There's More!

Considering Uncertainty When
Managing Marketing Investments

arkerers have come under increasing pressure o
manage their spending more carefully and
secount for its effeces. This has spurred the develop-
Erierit IIIII.'I.I'_'“' :IIJ'-":'I'riHI'IH IMEASINEITIENE r-l'l-,'IIE .Hn_l,'l
prompred a newfound regard for staristical analysis.

Horwever, while these efforts are 1o be applauded, and more
is now kenown about how marketing affects busines results,
marketers could nchieve greater impacr if they explicitly consid-
ered the role of unceral nry in thesr choieed. To see how this
may be dome, consider this view of the markever's dilemma,

The Marketer’s Dilemma

Thie markerer 5 oftens faced with a difficult decision — how
toy allocate his marketing dollars across & ser of alremarive mar-
ktrln!.[ acoivithes {auch a8 s |1|.tdiu.
direct respanse and online adverrising)
i order to achseve a prescribed set of
poals, While the markerer generally
knows how much be wants spend in
each media category, based on whar was
spenik historically, the problem is thaa
the curcome of these investmens will
depend, ar lease in part, on the prevail-
ing market conditions around the time
rhie advertising muns, And these condi-
rions may be fraughe with uncermainny,

Wl e ecomsmy comtinaee ak its cur
rent pace ! Wil the stock marker deviare
fram its current path! How will consumer confidence tmend!
What will comperiton dol

[n Takde 1, we see that the markerer devised three altemartive
mari;n:'nnq.' acthons (A, Ay ard Aql, which are under consibern-
tion. Thess actions could represent altemarive markering mixes,
emphasizing different ratios of mass medin o dinect FEspOmSE
achvertising or different ratios of offline to online spending. The
ourcomses of thyese actons — the nsiness results — are p.'|rri.'|i|'9,'
dependent om the future stte of the market.,

[n this example, three potential markes stanes (5 5; end 5,)
were desipnated, maybe reflecting high, medium and low soe-
narss. The comsequence of ench masketing action (A,) and
rn-'lrF-:-.*ring SLARE ':S-II'. IJL'".Il.'Il..'\I H1 dv.l":lr s:l]l.'l. ph.ll'll i sowe odher
business measurement, are shown in the first thres rows and
columns of the table,

As you can see, the marketer would choose a different masr-
keting actiom with each of the three rnarketing staes o achieve
thie highest results. In the cese of 5,, A; is the best choice; for
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Sy, it s Ay and for 55, A, is optimal. Unfortenarely, the mar-
keter doesn't know inadvance which o virketing state will pre-
vail. 5o, how should the markerer chioose!

There are several straregies the marketer coubd follow 1w
mike his choice, depending on his artitude voward risk, For
instance, if he ls conservanive be could choose A becoase it
provides a relatively consistent owtcome across all morkering
ALANES. T|.'|.|=- c|||.m.'|.' also pEaximizes Jis mmomun |51in Lak worst
he would generate 510 million in profin, whereas he coubd get
caly 58 million or acrually kese 310 million with his ather
choices), If he & a risk raker, he could choose A, because that
action offers a chanee o achieve the highest possible gaim {in
this case, $30 million).

Ter ancther vany for the marketer to choose is by calculating
the "expecred value” associaned with
ench choice and m:[-l.'n:l.'in;u thie action
with the highest likely revurn, Thar is,
he chascses that action which wouald,
on average, produce the best cutcome
if this particular choice was made
many [ames., To do this, however, the
marketer needs to know {or estimate )
the probabilicy discribution associated
with the future marketing states. The
expected value of each action & mere-
Iy the weighted sum of each set of out-
COHTES,

The far right column of Table 1
also shows the probabilicy distribution for the possible markes-
ing states. These probahilitics may be derived from historical
dara or may be based on the subjective judgment of the mar-
kerer himself, Using this informarion. he could calculate the
expected value for ench action, as shown in the battom row of
Table 1, Thus, if the markerer wishes to maximize expecred
witlie, he woald choose A

Marketers will never be 100-percent certain of the conse-
quences of their proposed marketing plans. However, they can
increase the likelihood of generating berrer resulns of they use a
decision-making frmamework that enables them o consider mar-
kerplace uncerminties explicinly, By using an expected value
criterion to choose what action to take, they will not only be
puided o the best solution, but also usderstand berter the likely
return on their markering investmenits. 8
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