Promotions – a question of judgment

I know half my advertising dollar is wasted, I Just wish I knew which half

This famous old advertising quote (attributed to either Lord Leverhulme or Wanamaker depending on which side of the Atlantic you sit) is still relevant today to both manufacturers and retailers. 

Promotions are especially perplexing for fresh food retailers. Coming to grips with volatile supply – as well as fluctuating demand – is one of the joys in fresh food. Promotions need to be driven by supply as well as demand imperatives.

In this environment experience matters; judgment, intuition and a feel for the market is irreplaceable.  
Whilst scanning data analysis can provide tremendous feedback on individual promotions – especially the short-term effects – there is a danger that this approach could lead to a scattergun of individual promotions. Sooner or later the retailer has to decide the overall promotional direction and make the hard trade-off decisions. In fresh food retailing in particular this is a matter of judgment.

Management should develop the promotional strategy sooner rather than later, so that individual promotions can be implemented with some sense of the overall direction. Management has to get the buy in from all the different groups. Or should that be different warring factions.

This is inevitably more like herding cats than a strategy workshop.

This article looks at a technique for establishing the promotional strategy based on leveraging management judgment. Next months articles builds on this foundation and investigates promotional implementation.

To dream the impossible dream…

Imagine 16 or so retailers spending two days discussing promotional strategies, with no voices raised in anger, or protest, or even frustration? But rather a mood of thoughtful deliberation and patiently listening to each other’s view. 

To have representatives from buying, retail operations, marketing, merchandising and advertising all interested in what the other person has to say. After 2 days, together they have developed an agreed vision for a long and short-term retail promotional strategy. And have generated commitment to an actual fresh food promotional plan. 

Surely the impossible dream….

Well, perhaps not. Together with Professor Paul Steffens from the Centre of Innovation at the University of Queensland, we have just completed such a project with UK retailer Waitrose. 

Waitrose decided the best place to start was to develop the overall direction, with input from all the relevant stakeholders, including suppliers. There are many people in the organization with (strong) views on promotions and their input had to be sought and integrated into an effective plan.

But assembling a bunch of retailers and suppliers for a 2-day workshop to agree on a way forward, and to commit to an actual plan is an ambitious undertaking.

The problem is that different staff, such as store managers, department team leaders, merchandising and training specialists, buyers and advertising, all come to the table from different perspectives.

The heart of the challenge is that individuals can generally only see (or only want to see) the problem in terms of maximising the effectiveness of their own functional area. The buying team, for example, can only really see their piece of the jigsaw, or the store manager is eager to justify the addition of more sales staff.

The final decision therefore essentially boils down to one of compromise – which by definition is not the optimum. A compromise by its very nature is a negotiated give-and-take process with winners and losers. The focus of the discussion revolves around “competing outcomes”, with staff more interested in defending their turf. This is not the ideal way to generate commitment to a team decision.

Leaders are left somewhat frustrated that they have not been able to fully utilize the judgments of all the people involved in critical decisions that cut across organizational boundaries. 

But there is an alternative to the bun fight.

The challenge is to shift the focus of the discussion away from the final promotion decision towards the effectiveness of promotional scenarios. The task is broken down to bite size chunks which are then put back together. 

Enter computer models. It may sound a bit obscure, but the solution lies in the use of marketing models. Marketing models provide the missing link and mean that the decision can become one of bringing different views together, not a compromise with winners and losers.

Initially the decision can be made with management judgment as the only input. In fact it is incredibly powerful to assemble (say) 12 managers and say that we have utmost confidence in their accumulated experience. The final outcome will rely totally on their judgment.

Hence, marketing models are not a replacement for human judgment. In fact the opposite. They provide a tool to leverage the skills, experience and intuition of the team. All the computer does is provide the complex computational power, which is where humans are weak. (See the following figure.)





The manager can determine the performance criteria. For example:

· What is the optimum marketing resource allocation in order to maximise profits.

And then various constraints can be incorporated such as:

· What is the optimum marketing spend to maximise profits but with no loss of market share and

· What is the optimum marketing spend to maximise profits with no loss of market share and no increase in overall marketing dollars.

This approach has a powerful impact on the decision making process itself and the final decision. It’s amazing to witness the various participants actually listening to each other’s viewpoint, and then agreeing to the final decisions. The focus on the input, and not the output, encourages interaction and sharing ideas, rather than pushing entrenched views.
From a team building perspective, shifting the focus from promotional decisions towards the effectiveness of promotional scenarios has a number of powerful benefits:

· The process is not dominated by a small number of senior or assertive team members – everyone has their say.

· The structured feedback process allows different team members to justify their views and allows everyone to modify their input if required – dialogue, not arguing.

· The process effectively integrates the judgments from a broad senior management perspective and specialised functional expertise.

· Highlights the perspective, and also biases, of different functional areas, such as the excessive optimism of marketing. 

For example, during one use of this approach the group realised that they consistently over-estimated the impact of promotions on other lines: for example if apples are promoted we will sell more fruit and vegetables generally. After the process the buying group was able to adjust for this bias in their thinking.

In terms of making better decisions the process generates a number of benefits.

· Highlights the really important differences and resource allocation implications arising from different store formats, store sizes and/or markets served.

· Highlights the impact of short and long-term strategies. The process is particularly relevant for addressing the long-term strategy where scanning data has severe constraints. The ease of assessing the short-term impact of promotions in retail means that there can be a tendency to focus on short-term tactics to the detriment of long-term strategies.

· Facilitates ‘what if’ analyses and the sensitivity between different marketing techniques and different objectives such as profit and market share.

· Clarifies the areas where managers themselves believe their judgment should be confirmed or tested by trials or further data analysis.

· Allows the incorporation of external data such as market research.

Experience in a range of industries shows that the use of marketing models to team decision results in at least a 7% improvement in performance for the same level of expenditure.

There is little doubt that promotions – developing, implementing and evaluing them – will be one of the critical challenges in fresh food retailing in the next few years. Scanning data analysis helps, but ultimately it will be a question of judgment.

breakouts:

There is an alternative to the bun fight

This is more like herding cats than a strategy workshop

Actually listening to each other’s viewpoint, and then agreeing to the final decision


Optimal Promotional Scenarios





Management judgment





Promotional Effectiveness





Management judgment





Synthesis





Computer models





Michael can be contacted on michael@okeeffeaa.com








