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	Quantitative Support for Marketing Mix Decisions


�
In this age of increasingly available marketing data, we have seen a proliferation of statistical models which inform marketing strategy.  Targeting, segmentation, positioning -- the marketer is free to pick and choose from a number of different techniques to help make crucial decisions.  





But what happens after the strategic decisions are made?  Once mar�keting strategy has been devel�o�ped, crucial tactical issues still have to be settled:





-	What level of spending is necessary to achieve strategic goals?





-	How should that spending be allocated among the various components of the mar�keting mix:





	*	Advertising, in various media


	*	Promotion, to the trade vs. direct to the consumer


	*	Price reduction


	*	Sales force





-	Are there external economic and social factors that will affect the market that must be tak�en into account for the marketing plan to succeed?





RENAISSANCE RESEARCH & CONSULTING has developed a model which can help the marketer an�swer these crucial tactical questions.  It's  called PATHFINDERsm.  


      


                                     


What is PATHFINDER?





PATHFINDER is a sophisticated mathematical modeling approach, which allows the  marketer to develop a realistic model of what makes the market "tick". It can do this because PATHFIND�ER is actually an or�ganized series of models, rather than a single simplistic formula.


  


Because of this, a PATHFINDER model can describe the effects of one component in the mar�keting mix on another, as well as the effect of each on sales.  Therefore, the marketer can get information on the indi�rect effects of a change in the marketing mix (for example, the effect of increased sales force effi�cien�cy due to increased adver�tising support).


 


And, because of the statistical properties of the model, PATH�FINDER provides the most accu�rate possible estimate of the return on spending on each component of the marketing mix. 





Best of all, PATHFINDER uses as its input historical data on sales, attitudes and spending that, in many cases, have already been collected in the normal course of business. 


�
How does PATHFINDER work?





Since PATHFINDER is not a standardized, "canned" model, it must be custom-developed for each market. The development involves three phases.  





-	Phase I: Setting Up the Model. The first phase harnesses the marketer's expert knowledge of the market, and organiz�es that knowledge so that it can be analyzed numerically later on. However, it is important to stress that the first phase of a PATHFINDER model does not involve mathe�matics, but rather the marketing sense of those who work in the catego�ry every day.  





	Phase I is usually accomplished by means of a brain-storm�ing session, in which parties with many different view�points of the market take part. It is not uncommon for a PATHFINDER session to include personnel from Market�ing, Advertising, Sales, Re�s�earch, Planning, and even Opera�tions.  The objective of this session, which can last any�where from two hours to a full day, is to lay out, in schematic fashion, the factors that make the market work.  Product segmentation, important (or customary) elements of the marketing mix, regionality, seasonal variation, the ef�fects of economic conditions on the market are all dis�cussed. 





	A member of the Renaissance Research & Consulting staff facilitates the discus�sion, trans�lating the group's ideas of how the market works into a schematic dia�gram.  The diagram contains all the factors that the group believes are important influences on sales; these fac�tors are con�nec�ted by arrows, or paths, representing cause and effect.  For in�s�tance, an ar�row might connect the amount of spend�ing on sales force and quarterly sales.  Or, there might be an arrow connecting trade pro�motion level with the shelf price of a pac�kaged good. 





	When the diagram contains all the factors that the group believes may influence sales (di�rectly or indirectly), and all the causal paths between factors are specified, Phase I is com�pleted.  At this point, the way the marketer understands the category has been made explic�it, laid out in black and white: this is the first product of the PATHFIND�ER model.  Sever�al of our clients have told us that they had never had the implicit assumptions under which they worked brought out in the open before;  they have indicated that they consid�ered the conceptual model of their bus�iness that was created in Phase I to be a valuable piece of intelligence all by itself.  





	However, PATHFINDER doesn't stop there. In the next phase, historical data are assem�bled, which will be used to as�sign numerical weights to each of the important relation�ships in the model. 
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-	Phase II: Collecting the Data. Once the form of the model has been agreed to, historical data on each of the factors is collected. Usual sources for these data include your own sales and marketing archives, government publica�tions, survey research, and syndi�cated services. These data are in the form of time-series, in which every point repre�sents a time-period. 


 


	The ideal interval for data collection will vary with the category, from monthly or quarter�ly to, in some cases, weekly. In general, PATHFINDER requires at least 24-48 data points per factor, in order to insure reasonable statistical confi�dence in the results. In addition, all measurements must have the same interval: mixing quarterly and semi-annual data, for example, can result in an inaccu�rate model.  Once the data have been assembled and veri�fied, Phase III, the statisti�cal com�pu�tation of the model, begins. 





-	Phase III: Estimating the Model Values. The final step in the process combines the con�cep�tual model that was built in Phase I, with the data gathered in Phase II. It pro�duces numeri�cal weights for each of the relation�ships specified in the original model, and indicated with a causal path. 





	These weights can be thought of as returns per unit expen�diture. For instance, if the rela�tionship between trade promotion and sales has a weight of 1.05, that means that, for every dollar spent on trade promotion, $1.05 in sales can be expect�ed, all other factors be�ing equal. 





	Similar weights are calculated for each relationship in the model. In addition, statis�tics are generated that show how well the model fits the data, and how much confi�dence can be placed in each of the individual weights. 


	


	These weights can then be used in "what-if" analyses, in order to optimize the mar�keting mix behind a given product. 


                      


�
PATHFINDER's Experience





PATHFINDER and its predecessors have been used successfully in a wide variety of categories, in�clu�ding:





	-	Dessert Mixes


	-	Chewing Gum


	-	Cooking Oils


	-	Beer


	-	Automobiles


	-	Banking Services


	-	Yellow Pages Advertising


	-	Light Bulbs


	-	OTC Pharmaceuticals





We at Renaissance Research & Consulting have both the experience and the expertise to create a model that will add value to your marketing efforts.  








If you have any questions, or are interested in discussing the possi�bility of building a PATH�FIN�DER mod�el for your product, contact Paul Gurwitz, at:





	RENAISSANCE RESEARCH & CONSULTING


	(212) 319�1833
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