	IGCSE BUSINESS STUDIES



PRODUCT (OR HOW DO BUSINESSES DECIDE WHAT TO MAKE)

One of the main tools that help businesses to decide on what product or service to make and what the rest of the elements of the marketing mix should be like is called MARKET SEGMENTATION.  This means taking all of the possible customers for this product or service and splitting them up into groups of people who have similar characteristics.  An example is given below.
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When trying to imagine what a market segment looks like, I imagine a dartboard cut into segments.  Depending on what the product is, different areas of the dartboard will be filled in.  Lets take the example of chocolate above and take two products Smarties and Godiva chocolates.  As in the chocolate example above, we will SEGMENT the market by age and income and also by gender.
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On the diagram the concentric circles represent age groups and the wedge shaped segments represent income types.  The left hand of the diagram is the male population of chocolate buyers and the right side is the female market.

TASK

Let’s say that the market for Smarties is made up of young children, male and female in the low to mid income level range.

Shade in the appropriate portions of the diagram above to represent that market.

Now use the diagram below to shade in the area that represents the market for Godiva chocolates.
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As you can see, although the market for chocolate COULD consist of anybody, most firms will choose to aim their products at just a small group of people within the population.  This is their TARGET MARKET SEGMENT.

Finally, shade in the target market for BMW Convertible cars in the UK – label it correctly.
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Explain your choice of segment

	

	

	


Use your textbook to help you fill in the table below on segmenting the market.

	Segment by ….
	Explanation



	Income group
	

	Age
	

	Gender
	

	Use of product
	

	Occupation
	

	Religion
	

	Social group
	



MARKET RESEARCH

So, we have just agreed that companies do not aim their products at the whole market, but at smaller segments of the market.  But, how do they know which segments to aim at?  Come to think of it, how do they know WHAT to sell?  The answer is that they undertake MARKET RESEARCH.

Market research is used to try to find out the answers to questions such as:

· What feature of a product do people like or dislike?

· Would they be willing to buy these products?

· What price would they be prepared to pay?

· What do they most like about the product?

· What type of advertising or promotion would work best?

· What is the competition like?

TYPES OF RESEARCH

There are several ways that the types of market research can be split up.  One is into qualitative and quantitative research.  

This refers to the type of information collected.   Qualitative research is in‑depth research into the motivations behind consumer behaviour or attitudes. This could use surveys or interviews.

Quantitative research concentrates on factual information, such as market share, probable level of sales at a given price and ways in which the market can be segmented. This could use questionnaires.  In essence, quantitative research relates to who buys the product and how much will they buy, whereas qualitative research is concerned more with why people buy.

PRIMARY OR SECONDARY RESEARCH?

Primary research (or field research) is the collection and collation of original data.  It involves direct contact with potential or existing customers.  This research will usually have been carried out by the people who want to use the data or by people employed to collect data (such as agencies).  This is an expensive way to carry out research.

Complete the table below to name five different types of primary research

	

	

	

	

	


TASK

Now read and make notes from p. 224 to 226 from your textbook on lined paper and add these notes to your marketing workbook.

A CLOSER LOOK AT QUESTIONNAIRES

A questionnaire consists of a set of questions presented to respondents. The questionnaire is by far the most common instrument used to collect primary data. Questionnaires need to be carefully developed and tested before they are carried out.  In preparing a questionnaire, the market researcher carefully chooses the questions and their form, wording, and sequence. The form of the question asked can influence the response. Market researchers distinguish between closed-end and open-end questions. Closed-end questions pre-specify all the possible answers. Open-end questions allow respondents to answer in their own words. Closed-end questions provide answers that are easier to interpret and analyse.  Open-end questions often reveal more because they do not constrain respondents' answers.  The table below provides examples of both types of questions.
	Name
	Description
	Example



	

	Dichotomous
	A question with two possible answers.
	In arranging this trip, did you personally phone American? 

Yes       (          No      (


	

	Multiple choice
	A question with three or more answers
	With whom are you travelling on this flight?

No one (
Spouse (
Spouse and children (
Children only (
Business associates/friends/relatives (


	

	Likert scale
	A statement with which the respondent shows the amount of agreement/ disagreement
	Small airlines generally give better service than large ones

Strongly disagree

Disagree

Neither agree nor disagree

Agree

Strongly agree

1

2

3

4

5



	

	Completely unstructured
	A question that respondents can answer in an almost unlimited number of ways
	What is your opinion of American Airlines?

	

	Word association
	Words are presented one at a time, and respondents mention the first word that comes to mind
	What is the first word that comes to your mind when you hear the following?

Airline

American

Travel



	

	Story completion
	An incomplete story is presented and respondents are asked to complete it.
	“I flew American a few days ago.  I noticed that the exterior and interior of the plane had very bright colours.  This aroused in me the following thoughts and feelings ………” Now complete the story


	

	Picture
	A picture of two characters is presented, with one making a statement.  Respondents are asked to identify with the other and fill in the empty balloons.
	


Primary research then is original data collected for a specific purpose.  The other type of research is secondary research.  This is sometimes called desk research.  It uses information that has already been collected by others and is available for use by others.  This could be information from inside the company already such as last years sales figures (internal data) or from other companies, the government etc.  This is external data.

TASK

Now read and make notes about secondary research from p. 227 to 228 from your textbook on lined paper and add these notes to your marketing workbook.

HOW IS MARKET RESEARCH CARRIED OUT?

A good market research campaign will take time and will need to follow certain steps.  These are

1
Identify the problem

Before launching a research project, it is necessary to clarify the type of information required, why it is required and what questions it is designed to answer.

2
Investigation of secondary sources of data

It is a mistake to think that marketing research is only to do with questionnaires completed in the high street. In fact, before a business collects primary data by undertaking expensive field research, it should review secondary data collected by means of desk research.

Desk research is obviously cheaper than primary research, but the data may suffer from two serious defects: it could be out of date and, it must be remembered that it was collected for a different purpose. Secondary data should, therefore, be handled with care.

3 
Selection of primary data collection methods

There are several techniques of field research to collect primary data.  The task for the researcher is to choose the most appropriate method. In making this choice, consideration should be given to relative costs, the time available, the type of information required, the type of people to be investigated and the degree of accuracy required. 

4
 Analysis, interpretation and evaluation of the data

After collecting the data, it is necessary to draw conclusions from it that can be of value in designing marketing strategies. 

5
 Recommendations for action

The final part of a research project consists of recommending the strategy to be pursued in relation to the product and the marketing effort. As explained above, marketing research is not pure research undertaken for its own sake - it is designed to provide answers to commercially important marketing questions.

TASK

Complete task 16.6 on page 234 of your textbook.  Complete this on lined paper and add to your workbook

THE PRODUCT LIFE CYCLE

Most companies have more than one product or service that they are trying to sell.  Some of the products may be relatively new and others may have been with the company for a long time.  Think of Kit Kat.  They have been around for over 50 years!  However, other chocolate bars are newer on the market and may not last as long as Kit Kat.  

It is not wise for companies to have either all new products or all old ones.  People might get bored with the old products (that is why Nestle have bought out chunky Kit Kats and white chocolate ones).  Similarly, a company doesn’t REALLY want all new products either.  What if the public don’t like them or they prefer their old products? 

In order to make sure they have a spread of products and services across the range, companies use the PRODUCT LIFE CYCLE.  This is a diagram that represents the different stages in the life of a product.  It is always drawn in the same way.  It plots the level of sales over time.  The length of time is split up into different ages (just like a person).  These are

· Development

· Birth

· Growth

· Maturity

· Decline

The pattern that the level of sales makes is plotted on a graph and there is a CLASSIC shape, which is seen in most textbooks.  It looks like the one below.

	Sales
	
	
	
	
	

	
	Development
	Birth
	Growth
	Maturity
	Decline


Using your textbook, complete the table below, which describes the features of each stage.

	Stage in life cycle
	Explanation



	Development
	

	Birth
	

	Growth
	

	Maturity
	

	Decline
	


The exact length of the life cycle in terms of years varies from product to product as we saw earlier.  New developments in technology will make some products obsolete and their life cycle will come to an end as new products are purchased.  An example of this is mobile phones, which now have the Internet and cameras.

The exact stage that the product is in needs to be identified so that businesses know what prices to charge or how to promote the product.  Products in different stages need to be treated differently.  For example, when a product is in decline it is no good putting up its price, or if the product was in the growth phase it would be foolish to cut the amount of advertising being undertaken.

Below is a list of some of the strategies that could be undertaken at each stage.

	BIRTH


	GROWTH
	MATURITY
	DECLINE

	Strategies

· Create product awareness

· ‘Skim’ prices or penetration pricing

· Shake out policy – quickly drop unsuccessful products


	Strategies

· Promote brand image

· Acquire more outlets

· Obtain economies of scale
	Strategies

· Encourage repeat buys

· Seek new customers 

· Use price discount to hold or win market share


	Strategies

· Improve sales using extension strategies (see below)
· Take product off the market (discontinue)



If a product is in the decline stage, businesses must think of EXTENSION STRATEGIES.  These are ideas which will stop the level of sales dropping and either level them off or raise them again in the near future.  If no extension strategies can be found, or if they are unsuccessful, then the product will be dropped by the company as it is wasting valuable resources.  So what can a business do to extend the life of a product?  They can:

· Find new uses for the product

· Find new markets for existing products

· Develop a wider product range

· Change the appearance or the packaging

· Encourage people to use the product more frequently.

It would be sensible for firms to implement extension strategies BEFORE a product reached the decline stage.  This can be done by using sales forecasts and market research.  This in itself can cause problems, as forecasts are only estimates.  It is impossible to plan for every eventuality.  Using an extension strategy that goes wrong may even bring about the decline of the product life cycle faster.

TASK

Now complete Activity 18.7 from page 256 of your textbook on lined paper and add this to your workbook.


PRODUCT DESIGN AND DEVELOPMENT

It is all very well and good for companies to know what the consumer wants, and when they need to change the features of their products or bring out new ones, but actually thinking up an idea for a product or service which could make a company a healthy profit is not that easy.  If it was then we would all be entrepreneurs with our own business!

The process behind developing a new product is a lengthy one – and it can be very expensive too.  Large businesses are looking for new products all the time and smaller businesses are trying to stay competitive by keeping up with the latest trends and technology.  When developing a new product businesses must go through certain stages.  In the space below, draw the diagram that illustrates these stages from p. 249 of your textbook.


TECHNOLOGY AND PRODUCT DESIGN AND DEVELOPMENT

In recent years the level of technology we are surrounded with in our everyday lives has increased dramatically.  Gone are the days when you had to stop at a public telephone box to make an important call – mobiles ‘phones are everywhere.  The Internet can bring up all manner of information, movies and music at the touch of a button and there are more gadgets for the kitchen than ever before!  So what affect does this increase in the level of technology have on businesses operating in today’s market place?


Well, it means they have to be able to react faster to new developments in technology than ever before.  Otherwise, while their competitors are launching new products which customers can spend their money on, a business, which doesn’t move with the times, will be going downhill!

Also, as technology develops so does the amount of convergent technology.  This means putting together two pieces of equipment in the same product.  A recent example is mobile phones with MP3 machines, radios and cameras (amongst other things).  Only a handful of years ago it was enough just to have a mobile to make calls on but now customers are demanding more and business have to develop ways of using new technology to give it to them.

All of this means that the life cycle of many products is becoming shorter and new, updated versions are required faster than ever.  Of course, just because you can develop a product to include new technology, doesn’t mean to say ALL your customers will be happy with the changes you make.  Business have to be careful not the change TOO quickly or it will put potential customers off.  People think ‘what is the point of buying an expensive high tech product when it will only be out of date in 3 months’?

TASK

To be completed on lined paper and added to your workbook

1)
Take a household object of your choice and develop it to include a new feature through the use of existing technology.  Name your new product and describe how it works.

2)
Describe the new target market for your product.

3)
How would you promote this new product?  Give an example of an advertisement you would use. 

Imagine the market for chocolate bars.  Different people buy different types of chocolate.  Young children will buy cheaper products; probably with cartoon pictures on the wrapper while adults may buy more expensive products, possibly in much fancier boxes and different ingredients.  They are all in the market for chocolate but young children and adults have different tastes, levels of income and lifestyles.  Therefore, it makes sense to place them in different market segments in the chocolate market.
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