the quality of implementation on the conver-
sion of distinctive resources into competitive advantages.
Superior resources (e.g., market information) and skills
(e.g., TMT involvement in market information collec-
tion) may not be automatically converted into positional
advantages (e.g., firm innovativeness). Furthermore, the
firm’s internal characteristics (e.g., firm size) and the
external competitive environment (e.g., industry context)
might determine the quality of information transmission
and utilization. Given the importance of market informa-
tion for knowledge development, organizational learning
and competitiveness, it is important to analyze if, and to
what extent, the way in which the information is collected
influences key outcomes.

Arguments for TMT Involvement in
Information Collection

The TMT is defined as the organization’s top-tier members.
These key executives provide guidelines and direction for
critical strategic decisions; they are viewed as the driving
force behind the firm’s behavior and performance. TMT
behavior such as TMT agreement-seeking and consensus,
behavioral integration, informal communication, conflict
resolution and decision comprehension all determine the
course of the company. Even though market information
is often at the heart of decision making, top managers
are generally not highly involved in, or do not closely
supervise, the information collection process.

As a matter of fact, there are several arguments why
TMT involvement in market information collection might
result in superior decisions and improved success. TMTs'
lack of time and/or limited attention leads them to put
emphasis primarily on summary reports of internally or
externally collected information. As a result, top manag-
ers might not always be able to ‘get a good sense’ of mar-
ket information or receive important tacit information.
Tacit information (e.g., information on business custom-
ers’ corporate culture) is particularly important for firms
because this type of information, which is non-verbaliz-
able, intuitive, unarticulated, difficult to formalize and
communicate and learned through collaborative experi-
ence, can support firms in becoming more innovative and
gaining competitive advantage. Tacit information helps
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managers identify latent customer needs, customers’
decision-making processes and new market opportuni-
ties. Furthermore, the nature of tacit information is often
associated with informal communication, which is viewed
as a critical process for innovation.

Active and effective TMT involvement in market infor-
mation collection efforts may therefore be in the form of
customer visits, frequent and close customer interaction
and/or informal meetings with customers (e.g., lunches,
dinners, golf). Beyond increased innovativeness, such
behavior is likely to lead to improved strategic decision
making, new strategic insights and courses of action
and increased management confidence. Conversely, lack
of access to tacit market information can limit effective
decision making and innovativeness.

A Framework to Test the Effects of TMT Involvement

Based on these arguments, an empirical study aims
to provide a better understanding of how market
information collection efforts and TMT involvement, in
particular, impacts the firm. As discussed in the previous
chapters, a firms’ efforts in market information collec-
tion and TMT involvement in this process should have
positive effects on business performance. Figure 1 gives
an overview of the expected relationships.

» Market information can provide the
basis for shared values and beliefs

in market-oriented firms, determine
employee behavior, and help them
better understand their environment
and their organization. «
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FIGURE 2a:

Interaction Effect of TMT
Involvement and Firm Size on
Firm Innovativeness

FIGURE 2b:

Interaction Effect of TMT
Involvement and Industry
Context on Firm Innovativeness

+————————— Firm Innovativeness —

+———————— Firm Innovativeness ———

Low TMT Involvement  High TMT Involvement

©®— Small Firms

@®— Llarge Firms

Low TMT Involvement  High TMT Involvement

©®— Low Technology Context

@®— High Technology Context

“Firm innovativeness” is used as the key variable of
business performance because it is a key element of
firms' competitive advantage and superior results. In
the study, effects on firm innovativeness, direct effects
on business performance and indirect effects (effects
on business performance resulting from increased
innovativeness) are analyzed.

Some additional factors that might be of relevance
were also included: concerning the positive impact of
TMT involvement, the effects might differ depending
on firm size or the type of industry a company faces.
Even though small and large firms should both benefit
from TMT involvement in market information collec-
tion, the incremental contribution for smaller firms is
expected to be greater than that for large firms. Small
firms have fewer funds to purchase industry data or
conduct professional market research and their inter-
nal knowledge base and human capital is more limited.
Therefore TMT's role in market information collection is
expected to be more crucial.

When differentiating between industry contexts, the
positive effect of TMT involvement should be more
pronounced in high-tech than low-tech environments.
The former are characterized by frequent changes in
customer expectations, competitive volatility arising
from new entrants and rapid technological shifts, the
availability of more information resources and shorter
product life cycles. To actually collect relevant customer
insights and convert them into increased innovative-
ness and competitive advantages, high-technology
firms need advanced organizational mechanisms.
Direct TMT involvement should have beneficial effects
in their implementation.

Results from a Sample of B2B Firms

The model was tested with a sample of 95 B2B com-
panies in Israel. Personal, standardized interviews were
conducted with one manager per company (mostly
CEOs or vice presidents). All items were measured with
5-point scales ranging from “strongly disagree” to
“strongly agree” (with the exception of firm size, where
a 6-point scale was used, and industry context, where a
0/1 coding was applied for high and low tech contexts).
The answers were analyzed with multiple regression
analyses and ordinary least squares (OLS) estimations.



The results support the relations in the framework:

> Employees’ market information collection efforts posi-
tively influence firm innovativeness

> TMT involvement in market information collection
efforts exerts a strong positive influence on firm inno-
vativeness above and beyond employees’ efforts.

> The effects are stronger for small companies and for
companies in a high-tech environment (see Figure 2).

> TMT involvement exerts a positive and significant
indirect effect on business performance through firm
innovativeness, but no direct effect was observed.

Being involved in market collection efforts sends sig-
nals to organizational members about the value of
market information and helps building and nurturing a
market-oriented culture. There are a number of mecha-
nisms which TMT can consider. Systematically sharing
insightful market information with other top manag-
ers, department heads and employees both formally
through progress reports and brainstorming meetings
and informally through interpersonal interactions can
have the desired effects. An alternative approach the
TMT could adopt would be to invite customers with
valuable insights to visit the firm, encouraging coop-
eration through presentations and meetings.

Summing up, the results show that TMT involvement
in market information collection creates value for the
firm and augments business performance through
increased innovativeness. Especially for small compa-
nies and/or within a high-tech environment it seems
to pay off when top managers invest some of their
valuable time in active participation in market infor-
mation collection. e
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Different Channel — Different Price?
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Different Prices in Online and Offline Channels:
Higher Profits or Irritated Customers?

Price differentiation has long been recognized as a
strategy that companies can use to increase profits when
consumers’ tastes and valuations of a good price vary.
Companies engaging in price differentiation have the
opportunity to increase profits considerably compared to
those which use a uniform pricing strategy. Accordingly,
it should be beneficial for companies to exploit the pos-
sibility of charging different prices in online and offline
channels as they offer different shopping benefits and
are differently valued by consumers. Nevertheless, it can
be observed that some multi-channel retailers prefer to
charge uniform prices in online and offline channels. They
argue for consistent prices across distribution channels
to maintain a strong brand —and because varying prices
may lead to customers’ confusion, anger, irritation and
perceptions of price unfairness.

How Retailers Engage in Channel-Based Price Differ-
entiation — Evidence from Two Studies Conducted in
Germany

In two studies (study 1 in 2005, study 2 in 2006), the
online and offline prices were monitored for a total of
2,742 products that were sold by 115 retailers in diverse
industries and retail stores in a major German city.

Both studies revealed that multi-channel retailers
engage in channel-based price differentiation (30 % of
the retailers in study 1 and 60 % in study 2). The charged
prices varied between the online and offline channels for
20.55 % of the 1,080 products analyzed in study 1 and
for 34.40 % of the 1,662 products in study 2. The extent
and direction of price differentiation fluctuated accord-
ing to retailer and product category.

A greater number of retailers consistently charge more in
offline than in online contexts than vice versa, but most
companies pursue a mixed strategy (75 % in study 1 and
92 % in study 2) —that is, these retailers charged higher
prices both online and offline. For the products with price
differentiation, the price offline was higher in 73.42 % of
the cases in study 1 and in 62.98 % of the cases in study 2.
Table 1 gives an overview of the major findings.
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Study 1 Study 2
Percentage of retailers engaging in channel-based
o e 29.63% 29.63%
price differentiation
Percentage of products with price differentiation 20.55 % 3430 %
Percentage of products with higher offline prices given
o - 7342 % 62.98 %
price differentiation
Percentage of retailers always charging higher prices
o g . I, ,W y g,I g e 18.75% 541 %
offline if engaging in price differentiation
Percentage of retailers always charging higher prices
CEITagE 0T TETALETS awiays CRereie nignerp 6.25% 270%
online if engaging in price differentiation
Percentage of retailers following mixed strategy if
S . 75.00 % 91.89 %
engaging in price differentiation
Mean absolute extent of price differentiation given
o e 1233 % 16.06 %
price differentiation ( %)
In both studies, the highest positive relative price gaps  TABLE 1:

(offline is more expensive than online) can be found for
consumer electronics. In contrast, high negative rela-
tive price gaps can be observed for products belonging
to very different product categories (online is more
expensive than offline) in both studies. Examples for
such products are eye creams (EUR 19.90 online versus
EUR 7.90 offline), sneakers (EUR 159.90 online versus
EUR 79.95 offline) and canned food (EUR 1.79 online
versus EUR 0.99 offline). On average, online prices in
both studies are lower than offline prices.

What Factors Favor Channel-Based Price
Differentiation?

By means of a regression analysis, the study 2 data was
used to analyze factors that influence a company’s deci-
sion to engage in channel-based price differentiation
and its extent. Figure 1 summarizes the main factors and
their influence.

Summary of the Descriptive

Results of the Two Studies
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FIGURE 1:

Factors Influencing Occurrence

and Extent of Channel-Based Retailer characteristics

Price Differentiation
Offline Online Number of Company
reach reach channels size

Market characteristics
Competition
L'

> High levels of online competition decrease the prob-
ability that a multi-channel retailer will engage in
channel-based price differentiation and decrease the
price disparity between channels. This suggests that
retailers do not decrease their online profit margins,
due to higher competition online. In contrast, it seems
that retailers instead benefit from a higher number of
similar websites, maybe because it increases consum-
ers’ familiarity with online purchasing using the given
retailer format.

» A greater number of retailers
consistently charge more in offline
than in online contexts than vice
versa, but most companies pursue
a mixed strategy. «

e

Channel-based
price
differantiation
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> Greater offline reach decreases online prices relative

to offline prices. A high number of offline branches
allow consumers to switch easily from online to
offline channels. Therefore, a multi-channel retailer
with many offline branches is not able to successfully
charge higher prices in his online channel.

> Online reach has a significant negative effect on the

probability of observing differential prices and the size
of the price gap. As consumers become more familiar
with the online environment and the costs associated
with their switching to the online channel decrease,
the likelihood of the existence of price differentiation
between the two channels also decreases.

> The number of distribution channels of a multi-chan-

nel retailer has been shown to have a negative influ-
ence on the probability and extent of channel-based
price differentiation, implying that with a higher
number of distribution channels, price differentiation
across channels becomes less likely due to the com-
plexity of channel coordination. This might also be
due to the fact that most other channels (e.g., cata-
log or telephone sales) share more characteristics



with the online than with the offline channel, thus
making the latter subject to more channel switching
and thereby reducing the retailer’s ability to success-
fully charge higher prices in the online channel.

> Both company size and brand power have positive
influences on the relative size of the price gap. It is
likely that larger companies have a higher incentive
to migrate their consumers to the online channel, as
they are better able to exploit the cost advantages
associated with that channel. As a result, they may
be more motivated to charge higher prices offline.
Further, companies may have an incentive to charge
lower prices online for brands with a high brand
visibility (measured as the number of Google hits
for the brand name), because those brands’ prices
can be more easily compared to competitors’ prices
online and may in addition serve as visible signals of
the retailer’s overall price positioning.

> Further, product type impacts the extent of price dif-
ferentiation. Channel-based price differentiation is
highest in the case of services, which are less subject
to the jeopardy of reselling. Within goods, non-dura-
bles (food) exhibit a higher degree of channel-based
price differentiation than durables (housewares),
again indicating that retailers engage less in price
differentiation for products that are appropriate for
resale. Interestingly, a lower level of price differentia-
tion was found for clothing than for entertainment
(e.g., books, DVDs). Given that clothes, in particular,
need to be physically examined before purchase and
are thus not equally suitable for online and offline
sales, this is surprising. At the same time, there are
higher levels of price differentiation for electronics
than for cosmetics, even though one would expect
the former product category to be equally appropri-
ate for online and offline buying.

Key Findings and Their Implications

The results indicate that channel-based price differen-
tiation exists, but it seems that it still has a rather lim-
ited practical relevance for retailers. The observed price
gap of 12 — 16 % reflects, in general, the differences in
consumer channel valuation, but this gap is rather low
compared to other types of self-selection price differ-
entiation such as quantity-based price differentiation
or quality-based price differentiation.
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However the two studies were conducted during different
time periods and seem to point out that retailers increas-
ingly engage in channel-based price differentiation. At
the same time, those retailers offering differentiated
prices seem to move from a unifying price differentiation
strategy towards a mixed price differentiation strategy,
where they make the price differentiation decision on a
product-by-product basis.

Besides using the internet as an additional distribution
channel, there is potential for companies to further
explore this channel by engaging in channel-based price
differentiation.

However, because a low online reach helps to separate
markets and foster channel-based price differentiation,
the increasing popularity of the internet as a market-
place for retailers leads to fewer opportunities to use
this channel for price differentiation. Nevertheless, the
possibility exists that with the increasing popularity of
the online channel, companies may decrease the num-
ber of offline branches and thus preserve their ability to
engage in channel-based price differentiation due to a
lower offline reach.

The findings further indicate that a higher level of online
competitiononline does not necessarily lead to lower prices
in the online channel. In contrast, it seems that retailers
benefit from a higher number of similar websites, which
supports the notion that multi-channel retailers are not
necessarily price takers, but do have the power to influ-
ence their prices. Therefore, retailers do not necessarily
suffer margin losses when they open an online channel.

KEYWORDS:

Price Differentiation,
Multi-Channel Pricing
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ABOUT THE UNDERBERG GMBH

The family-owned Underberg-company is ane of the leading
German spirits producers, most recognized for its core brands
Underberg and Asbach and its unigue competence in herbal
specialties. Underberg was founded in 1B46 by Hubert Linder-
berg and today the fadrth and fifth generation run the com-
pany, namely Emil and Christlane Underberg, their daughter
Or. Hubertina Underberg-Ruder and her husband DOr. Franz J.
Ruder.

The German Semper iderm Underberg GmbH owns a diversified
partfolio of well-known brands {2.g., Underberg, Asbach, Pitd,
KUXL, Grasovka and Rlemerschmid} and distributes additional
brands including Amarula, Averna, Coimtreaw, Glenfiddich,
Moskovskaya, Metaxa and Rémy Martin. The own brands are
developed, positioned and managed In house. It |s Underberg’s
pbjective to create a unigue position and value for each brand
and to reach well-defined market segments.

Beside Germany and s nelghboring countries, Underberg has
a special focus on markets in Brazil, Russia and China. More
than one In five bottles of its top six own brands is sold out-
side of Garmany.

THE INTERVIEWER

This interview was conducted in August 2001 by the
Editor-in-Chief, Dr. Dr. h. ¢, Hermann Diller,

| Huberfine Underberg-Buder )

ABOUT HUBERTINE UNDERBERG-RUDER

Hubertine Underberg-Ruder graduated in microbiology. After
working for the Ministry of Agriculture inthe Netherlands, she
moved into The fTamily business, headquartered In Dietlikon,
Switzerland. Dr. Underberg-Ruder has been the President
of the Board of Directors of Underberg AG, the Swiss parant
campany, and Chair of the Advisory Board of the Garman com-
panies since 1991,

Shets marrled to Or, Franz J, Ruder, Directar of the Underberg AG,
with whom she has four children and lives In Switzerland,
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MIR TALKS TO HUBERTINE UNDERBERG-RUDER,
PRESIDENT OF THE BOARD OF DIRECTORS,

UNDERBERG AG

Interview by Hermann Diller

The family-owned Underberg company, headquar-
tered in Switzerland, has successfully produced
and marketed spirits for more than 165 years.
Dr. Hubertine Underberg-Ruder, fifth generation
President of the Board, describes how the medium-
sized company keeps growing responsibly and
effectively in the heavily regulated spirits market
and how they tackle global challenges.

MIR: Mrs Underberg-Ruder, let’s start our conversation with the cur-
rent challenges of branding in a medium-sized, branded company. One
principle of successful branding is continuity, but the spirits market
is increasingly dominated by fashion drinks causing higher turnover
volatility. The Underberg brand seems to be unaffected. How would you
explain that?

UNDERBERG-RUDER: Well, | believe, in our industry we face very dif-
ferent customer groups and also a large variety of drinking occasions.
That's one of the peculiarities of the spirits market. First of all, we
notice that the drinking occasion is more relevant than the customer
type in most cases. Therefore the common segmentation by target
groups is less useful, we instead define markets by drinking occasions.
For instance: are the spirits consumed with a meal or in a bar? Does it
happen in a private or public place? Are they consumed alone, when
reading a book for example, or in company, maybe with a group of
friends? One and the same person might, for instance, generally choose
a fruit distillate like Dettling to enjoy when reading a book, and prefer
to drink a beer or a sparkling wine like Schlumberger when going out
with friends. Obviously, there are occasions with stable consumption
patterns, and there are instances ruled by variety-seeking behavior
and experimentation with new drinks.

MIR: I understand: in spirits marketing you have to consider occasions
rather than target groups. And what is the second special characteristic
of the spirits market?

UNDERBERG-RUDER: The other important distinction is the fact that
we face two dramatically different sub-segments with specific cus-
tomer groups, even if the end user is ultimately the same: marketing
a product to grocery retailers or to the Horeca follows completely
different principles. For instance, when marketing the Asbach brand
(a German specialty) to restaurants and bars, you need to emphasize
its “indulgence” character, the high quality or exclusiveness, some-
thing the host can use in his communication with guests. So on the
one hand you have to help the host to present himself as knowledge-
able and on the other you have to serve the customer, who expects
a pleasurable experience at the specific location.

MIR: May I broach the aspect of the consumption occasion again? This is
a very interesting point. Don’t occasions also change over time? After all,
food culture, eating habits or restaurant preferences change constantly.
In the course of the recent economic crisis, for instance, people signifi-
cantly reduced how often they dined out. Did you observe this in your
figures? How did you handle it?

UNDERBERG-RUDER: Yes, this trend was very noticeable and we did
react marketing wise. We observed that many activities which used
to take place in restaurants and bars were replaced by consump-
tion at home. We therefore offered additional products for bar-like
consumption experiences via grocery retailers. For instance, for Pitu
(an Aguardente de Cana), we offered an entire kit with all the ingre-
dients to make a Piturinha at home. That sold very well during the
crisis. Offering such “on-trade experiences in off-trade” [on-trade
referring to food services such as restaurants and off-trade being
grocery retailing in the context of our company], meaning bar-like
experiences at home, were a very important tool in the crisis.
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MIR: Even if target groups are not of central importance, as you pointed
out, brand management still needs to ensure that the brands do not
become obsolete with aging consumers. Do you work towards brand

rejuvenation and how do you approach this topic?

UNDERBERG-RUDER: Actually, | resent the term “rejuvenation”
for two reasons. In my opinion neither youth nor seniority are
important but age trends are relevant. Drinking higher percentage
spirits neat only starts at the age of about 40. Basically, that's
how it always used to be with younger people never drinking pure
whiskey, not now or in the past. That means, you generally have
rather “old” consumers. What counts here is the average age.
Does the average age of our consumers increase? | certainly work
towards ensuring that it does not go up. Therefore we prefer to
use the term “actualization” instead of “rejuvenation”. As long as
the brands remain relevant and the average consumer age does
not go up, | have no problem with older target groups, the more so
as our society as a whole ages.

MIR: How important is customer retention in your business?

UNDERBERG-RUDER: In our industry one does not only lose customers
because they pass away, but also when they migrate to other brands. It
is therefore very economical to enforce customer loyalty. For example,
we have launched a bottle top collection campaign and provide several
incentives for returning those tops.

MIR: I agree that customer loyalty is important but I am skeptical
whether it is really developed through the collection of bottle tops? Please

correct me if I'm wrong, does it work?

UNDERBERG-RUDER: | am happy to tell you that you are mistaken. It
is really not the collection process that counts, but the fact that the
consumer sees it as a sort of “cult” that he wants to be part of and
therefore also establishes an emotional bond with the brand. It is
certainly not the point of the campaign to create incentives that are
purely financial or materialistic.

MIR: Do you have quantitative results on the response you have had?

UNDERBERG-RUDER: | can tell you quite specifically that one bottle top
is returned every three seconds.

MIR: One top every three seconds! That sure adds up to a lot!
UNDERBERG-RUDER: Precisely. And you know, there is a lot of talk

about sustainability and the environment. We have all the tops shred-
ded and recycled. So, there are even additional benefits.

MIR: Yes, I have read about that. And you are sure that everything comes
right from actual consumers and not from other collectors that eventu-
ally comb through any waste bins?

UNDERBERG-RUDER: Well, we know that there are in many cases col-
lector communities rather than single consumers. We discovered that
through a questionnaire in which we asked if they collected alone,
with family or in the office and how the collection was organized. And
actually, we have several thousand collector communities, who collect
together in the office, in law firms, sports-club and so on. We have
also gained insights into rituals linked to the collection of the caps. For
example: “Once a month we sit and decide together which prize we will
go for next and what should be engraved into the tall glass.”

MIR: That’s ideal. That is actually a real fan club!

UNDERBERG-RUDER: Exactly, and that is why | say that it is essential
that such campaigns emotionalize, otherwise they cannot be success-
ful. Our participants consider it a rewarding “cult”, they quite simply
enjoy it. By the way, the gifts are personalized and are not of mon-
etary value.

MIR: Nowadays, it is almost chic to be positioned as a premium brand
for creating value. Would you define Underberg as a premium brand?

UNDERBERG-RUDER: Of course. You have to consider that we realize
mark-ups of almost 100 % compared to the closest competitor in our
segment. No matter what brand, our price is always more than double.

MIR: And how do you translate this premium policy in your communica-
tion? How do you justify your premium price?

UNDERBERG-RUDER: For our Underberg brand, the positioning is very
unique. We are not a beverage that is consumed primarily for pleasure,
but for its effect. We are almost a brand in the field of pharmaceutics
and obviously this positioning between digestive effect and pleasure
justifies the price gap.

MIR: And I assume your standard packaging in the size of a single por-
tion helps as well?

UNDERBERG-RUDER: This is our only bottle size. We offer nothing but
the 20 ml portion bottles, which supports the idea: do not drink too
much of it, one portion is just right for your wellbeing.

MIR: Broadly speaking, value creation using a premium price is more
important to you than quantity. After all, the sold volume is most likely
much smaller than if you chose the conventional 0.7 | bottles.



UNDERBERG-RUDER: Primarily it is a clear statement of our positioning.

MIR: OK, then. The positioning further includes the breadth of the brand
on the market. You seem to follow the rather untypical brand policy of
a single brand concept, not thinking highly of line extensions or brand
transfers? Could you explain this point in more detail ... or am I wrong?
UNDERBERG-RUDER: \We are positioned as a premium brand and there-
fore the consumer should have in mind a specific image, namely the
small bottle and its associated world of experiences that we present on
each package. This is most important and we communicate it continu-
ously and integrate it into all our marketing activities. Concerning the
line extensions you mentioned, we simply believe that consumers have
aright to “mental convenience”. A brand should always provide orienta-
tion, which can get lost quickly when there is an abundance of variations.

MIR: If you do not pursue a policy of line extension, how else do you
generate growth? Did you essentially grow by creating and acquiring
other brands?

UNDERBERG-RUDER: Correct. We firmly believe that it makes sense
to offer different brands for different consumption occasions. As |
mentioned before: when | read my book and want to enjoy sipping
my Asbach on the side then that is just fine. This desire should not be
fulfilled by any brand and, for mental convenience reasons, it can't be
met by a different brand.

MIR: The consumption occasions bring us to our next topic, namely
customer insight management. How do you generate insights into these
instances and consumption preferences at specific occasions and how
they change over time? How do you manage this process?

UNDERBERG-RUDER: I'll answer in two parts: first, as the owner, it is
important that | am personally out in the field; especially in a medium-
sized company this is crucial. | need to see how consumers make decisions
in bars and restaurants and understand what topics touch or fascinate
them and how they actually find the enjoyment they are looking for. Then,
such experiences need to be translated into other channels as effectively
as possible.

Second, there are the specialists for insight generation, the market
research companies, and of course we cooperate very systematically with
them in all our markets.

MIR: It sounds like qualitative rather than quantitative research.

UNDERBERG-RUDER: It depends. | would not start substantial market
research projects without quantitative research. We can act cost-
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» We notice that the drinking occasion
is more relevant than the customer type
in most cases. «
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efficiently by working in close cooperation with resellers, especially
internationally. After all, we do not organize the worldwide distribution
ourselves and our distributors conduct market research that we can
join cost-efficiently.

MIR: So, you make your own observations as the owner of the firm ...

UNDERBERG-RUDER: Yes, but not just me as the owner, it’s part of the
work of my marketing team and also my sales force. They are encour-
aged to do so on a daily basis.

MIR: This doesn’t really sound like a standardized and organized process
but rather an ongoing task ...

UNDERBERG-RUDER: ... sorry to interrupt, but of course it is standard-
there are feedback forms on the laptop of every sales rep via
the intranet and they are to document any change on the shelves in
the stores, or on the menus in bars. Sales reps ask their customers what
the “drink of the week" is and why, for example. So our observations
are quite systematic.

ized ...

MIR: It would be understandable, if a medium-sized company did not
use the really large systems.

UNDERBERG-RUDER: In fact they are not very large systems. The
classical CRM tools we use for our smaller subsidiaries cost less than
EUR 10,000. But they are standardized and have proven useful. The
investment is more in the time you allocate to keep them up to date.
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» We are almost a brand in the field

of pharmaceutics and obviously this
positioning between digestive effect
and pleasure justifies the price gap. «

MIR: I see. I was wondering most about how you identify occasions and
monitor any changes as this seems difficult to pick up on in a conversa-

tion with a host or promotions rep, but apparently it works.

UNDERBERG-RUDER: Yes, it is possible and we achieve it, for instance,
within a segment of the catering industry. That is, when a rep or mar-
keting person is out in a certain outlet and observes changes on the
menu, he/she documents it in the system. When, within a short period
of time, you find different notes pointing in the same direction, you
can quickly identify trends. So, market observation on the frontline can
be done systematically by our own staff. And it is easier than with the
former written visit-reports as it is not oversized and we can use online
reports.

MIR: But do you use formalized targets of how many insights need to be

generated or acted on later?

UNDERBERG-RUDER: Well, data is usually entered by both marketing
and sales, the interpretation is usually prepared by marketing, and of
course there are formalized intervals to discuss these topics. We have
fixed dates for editing the information and deriving insights per type
of caterer. We break down our data for each type of outlet, because
naturally, a night club follows different principles to a city lounge, res-
taurant or street festival.

By the way, for insight evaluation we have something that might be
rather uncommon. We use a “brand steering committee” in meetings
where we discuss the data. It is staffed not only with top managers
from the company or marketing, but also with members from the
boards that supervise our companies.

MIR: And that is how you get a certain perspective from outside into the
discussion

UNDERBERG-RUDER: Exactly.

MIR: It seems of high relevance for your innovation policy?

UNDERBERG-RUDER: Yes, and on the one hand we organize it ourselves,
but on the other we draw on classical market research. Of course, we
buy classic panel data concerning sales for certain markets, in some
cases even broken down to the level of single articles.

MIR: Okay. Let’s move on to the topic of sustainability of brand policy,
because in this field you are known as a pioneer.

UNDERBERG-RUDER: Thank you for this compliment. We are thriving to
deserve it. First, | would mention economic sustainability meaning that
a policy of gradual steps is maintained. By this, | believe, it is possible to
quite effectively prevent short-sighted overreactions that can unfortu-
nately be observed in some marketing departments.

MIR: Okay. For you it partly means economically sustainable brand
management.

UNDERBERG-RUDER: Correct, that's what | wanted to point out in this
regard.

MIR: Let us consider ecological sustainability then, which you personally
emphasize, according to what I know. Could you explain how you imple-
ment it at Underberg?

UNDERBERG-RUDER: In any case it is important and a top priority —
not just recently, but it has been for decades, and that's maybe most
important. The environmental activities of my parents can be traced
back to 1970. It shows that our house was active in this field even
before the first ecological party was founded. Sustainability needs to
be a genuine concern otherwise it remains just a lip service without
any authenticity.

MIR: Excuse my interruption. Would you attribute this near-natural
positioning to the herbal philosophy of the product?

UNDERBERG-RUDER: Yes, that might be a reason, but in our company
we are all very aware of our dependence on the environment and
nature in general. Therefore, we are closer than others to natural
things, as a brand and as a company.

MIR: Having acted like that for a long time already, how can you still be
better than others and what exactly do you undertake now in respect of
ecological sustainability.

UNDERBERG-RUDER: The most important point is to keep the whole
value chain clean. We try to stay on the ball, even after so many years
and to first ensure our own company acts responsibly. An example
would be the light glass bottle of the Underberg brand, to avoid driv-
ing around with unnecessary glass weight. Then | can mention glues,



label colors and coatings. We take care that they are produced and
discharged in an environmentally friendly way. We are concerned about
electricity, energy and water usage.

What | am saying is that sustainability should not be sourced out or
passed on but should be taken seriously within the company itself and
should lead to ecological consciousness.

MIR: Another, rather problematic side of sustainability for alcoholic
beverages is the ethical responsibility for a sensible consumption of the
sold products. Alcohol per se is treated with some suspicion and there is

always the threat of governmental regulation. How do you deal with it?

UNDERBERG-RUDER: Your phrase “threat of governmental regulation”
makes me smile. We have always been one of the most regulated
industries. There can definitely be no talk of “new". | believe it is justi-
fied, even if | have to point out a clear difference compared to other
natural stimulants. In contrast to other stimulants, like for instance
tobacco, alcohol, if consumed in moderation, is not harmful but even
life-extending. Therefore, we put the case for USE instead of ABUSE
when cooperating with government agencies. The topic should be the
responsible and moderate consumption experience and not consump-
tion per se. We reinforce relevant activities. For instance, we actively
participate and promote in corresponding websites like www.mass-
vollgenieRen.de in Germany or www.verantwortungsvoll.at in Austria.
There is similar commitment in Switzerland and Hungary, where you
can check your own consumption habits and their health effects, for
example. Further, we initiated activities to prevent alcohol being sold to
youngsters over the counter. In Switzerland, for instance, we supplied
grocery retailers with flyers in order to prevent the supply of alcohol
to teenagers and at the same time to clarify the risks. Now, when chil-
dren turn up and try to buy a bottle of vodka for their fathers, the
cashier can, without effort, hand them a note which says in various
languages: “Please do not send your child, but come to the register
yourself. Thanks for your understanding”. We have to be serious about
these issues and have actively developed or joined similar activities for
decades. For instance, we produced a video to train cashiers to prevent
them from feeling pressured or bad when they refuse to sell the prod-
uct. All these activities help to promote sensible use of alcohol and to
put a stop to its abuse, at least to my understanding.

MIR: But isn’t it a fact that young people nowadays consume substan-
tially more alcohol, which causes social problems?

UNDERBERG-RUDER: That's wrong when looked on average figures and
| can prove it. There are indeed more people who drink more and a
few of them drink a lot more. But overall the consumption of spirits by
young people is declining according to a report of the governmental
drug commissioners.
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It is certainly a problem that the respective candidates don't have
just one or two drinks too many like it was 15— 20 years ago, but
10 or 11 and end up in the hospital. This clientele unfortunately is
larger, that's true, and instances are well covered in the media. But
the per capita consumption of the age group “under 30" is lower
than before. Our house and our whole industry cooperate with spe-
cialists and organizations to develop measures against this so called
"binge drinking”.

MIR: Dr. Underberg-Ruder, let us broach the subject of internationaliza-
tion. You grow through your international activities. How do you, as a
medium-sized company, manage to enter the world? By acquisitions or
internal growth or both?

UNDERBERG-RUDER: When | talk about internationalization, | don't
refer to the acquisition of Schlumberger, for instance, because that is
still within the German-speaking world. For us, it is important to find
professional partners, to avoid carrying along a large bundle of costs.
In Germany, we distribute e.g., the brand Amarula from South Africa. In
return, the Distell company distributes the Underberg product portfolio
in the African countries. We cooperate with Distell in more than 10
African markets and that is a neat story. It works in a similar way with
the Italian brand Averna. In some European countries we distribute it
ourselves, while they are responsible for Italy. The same system applies
to other countries.

MIR: This is a nice example of international strategic cooperation. Are
you equally successful in South-East Asia?

» Customers don't like synthetic
experiments, they want true
experiences, things that fit

well logically and emotionally. «
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UNDERBERG-RUDER: Yes, we're there as well and are pleased with small
organic growth. We work on it quite intensively because first of all you
need to really understand each and every market. Only when you have
done this you can really get started. This is a very challenging task because
there is so much change in these markets, but | believe we face it well.

MIR: Can a medium-sized company master such challenges, how do they
affect your organization?

UNDERBERG-RUDER: Like | mentioned before, we can't manage alone.
If you have partners with a similar approach to business, who know the
basics already, then it is possible. If you don't have a distributor you can
use, it becomes really difficult. And generally, you can’t hit the whole
world at once, you need to define priority markets.

MIR: Where is your focus at the moment?

UNDERBERG-RUDER: One region we focus on is Asia, but it is still in
its infancy. Another, more developed target area is Brazil. And we
are actively developing the regions of Moscow and St. Petersburg
with one full-time and one part-time employee. Sometimes it is more
important to get a foothold in single regions or city areas, like Shang-
hai, than in whole countries.

MIR: Is the USA not a focus?

UNDERBERG-RUDER: Sure, the USA is important as well. We only just
celebrated 125 years of Underberg in the USA. This has been a nice story.
It is an important market for us, but not THE most important right now.
After all, we have just experienced the drama of the impending insol-
vency of the United States and feared its consequences.

MIR: May I finally take up the topic of innovation that we touched on
before? How do you understand innovation in your company and which
form of innovation do you prefer?

UNDERBERG-RUDER: Well it is crucial to promote a spirit of innovation
within the organization and to also live innovatively as the owner to
underline its importance. One manifestation of our innovative spirit is
that we declare our anniversary (the day of our foundation) a day of
innovation instead of taking the conventional look into the past.

Another issue is how to generally discover or sense early enough where
to set your main focus of innovation. Being medium sized you can't,
of course, afford everything at once. | believe it is most important to
be well-connected with partners within the industry and also with

customers. When talking, e.g. with barmen or with star-rated restau-
rants, you learn about their innovative needs. Based on these talks,
you can let your ideas flow and consider which concepts or brain power
you can provide and what might actually be better than the existing
approaches.

And our innovation priorities do not just refer to actual new products,
but also to innovation of existing brands.

MIR: Yes, that was what was behind my question.

UNDERBERG-RUDER: The two aspects are both important to us. Right
now, | am in the process of developing our corporate vision for the next
10 years together with our employees. We call it “Everything can be
done better”, better in the sense of a daily improvement or “always
better”. This is our central impetus, to keep moving on all aspects and
to further improve even the good things.

MIR: Hasn’t Emil Underberg already coined the conviction that “Every-
thing can be done better?

UNDERBERG-RUDER: Correct. Yes, exactly, this is our claim, our motto.

MIR: Considering your focus on consumption occasions, can’t you, for
instance, be innovative in creating new occasions?

UNDERBERG-RUDER: Right. Who would have talked about a Piturinha
a few years ago? Nowadays, we have samba festivals here and there
and Latino nights and so on. This is a trend that we have actively co-
created, it would not exist like it does without marketing innovations.

MIR: Could we put it like this: you create innovative environments for
your products?

UNDERBERG-RUDER: Create or look for. Because compatibility is key.
That's why we talked about the segmentation of the catering industry
before. Customers don't like synthetic experiments, they want true
experiences, things that fit well logically and emotionally. | think that's
one of the most important points in marketing in general. And this is
our actual guideline for innovation.

MIR: Dr. Underberg-Ruder, thank you very much for our open and infor-
mative conversation. I wish you and your company continued success. ®
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WIE MARKENSTARKE DIE KAPITALKOSTEN REDUZIERT

Lopo L. Rego, Matthew T. Billett und Neil A. Morgan

Starke Marken konnen definitionsgemal? vergleichsweise
hohere Preise erzielen und loyalere Kunden generieren.
Dadurch beeinflussen sie die Unternehmensergebnisse
positiv. Der monetare Wert, der sich aus besseren Sym-
pathiewerten, einem hoheren Bekanntheitsgrad und
einer hoheren Zahlungsbereitschaft ergibt, wird auch als
,konsumenten-basiertes Markenkapital” bezeichnet.

Ob und inwieweit sich starke Marken auch auf die
Refinanzierungsmaoglichkeiten der jeweiligen Unter-
nehmen auswirken, ist eine neue Fragestellung. Sie
erscheint vor allem deshalb reizvoll, weil sie das Interesse
der haufig stark kapitalmarktorientierten Top-Manager
auf eine MarketingzielgroBe lenkt und im Falle eines
positiven Einflusses auch das Standing des Marketing
verbessern kann.

Die vorliegende Untersuchung liefert tatsachlich Beweise
daflr, dass sich der Aufbau starker Marken auch im Risi-
kobereich bezahlt macht. Die Autoren untersuchten den
Einfluss des Markenkapitals von tiber 200 Unternehmen
in den USA auf deren Kredit-Ratings sowie auf das sys-
tematische Risiko (den Risikoanteil, der fiir den gesam-
ten Markt gilt und der sich in Volatilitat und Niveau der
Aktienkurse generell widerspiegelt) und das unsyste-
matische Aktienkursrisiko (firmenspezifisches Risiko).
Die Regressionsanalysen zeigten, dass sich ein hoheres
Markenkapital signifikant positiv auf das Risikopotenzial
des Unternehmens auswirkt. Sowohl das systematische
als auch das unsystematische Risiko konnen besser
erklart werden, wenn die Hohe des konsumentenba-
sierten Markenkapitals als Variable berlicksichtigt wird
(zusatzlich zu bereits bekannten Faktoren, wie Return
on Assets, UnternehmensgrofRe und -alter, Ausmafd der
Diversifikation etc.). Erwartungsgemal war der risikore-
duzierende Effekt beim unsystematischen Risiko hoher
als beim systematischen.

Schliisselbegriffe:
Markenkapital, Markenbilanzierung, Risikomanagement,
Shareholder Value

Ein entsprechendes Markenkapital wirkt sich also nicht
nur kundenseitig positiv aus, sondern auch beim Risiko-
management. Starke Marken verringern die Volatilitat
des Aktienkurses und damit auch das Risiko des Kapital-
anlegers. Unternehmen mit hohem Markenkapital konnen
insofern mit reduzierten Kapitalkosten rechnen. Damit
diese positiven Effekte auch voll zum Tragen kommen,
sollten die folgenden Punkte berticksichtig werden:

> Informationen, die das Markenkapital betreffen, soll-
ten ein fixer Bestandteil in Finanzberichten sein, auch
wenn sie gesetzlich nicht verpflichtend sind.

> Die Entwicklung von Standards fiir deren Aufnahme
im Rahmen von immateriellem Anlagevermogen
sollte forciert werden, um eine bessere Vergleichbar-
keit zu gewahrleisten.

> Die positiven Effekte von Markenkapital auf der
Refinanzierungsseite sollten schon bei Investitions-
entscheidungen und Amortisationsrechnungen von
Marken berlicksichtigt werden. Jedenfalls kdnnen
Marketer die Argumente bei Budgetverhandlungen
niitzen, um entsprechende Mittel flir den Aufbau von
starken Marken zu erhalten.

Den ausfiihrlichen Artikel
in englischer Sprache finden

Sie auf Seite ...

. 8.

BRAND
EB) o0
CEPITAL
(AR



62 GfK MIR / Vol. 3, No. 2, 2011 / Neue Methoden

Den ausfiihrlichen Artikel
in englischer Sprache finden
Sie auf Seite ...

. 16.

{Deutsche Zusammenfassung}

VIRTUELLE PRAFERENZBORSEN ALS INFORMATIONSINSTRUMENTE

BEI DER NEUPRODUKTENTWICKLUNG

Ely Dahan, Arina Soukhoroukova, und Martin Spann

Immer kiirzere Produktlebenszyklen und laufende Tech-
nologiespriinge stellen in vielen Branchen hohe Anforde-
rungen an die Neuproduktentwicklung. Die unzahligen
technologischen Moglichkeiten flir Produktvarianten
und die zunehmend wichtige , kollaborative Kreativi-
tat”, die es Nutzern ermoglicht, Hunderte von Vorschla-
gen zu entwickeln, fordern neue Wege, um die Vielzahl
an Moglichkeiten rasch einzugrenzen und zu priorisie-
ren. Traditionelle Marktforschungsmethoden stoRen
bei diesen Herausforderungen schnell an ihre Grenzen:
Je groRer die Zahl der zu evaluierenden Merkmale oder
Produkte, desto teurer wird z.B. eine Conjoint Analyse
flr die Auftraggeber und desto ermiidender auch fiir die
Teilnehmer.

Um eine marktkonforme Eingrenzung auf eine uber-
schaubare Anzahl an Produktkonzepten rasch und
vergleichsweise einfach zu ermoglichen, schlagen die
Autoren einen Borsenmechanismus vor, bei dem es um
die Dokumentation von Praferenzen geht und der in
dhnlicher Form bereits in anderen Bereichen erfolgreich
eingesetzt wurde (z.B. der Vorhersage von Wahlergeb-
nissen). Man veranstaltet dabei unter einer nicht zwin-
gend reprasentativen Gruppe von Teilnehmern einen
Handel an Produktpraferenzen (eine Art Wette auf den
Erfolg bestimmter Varianten), deren Preis sich nach der
von den Teilnehmern eingeschatzten Attraktivitat des
jeweiligen Produktes richtet. Der Handel erfolgt virtuell,
gehandelt werden skalierbare Prdferenzen. Die Preise
der einzelnen , Aktien” reprasentieren die Intensitat der
Praferenz fiir eine Produkteigenschaft oder ein ganzes
Produktkonzept durch die einzelnen ,,Handler"”, vor allem
aber ihre Erwartungen beziiglich der Praferenzen ande-
rer. Damit kommt eine Art ,,Schwarmintelligenz” zum
Zuge, deren Einschlagigkeit auch schon in vielen anderen
Anwendungsfeldern bestatigt wurde. Durch den Handel
ergibt sich letztendlich ein Gleichgewichtszustand, der
den Konsens aller Handler in Bezug auf die gehandelte
Eigenschaft reprasentiert. Der Handelsprozess dauert nur
wenige Minuten lang, da alle bendtigten Informationen
(Produkteigenschaften und Konzepte) vorab vorliegen.

Schliisselbegriffe:
Neuproduktentwicklung, Produktdesign, Produkttests,
Virtuelle Borsen, Priferenzmirkte

Die neue Methode wurde in zwei Studien getestet und
hat sich dabei sehr gut bewahrt. 56 unterschiedliche
Design- und Konzeptaktien flir Smartphone-Varianten
wurden in den virtuellen Handel von zwei unterschiedli-
chen Handlergruppen gegeben (eine Gruppe von MBA-
Studenten und eine von Managern und Ingenieuren
eines grofRen Unternehmens). Die Experimente, bei
denen die ,Handler” den Wert ihres Portfolios zu maxi-
mieren versuchten, dauerten ca. 50 Minuten. Es wurden
also Aktien von Produkteigenschaften, die als zu niedrig
bewertet wurden, gekauft und zu hoch bewertete ver-
kauft. Gemessen an den spater tatsdchlich beobacht-
baren Erfolgen bestimmter Smartphone-Typen gelang
es den Handlern gut, die Praferenzen der anderen Teil-
nehmer einzuschdtzen, voneinander zu lernen und zu
einem Konsens beziglich des skalierbaren Wertes der
zur Auswahl stehenden Eigenschaften zu gelangen.

Die Methode erwies sich als sehr praktikabel und
erscheint vor allem fiir Produktkategorien geeignet, in
denen die Praferenzen stark von anderen Marktteil-
nehmern beeinflusst sind (z. B. Mode). Sie ist vor allem
in der Phase der Eingrenzung potenzieller Eigenschaf-
ten und Konzepte eine mogliche Alternative bzw. gute
Erganzung zu traditionellen Methoden. Die virtuelle
Praferenzborse liefert allerdings keine individuellen
Praferenzen. Um Daten auf individueller Ebene oder in
Bezug auf die Heterogenitat der Teilnehmerpraferenzen
zu erhalten, sind Methoden wie die Conjoint Analyse
angebrachter. o
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Kleineres Sortiment — mehr Ertrag
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WAS HANDLER UND HERSTELLER BEI DER REDUKTION
VON SORTIMENTEN BERUCKSICHTIGEN SOLLTEN

Laurens Sloot und Peter Verhoef

Um die Beschaffungskette laufend zu optimieren, wer-
den Sortimente immer wieder neu gestaltet. Einzelne
Produkte werden ausgelistet, andere kommen dazu.
Ein Auslichten macht durchaus Sinn, da zu grof3e Sor-
timente Konsumenten leicht verwirren. Zu viel an Aus-
wahl kann dazu flihren, dass Konsumenten lberfordert
sind und tiberhaupt nichts kaufen. Andere Produkte fal-
len neu entwickelten Handelsmarken, den harten Preis-
verhandlungen von machtigen Handelsunternehmen
oder Repositionierungsbestrebungen zum Opfer, die
mit Verschiebungen im Sortiment einhergehen. Aller-
dings birgt die Reduktion von Sortimenten auch Risiken,
da Konsumenten vergrault werden konnten, wenn sie
z.B. ihr Lieblingsprodukt nicht mehr vorfinden. Deshalb
ist es wichtig, die , richtigen” Produkte auszulisten und
mogliche Konsumentenreaktionen vorherzusehen.

Zwei neue Untersuchungen geben interessante Auf-
schliisse dariiber, wie sich das Einkaufsverhalten und die
Beurteilung des Sortiments bei einer Sortimentsreduk-
tion entwickeln.

Im ersten Fall wurde analysiert, wie Konsumenten auf die
Reduktion eines Waschmittelsortiments reagieren. Von
150 Waschmittelartikeln wurden 37 Artikel entfernt.
Kurzfristig war ein Umsatzriickgang von 20 % zu beob-
achten, der aber in den folgenden 12 Wochen laufend
geringer wurde und gegen Ende nicht mehr im signifi-
kanten Bereich lag. Der Riickgang entstand, weil Kaufer
der ausgelisteten Produkte in der gesamten Kategorie
deutlich weniger kauften. Dafiir zog das bereinigte Sorti-
ment einige Kunden an, die vorher in dieser Kategorie
keine Einkdufe getdtigt hatten. Die Auswahlmoglich-
keiten wurden vor und nach der Sortimentsreduktion
gleich gut beurteilt. In puncto Sucheffizienz wurde das
bereinigte Sortiment deutlich besser beurteilt, was
durch stark reduzierte, gemessene Suchzeiten (14 statt
20 Sekunden) auch objektiv bestatigt wurde. Auch die
Zufriedenheit mit dem Sortiment nahm nach der Reduk-
tion zu. Die zweite Studie zeigte, dass es riskanter ist,
starke Marken zu eliminieren als schwache und dass
Genussprodukte kritischer sind als rein funktionale.

Schliisselbegriffe:
Sortimentspolitik, Sortimentsbereinigung, Auslistung

Folgende Handlungsempfehlungen leiten sich aus diesen
Ergebnissen fiir Handler und Produzenten ab:

Fiir Handler macht es Sinn,
> Sortimente laufend und proaktiv zu bereinigen.

> Fir die Entscheidung, welche Produkte tatsachlich
ausgelistet werden, sollten mehrere quantitative und
und qualitative Kriterien herangezogen werden. Bei
genussorientierten Produkten und starken Marken
oder einzigartigen Produkten ist mit starkeren Reak-
tionen zu rechnen als bei funktionalen, vergleichba-
ren oder weniger bekannten Marken. Natirlich sind
aber auch Margen, Umsatz und Umschlag der einzel-
nen Produkte relevant und in die Uberlegungen mit
einzubeziehen.

> Kurzfristige UmsatzeinbuBen konnten irrefiihrend
sein und die Entscheidungen sollten erst nach Ablauf
von mehreren Wochen evaluiert werden.

Auch Produzenten

> sollten proaktiv agieren und durch Kooperation mit
wichtigen Handelspartnern laufend die Entwicklung
der Kategorie beobachten und steuern.

> Durch den Aufbau starker Marken erreichen Hersteller
bei Preisverhandlungen und drohenden Auslistungen
eine bessere Verhandlungsposition, da bei einer Aus-
listung meist auch die Handler mit hoheren Verlusten
konfrontiert sind.

> Produzenten, die sich uber die Starke ihrer Marke
im Klaren sind, konnen einer Margenerosion besser
entgegenwirken. e

Den ausfiihrlichen Artikel
in englischer Sprache finden
Sie auf Seite ...

.. 26.
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WIE MAN AUS MITARBEITERN MARKENBOTSCHAFTER MACHT UND
WAS DER FUHRUNGSSTIL DABEI FUR EINE ROLLE SPIELT

Felicitas M. Morhart, Walter Herzog und Torsten Tomczak

Mitarbeiter leisten einen entscheidenden Beitrag zum
Erfolg von Servicemarken. Wahrend bei klassischen
Produktmarken ein physisch existierendes Produkt im
Vordergrund steht und die Wahrnehmung der Marke
pragt, spielt bei Servicemarken das Verhalten der Mit-
arbeiter im Kundenkontakt die entscheidende Rolle. Wie
bringt man aber Mitarbeiter dazu, mit entsprechender
Emphase als Markenbotschafter zu agieren? Unter ande-
ren Einflussfaktoren spielt das Verhalten von Fiihrungs-
kraften dabei eine wichtige Rolle.

In der Fuhrungstheorie unterscheidet man zwischen
einem transaktionalen und einem relationalen Fih-
rungsstil. In Bezug auf Marken ist Ersterer gekennzeich-
net durch klar definierte markenspezifische Verhaltens-
regeln. Deren Einhaltung wird Uberpriift und belohnt,
wahrend abweichendes Verhalten Korrekturen und
Sanktionen unterliegt. Ein relationaler Fiihrungsstil baut
auf die Internalisierung der wichtigsten Markenwerte
seitens der Mitarbeiter, die aus innerer Uberzeugung
gelebt werden und deshalb auch nicht einer perma-
nenten Kontrolle bedirfen. Charakteristisch fiir diesen
Zugang sind charismatische Fuhrungspersonlichkeiten,
die die entsprechenden Markenwerte vorleben, Mit-
arbeiter motivieren und unterstlitzen und auf deren
Eigenverantwortung setzen.

In einer einschlagigen Fallstudie untersuchten die Auto-
ren bei ca. 270 Servicemitarbeitern eines Schweizer Tele-
kommunikationsunternehmens die Auswirkungen des
Flhrungsstils auf markenfordernde Verhaltensweisen,
sowohl am Arbeitsplatz als auch als Privatpersonen (z .B.
durch Mundpropaganda) sowie deren Treue zum Unter-
nehmen als Arbeitgeber. Zusatzlich wurden in einem
Strukturgleichungsmodell die psychologischen Mechanis-
men untersucht, die zu den entsprechenden Verhaltens-
weisen fiihren.

Schliisselbegriffe:
Unternehmensmarke, Dienstleistungsmarke,
Service, Relationale Fiihrung

Die Ergebnisse zeigen in diesem spezifischen Fall folgen-
des Bild:

> Ein relationaler Flhrungsstil ist zur Forderung von
Marken-
werte werden deutlich besser internalisiert, was sich
positiv auf Verhalten und Verbleibdauer der Mitarbei-
ter im Unternehmen auswirkt.

markenkonformem Verhalten effektiver.

> Ein stark transaktionaler Flihrungsstil bewirkt haupt-
sachlich ein eher rational motiviertes Befolgen von
Markenstandards ohne grofles Engagement und
wirkt sich eher negativ auf das markenkonforme Ver-
halten am Arbeitsplatz und im privaten Umfeld aus.

> Da im Unternehmensalltag durchaus auch Misch-
formen der einzelnen Fiihrungsstile beobachtbar
sind, wurde auch untersucht, wie sie interagieren.
Dabei zeigte sich, dass transaktionale Komponenten
einen Katalysatoreffekt auslosten und die positiven
Effekte eines relationalen Grundstils verstarkten,
wenn sie gering dosiert ausfielen. Zu starke transak-
tionale Komponenten hingegen neutralisierten die
Vorteile eines relationalen Stils.

> Eine weitere Studie zeigte, dass ein markenspezifischer
relationaler Fiihrungsstil durch spezifische Trainings
verbessert werden kann. Unternehmen konnen ihr
Flhrungspersonal demnach in Richtung relationaler
Flhrung entwickeln und damit gleichzeitig auch den
Markenauftritt verbessern.
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ERHEBEN VON MARKTINFORMATIONEN —
EINE AUFGABE FUR DAS TOPMANAGEMENT?

Nukhet Harmancioglu, Amir Grinstein und Arieh Goldman

Marktforschung liber die Markte eines Unternehmens ist
notwendig, um geeignete Marketingstrategien zu finden,
erfolgreiche Innovationen zu entwickeln und tiberdurch-
schnittlich effektive und effiziente Marketingergebnisse
zu erzielen. Darin liegt ein zentrales Credo des Marketing-
Konzeptes. Normalerweise sind Topmanager in den
Marktforschungsprozess aber nicht direkt involviert. Sie
verlassen sich vielmehr auf die aufbereiteten und zusam-
mengefassten Daten ihrer Marktforschungsmitarbeiter
oder externer Marktforschungspartner und sind insofern
mehr Kunden als Produzenten von Marktinformationen.
Geschuldet wird dies einer arbeitsteiligen Marketingorga-
nisation, in der spezialisierte Marktforscher effektivere
und effizientere Ergebnisse erbringen sollen als General-
manager.

Sind diese Spezialisierung und die damit verbundene
Abkoppelung der Marktforschung von den eigentlichen
Entscheidungstragern aber tatsachlich effektiv? Soll-
ten nicht auch Top-Manager in den Marktforschungs-
prozess aktiv eingebunden werden, um ihren Blick fir
die Marktentwicklungen zu scharfen und die spezifi-
schen Informationsquellen der Top-Manager zu nutzen?
Manche unter Umstanden hoch relevante Information,
konnte ansonsten ja verloren gehen. Darliber hinaus
konnen sich durch die Trennung von Marktforschung
und Entscheidungsfindung unterschiedliche Prioritaten
zwischen dem Topmanagement und der mittleren und
unteren Managementebene ergeben, die Spannungen
erzeugen und die Umsetzung von Marketing-Programmen
bremsen konnen.

Schliisselbegriffe:
Marktforschung, Marketingorganisation,
Kundenorientierung, B2B- Marketing

In der vorliegenden Studie wird gepriift, ob sich das
Engagement der Unternehmensleitung bei der Erhebung
von Marktdaten tatsachlich positiv auf die Ergebnisse
auswirkt. Mit Hilfe standardisierter, personlicher Inter-
views in israelischen B2B-Unternehmen wurden Daten
zur Erhebung von Marktinformationen von Mitarbeitern
und Topmanagern sowie zur Innovationsstarke und zu
den Unternehmensergebnissen erhoben. Regressions-
analysen zwischen dem Ausmal} der Beteiligung des
Top-Managements und verschiedenen Erfolgsvariablen
zeigten folgende Ergebnisse:

> Marktforschung wirkt: Die Sammlung von Marktinfor-
mationen wirkt sich generell positiv auf das Innova-
tionsniveau der Unternehmen aus.

> Dieser Effekt wird deutlich verstarkt, wenn sich auch
das Topmanagement direkt an der Erhebung von Markt-
informationen beteiligt.

> Beide Effekte sind besonders ausgepragt bei kleineren
Firmen und High-Tech-Unternehmen. Das ist vermut-
lich auf die dort meist generell geringere Arbeits-
teilung und die besondere Rolle des technischen
Wissens der Unternehmensleiter zurlickzufiihren.

> Das Engagement der Fiihrungsspitze bei der Informa-
tionsbeschaffung signalisiert offensichtlich intern den
Wert solcher Informationen und hilft somit bei Aufbau
und Pflege einer marktorientierten Unternehmenskultur.

> Die erfolgreichere Innovationstatigkeit der Unterneh-
men, bei denen das Topmanagement an der Markt-
informationserhebung aktiv beteiligt ist, bedingen in
weiterer Folge auch positivere Unternehmensergeb-
nisse. Marktforschung ist also auch effizient.

Den ausfiihrlichen Artikel
in englischer Sprache finden
Sie auf Seite ...

.44



66 GfK MIR / Vol. 3, No. 2, 2011 / Next Issue Preview

NEXT ISSUE PREVIEW
THEMES

Dynamically Allocating the Marketing Budget:

How to Leverage Profits across Markets, Products

and Marketing Activities

Marec Fischer, Sonke Albers, Nils Wagner and Monika Frie
/11

Measuring Consumers’ Willingness to Pay:
Which Method Fits Best?

Klaus M. Miller, Reto Hofstetter, Harley Krohmer,
and Z. John Zhang

/11

Seeding a Message to Harvest Reach:
Predicting and Optimizing the Spread

of Electronic Word-of-Mouth

Ralf van der Lans, Gerrit van Bruggen,
Jehoshua Eliashberg and Berend Wierenga
/11

To Zap or Not to Zap:

How to Insert the Brand in TV Commercials
to Minimize Avoidance

Thales Teixeira, Michel Wedel and Rik Pieters
/17

A closer look on Emotional Intelligence
in Marketing Exchange

Blair Kidwell, David M. Hardesty,
Brian R. Murtha and Shibin Sheng
/11

GfK MIR Vol. 4, No. 1, 2012 is forthcoming
in May 2012




ACKNOWLEDGEMENTS

GfK Marketing Intelligence Review® is published bian-
nually and replaces the “GfK Jahrbuch der Absatz- und
Verbrauchsforschung” / “Yearbook of Marketing and Con-
sumer Research”, which has been published since 1954.
It focuses on topics from Marketing Intelligence and
presents rewritten versions of already published scientific
articles from leading marketing journals by authors with
the highest reputation in a readable form for practitioners.

Publisher
GfK-Niirnberg e.V. (the GfK Verein)

Editor-in-Chief
Hermann Diller

Operating Editor
Christine Kittinger-Rosanelli

Editor

GfK-Nirnberg e.V.
Nordwestring 101
D-90419 Nuremberg
Germany

Tel +49 9113952231
Fax +49 911 395 27 15
Email: info@gfk-verein.org
www.gfk-verein.org
www.gfkmir.com
www.gfk.com

Editorial Board
Manfred Bruhn, University of Basel, Switzerland
Sunil Gupta, Harvard Business School, USA
Andreas Herrmann, University of St. Gallen,
Switzerland
Dr. Oliver Hupp, GfK SE, Nuremberg, Germany
Alain Jolibert, University of Grenoble, France
Nicole Koschate, University of Erlangen-Nuremberg,
Germany

Imprint [ Vol. 3, No. 2, 2011 / GFK MIR 67

Srinivas Reddy, Singapore Management University,
Singapore

Werner Reinartz, University of Cologne, Germany
Bernd Skiera, University of Frankfurt / Main,
Germany

Dr. Hans Stamer, Wrigley GmbH, Germany

Markus Voeth, University of Stuttgart-Hohenheim,
Germany

Design & Art Direction
Scheufele Hesse Eigler Kommunikationsagentur GmbH

Print
Druckerei Eugen Seubert GmbH, Nuremberg

Lithography
607er Druckvorlagen, Darmstadt

Subscriptions
75 € per annum

ISSN 1865-5866

Whilst every effort is made to ensure that the information
in this magazine is correct, GfK e.V. does not accept
liability for any inaccuracies that GfK Marketing Intelli-
gence Review might contain. The views expressed in
this publication are not necessarily those of GfK e.V.

Copyright

© GfK e.V.2011. All rights reserved. No part of this pub-
lication may be reproduced in any form or by any means
without prior permission in writing from the publisher
info@gfk-verein.org.

mVerein








