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SECTION C: CONCEPTS FOR MARKETING PROGRAMS

C.1 Advertising Budget Formulation

CHARACTERISTICS OF THE ADVERTISING
BUDGET DECISION

Setting the advertising budget is a decision
area in which there is a disparity between
theory and practice. However, a better bud-
get decision will result if the marketing deci-
sion maker utilizes both theoretically correct
and practically useful approaches.

What Is the Decision to Be Made? Setting
the advertising budget is an annual task in
most organizations. An advertising budget
should normally be one of the outcomes of
the marketing planning process, created as
the costs of planned advertising programs
are determined and compared to financial
and environmental constraints (see Chapter
4). Budgets should be an outcome or result
of the planning process.

In undertaking an advertising budget de-
cision, the marketer should first clearly
know what budget is to be set. Some recom-
mended processes for setting advertising
budgets presume that the task is to set adver-
tising media budget levels. In practice, the
advertising budget usually includes many ad-
ditional items for which an expenditure
level must be set. For example, sales promo-
tion media, sales aids, advertising produc-
tion, cooperative advertising support and
materials, and advertising effectiveness re-
search could all be funded from the advertis-
ing budget. Some firms go beyond this, set-
ting the budget on a departmental basis,
including such costs as advertising depart-
ment personnel, association dues, storage of
advertising materials, advertising consult-
ants, and office supplies.! The budgeting
process must give guidance in setting

'For a discussion of items included in typical adver-
tising budgets, see Vincent J. Blasko and Charles H.
Patti, “The Advertising Budgeting Practices of Indus-
trial Marketers,” Journal of Marketing 48 (Fall 1984), pp,
104-10.

budgets for nonmedia expenditures as well
as for media expenditures.

In a multiproduct business, the advertis-
ing budget decision is often made product-
by-product with the total advertising budget
for the business made up of the individual

product budgets plus nonproduct and
shared advertising costs.
Promotion  Budgets wversus Advertising

Budgets. A promotion budget is the aggre-
gate of the budgets for advertising, personal
selling, sales promotion, publicity, and any
other separately budgeted promotional ele-
ments. Some firms develop the total promo-
tional budget as a “bottoms up” process by
separately setting budgets for individual
promotional elements and totaling them to
form the total promotional budget.

The alternative “tops down” process sets
a total amount to be spent for all promo-
tional activities and then allocates the pro-
motional funds among the alternative pro-
motional elements. The promotional mix
decision allocates the total pomotional bud-
get among advertising, personal selling,
sales promotion, publicity and other ele-
ments. (see GLOSSARY entry C.29). Histori-
cally, most firms have used the bottoms up
approach with the budget for each promo-
tional element being separately set. The bot-
toms up approach flows naturally from the
marketing planning process that tradition-
ally generates separate personal selling, ad-
vertising, sales promotion, and publicity
programs, each of which requires a separate
budget.

The advantage of the tops down approach
to promotional budgeting is that it assures
that the promotional mix decision will be ex-
plicitly made by considering how funds
should be allocated among promotional ele-
ments.”?

2For more on the individual budgets versus total pro-
motional budget approaches, see Michael L. Ray, “A De-
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Information for the Advertising Budget Deci-
sion. Setting the advertising budget is a mar-
keting mix decision. As such, it should be
made only after a situation analysis (see
GLOSSARY entry A.17) has been conducted,
the product positioned, and marketing ob-
jectives set. The situation analysis should
provide information on the size of the mar-
ket to be reached with advertising, the iden-
tity and location of the market, the competi-
tors and their advertising budgets, and a
history of the results of past advertising ef-
forts. The positioning decision specifies the
target market to be addressed and identifies
the competition most directly related to the
product. (see GLOSSARY entry B.1). Market-
ing objectives, which address problems and
opportunities facing the product, will define
tasks that the advertising is expected to ac-
complish. All of these informational items
are necessary and are used in setting the ad-
vertising budget.

Application of the Budget-Setting Process.
The advertising budget formulation process
can be used for setting a total promotional
budget or for setting the budget for one of
the promotional elements such as adver-
tising.

The most obvious application of the proc-
ess is in setting the budget for advertising (or
another promotional element) as part of the
marketing planning process. On other occa-
sions, a marketer may be called upon to eval-
uate the adequacy of an existing advertising
budget either by itself or as part of a larger
problem situation. In such cases, the steps in
the budget setting process can be used to
guide the analysis.

THE PROCESS FOR SETTING
THE ADVERTISING BUDGET

Leo Bogart, an advertising practitioner and
author, states:

cision Sequence Analysis of Developments in Marketing
Communications,” Journal of Marketing 37 (January
1973), pp. 29-38.
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Essentially, setting the advertising budget is
not very different from any other business in-
vestment decision. The firm looks at the total
market for the product field and assesses its
potential for growth. It examines its own com-
petitive position, seeking to evaluate realisti-
cally the attributes of its product, packaging,
pricing, and distribution relative to what
other brands have to offer.?

Numerous formulas have been suggested
for setting advertising budgets, but most of
them are unidimensional and simplistic. As
Bogart suggests, many factors must be con-
sidered in setting an advertising or promo-
tion budget. Commonly cited budget setting
formulas are described below, but the bud-
get setting method recommended will draw
from several of them.

Heuristic Budget Setting Methods. Several
budget setting approaches rely on use of an
easily applied rule of thumb. These ap-
proaches are widely used in practice, al-
though all of them suffer because, if used
alone, they base the budget on a single factor
rather than multiple dimensions.

B Percent of Sales. One of the most widely used
methods is to formulate the budget as a per-
centage of sales. (The percentage is termed
the advertising-to-sales ratio.) The percentage
used may be based on an industry rule of
thumb or may simply be the result of past
practice. Most often the percentage is applied
to the projected sales for the coming year to
determine the budget. A case rate formula
uses a similar approach, setting an advertising
rate per unit of sales and multiplying that rate
times the projected unit sales to determine the
budget. In the brewing industry, for example,
a common rule of thumb is that advertising
should not exceed $2 per barrel. The percent
of sales approach is criticized as relying on the
backwards logic that sales generate advertising
expenditures rather than the more acceptable
idea that advertising creates sales.

B Competitive Parity. Another method for setting
the advertising budget, termed the compet-

*Leo Bogart, Strategy in Advertising, 2d ed. (Chicago:
Crain Books, 1984), p. 51.
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itive parity method, is to base it on what com-
petitors spend. If competitive spending rates
can be determined, and industry averages are
often available, the budget can be set to match
competitive levels. Various rules of thumb
might be used to generate the advertising bud-
get, such as matching the advertising-to-sales
ratio of competitors, matching the dollar
weight of the largest competitor, or making
the firm’s share of product category advertis-
ing equivalent to their share of market. This
approach is meant to ensure that the firm does
not suffer any competitive disadvantage in ad-
vertising weight. In addition, if all competitors
adhere to this approach, it may reduce the
chance of an “advertising war.” However, this
method suffers from its reliance on a single
consideration, competition, and there is no as-
surance that it does not lead to repeating
blindly the mistakes of competitors.

B Arbitrary and Affordable Budgeting. Some firms
are primarily concerned that the advertising
budget be affordable. This leads to a number
of rather arbitrary budgeting approaches.
One approach, for example, is to budget for
the coming year the same amount that was
spent in the previous year. This might be ad-
Jjusted for inflation or sales growth. Another
approach is to allocate to advertising a pro-
portion of what is projected to be “left over”
after all expenses have been paid. And, of
course, the budget might simply be arbitrarily
set by the CEO. Although affordability is a
valid concern, this method ignores market
conditions and the role that advertising is ex-
pected to play. It seems to treat advertising as
an unproductive expense that should be mini-
mized.

Objective and Task Budgeting Method. The
objective and task approach flows naturally
from the marketing planning process. Fol-
lowing the situation analysis, objectives are
set to provide direction to the marketing
programs. Some of these objectives are di-
rectly applicable to the advertising program
and become the advertising tasks. The adver-
tising program then defines how each of
these tasks will be accomplished. The budget
is derived by determining the costs of each
of the task-related programs.

The objective and task method follows
what is termed a zero-base budgeting ap-

proach.* The budget is built from the
ground up without reference to what was
done last year. Each expenditure has to be
justified based on the task to be accom-
plished. The budgeting process is as follows.

W Define Tasks. Using the marketing objectives,
the tasks that advertising is to carry out are de-
fined. These tasks (in zero-base budgeting they
are called decision packages) must be separa-
ble projects. For example, developing a trade
sales promotion to increase drug store distri-
bution by 20 percent, would be a separable
task.

B Determine Costs. Programs are next built to ful-
fill each task and the cost of each program is
determined.

B Rank Programs. Programs are then ranked in
terms of the importance of the objective that
the program addresses.

B Determine Budget. 'The budget is determined by
summing the costs of the various programs de-
signed to accomplish the assigned tasks. The
purpose of ranking the programs is to give
guidance in cutting back the budget if, be-
cause of other considerations, a lower total
budget is required. If the total budget has to
be reduced, the least important programs are
eliminated.

The task and objective approach offers
several advantages. It is consistent with and
carries out the direction established by the
marketing planning process. Use of the zero-
base means that errors are not blindly re-
peated from year to year. This approach is
the only one that recognizes that the adver-
tising budget is not made up of just advertis-
ing media, but contains a number of individ-
ual tasks, each of which requires a budget
decision. The weakness of the approach is
that it does not give explicit guidance in de-
ciding what is an appropriate amount to
spend in carrying out each task defined for
advertising. This decision requires use of

‘For more information on zero-base budgeting, see
Peter A. Phyrr, “Zero-Base Budgeting,” Harvard Business
Review (November-December 1970), pp. 111-21, and
James D. Suver and Ray L. Brown, “Where Does Zero-
Base Budgeting Work?” Harvard Business Review (Novem-
ber-December 1977), pp. 76-84.
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judgment, experience, and other budgeting
methods.

Budgeting Using Quantitative Models. One
of the deficiencies of the budgeting methods
presented thus far is that none of them re-
sults in an optimum budget and none of
them allows the marketer to answer the ques-
tion, “What would happen if the budget
were increased by X percent? decreased by
Y percent?”

To formuate an optimum advertising bud-
get, the response of sales to various levels of
advertising must be known. This can be plot-
ted as an advertising response curve, such as
the one shown in Figure C.1-1. It is generally
considered that advertising is subject to di-
minishing returns with the result, as shown
in Figure C.1-1, that the increase in sales de-
creases as advertising expenditures are in-
creased. (Some consider that the curve is S-
shaped, increasing at an increasing rate un-
til an awareness threshold is reached, then
showing diminishing returns.) The optimum
budget is the point at which a dollar added
to the advertising budget would not increase
sales enough to cover the increased cost of
the advertising and other product costs. In
other words, profits would not increase.
Computer models are available or can be

Sales response
to advertising

Sales

Advertising Expenditure

FIGURE C.1-1

Advertising Response to Sales
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constructed that manipulate advertising re-
sponse, costs, and other variables, providing
suggested budgets and allowing the mar-
keter to ask “what if”’ questions.

In practice, the quantitative model ap-
proach is much more complicated than the
preceding description suggests. The princi-
pal complexity involves the data required by
the model, particularly the sales response to
advertising. Estimates of sales response can
be made based on the experience of market-
ing executives, by regression analysis of his-
torical sales and advertising results, or by
market testing of various levels of advertis-
ing expenditure. Market testing is expensive,
time consuming, and inexact, but is the pre-
ferred method nonetheless.

Despite the cost and the data difficulties,
it appears that more firms are turning
to quantitative budgeting methods. The
method applies only to the advertising me-
dia expenditure portion of the budget, but
this is likely to be the largest advertising ex-
penditure, running into the millions of dol-
lars for some products. While quantitative
models can seldom develop a truly optimum
budget, it can approach that ideal and allow
the marketer to approximate the effect of
other budget levels.

New  Product Introduction Advertising
Budgets. Setting the advertising budget for a
new product introduction represents a dif-
ferent problem than for established prod-
ucts (see GLOSSARY entry C.18). For a new
product, there is no last year’s budget, no es-
tablished advertising-to-sales ratio, and no
history from which to extract advertising re-
sponsiveness data except through test mar-
kets. In addition to this, new products face
special consumer, market, and competitive
conditions. One result is that new product
advertising expenditures, especially as a per-
cent of sales, must be high to establish aware-
ness of the product among consumers and
to encourage channel members to stock the
product.

With new products, the level of compet-
itive spending plays an important role in de-
termining the advertising budget. Although
a new product will initially have very low
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advertising budget

!

Adjust the base budget

¢ |s the budget affordable?
* What is competitive spending?

Establish a base A‘

brand?
* What is advertising’s role?
* What tasks must advertising accomplish?
* What is sales response to advertising?

}

Next Provide for
Year responsiveness data
FIGURE C.1-2

Process for Advertising Budget Formulation

jected sales could be used, but the objective
and task approach would be better because it
makes it possible to establish multiple budgets
directed to specific tasks assigned to the adver-
tising.

W Step 2: Adjust the Base Budget. The other consid-
erations affecting the budget, some of which
were discussed above, should be listed. Data
indicating their budget impact (much of which
should be available from the situation analy-
sis), should be gathered. Then, one consider-
ation at a time, the budget should be adjusted
up or down to reflect the influence of that

variable. If, for example, the advertising
spending of the major competitor had in-
creased by 20 percent in the current year, this
would be a factor arguing for an increase in
budget. The adjustments should be only in
those budget elements affected.

B Step 3: Provide for Responsiveness Data. If data on

the responsiveness of sales to advertising ex-
penditures are available, they should be used
in step 2 to adjust the budget toward an opti-
mum level. If such information is not avail-
able, provision should be made as part of the
budgeting process for collecting such informa-
tion. This may call for market testing of differ-
ent levels of advertising expenditure. The cost
of the testing and data-gathering effort should
be included as one of the subbudgets or deci-
sion packages in the base budget. In the fol-
lowing year when sales responsiveness results
become available, they should be used as an
adjustment consideration in step 2 of the bud-
geting process.
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C.2

C.2 Advertising Copy

CREATION OF ADVERTISING MESSAGES

Advertising copy decisions determine the
message that advertising will present to the
target audience and how it will be presented.
Advertising copy decisions are part of the
promotion program. Two other interrelated
advertising decisions, advertising budget
formulation (GLOSSARY entry C.1) and adver-
tising media selection (GLOSSARY entry C.4),
are usually made simultaneously with
creaion of advertising copy.

Sources of Direction for Advertising Copy De-
cisions. Advertising copy decisions are made
as part of developing the marketing mix. In
the marketing planning process, advertising
copy decisions are made after the situation
analysis has been conducted and the prod-
uct’s positioning determined. Both are im-
portant sources of direction and informa-
tion for advertising copy.

Primary direction for advertising copy
comes from the product’s positioning (see
GLOSSARY entry B.1). The positioning deci-



