CHAPTER 5- LINDELL’S NOTES

MARKET MEASUREMENT

Primary Learning ObZ,gctives

1. How to identify the market potential, industry sales, and company sales measurements needed. for marketing decisions.

2. How to examine the assumptions and limitations of the various procedures for making these measurements.

3. How three basic types of approaches can be used in forecasting either industry or company sales.

4. How to consider the costs of errors when making a forecast.

Chapter Outline

I. Market measurements are critically important to a number of management decisions, and it is important for managers to understand market measurement procedures.

A. The basic types of market measurement are as follows:

1. Actual sales represent either the past or current levels of demand realized.

2. Sales forecasts are estimates of future levels of demand.

3. Market potential represents the upper limit of demand in a defined period of time.

B. Managers must clearly identify the market to be‑fneasured to accurately measure industry sales and market potential.

II. Absolute market potential is an estimate of maximum potential

demand, usually based on the number of potential users and the

rate of purchase.

A. The three kinds of decisions that generally require an estimate of absolute market potential are: evaluating market opportunities, determining sales quotas, and determining the number of retail outlets.

B. Managers must determine the number of possible users and the maximum rate of purchase. Usually at least one of these components must be measured by managers themselves.

III. Relative market potential is the percentage distribution of

market potential among different portions of a market.

A: Relative market potential helps managers allocate promotional expenditures, allocate salespeople among territories, and locate facilities.

B. Relative market potential can be estimated usina, single‑corollary or multiple‑corollary factor indexes.

C. When industry and company sales vary sharply across geographic territories, special indexes can be constructed to portray these differences. Category development indexes and brand development indexes are used to identify primary and selective demand gaps across territories.

D. Internal databases can serve as good resources for identifying customers who are likely candidates to purchase additional products from a firm.

IV. Sales forecasts are estimates of future levels of demand.

A. Industry sales forecasts can be used to estimate the total sales that will be achieved by all suppliers in the relevant market.

B. Company sales forecasts can be made on specific items, a product line or total company sales ‑​each forecast being important in different decision‑making situations.

C. An extensive array of forecasting approaches exists that can be used in forecasting industry or company sales.

1. Time‑series models are based on the accuracy of historical sales patterns when sales trends are not likely to change in the future. Time​series models are most useful when market forces are relatively stable within forecasting horizon.

2. Moving averages is a method based upon a specified historical period‑' to forecast the value for a future period.

3. When differential weights are desired, such as` for recent years, exponential smoothing can be used.

4. In cases where pronounced trends exist or random fluctuations are not severe, direct​curve fitting approaches can be used to identify the sales time series.

5. Multiple‑regressions models, employed when a number of factors have an impact on sales, allow managers to forecast industry sales, as well as incorporate the expected effects of any controllable marketing variables which are likely to be significant when forecasting company sales.

6. Judgmental approaches may be used to supplement statistical approaches because even the most sophisticated statistical models cannot anticipate all of the potential external factors on sales.

V. When interpreting implications of forecasts, managers must be aware‑of seasonality patterns that may exist,

