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- Do Your Ads Work?

THIS RATIO DEFIES RATIONALISATION. EVER
since the dawn of advertising, CEOs have tried
to measure the exact returns from their ad-
spends (a.k.a. ROA), only to fall prey to a funda-
mental debate. Just how should the payoffs
from advertising be calculated? Should the
indicator be sales volumes? Is it more
meaningful to measure brand equity? Or is the
consumer recall of an advertising campaign
the right yardstick? Cutting through the

ESPITE  THEIR  HEIGHTENED
Da(temion to advertising spend (ad-

spend). managers still have a hard
time getting it precisely right. This should
occasion no surprise: the task is
extremely—perhaps even impossibly—
difficult. There are problems everywhere:
data are often unreliable, intemal account-
ing and control systems irrelevant, perfor-
mance cniteria inappropriate, budgets
unpredictable, time horizons for decisions
unclear or unreasonable, and managenal
incentives unfocused.

These problems do not remove the
burden of getting it right. But they do
redefine a bit the yardstick by which “right”
gels measured. Greater accuracy and

Example: Luxury sports sedan

Total spent an CNN an
style-performance-sportiness message . A

Percentage of CNN viewers in
target who belong to segment .

Share of speading atiributed to segmaent
W Share of spending on CNN $200,800
8 Share of spending on MTV $250,800
& Share of speading on network $2,500,008
® Share of spending eisewhery $7,050,800

Total spending attributed t aegmint

controversy, Naras V. Eechambadi—a consul-
tant at McKinsey & Co.'s Stanford office—has
created amodel that not only makesttpossible
to calculate the ROA, but also shows how the
ROA can be leveraged to use advertising
budgets better. BUSINESS TODAY presents an
excerpt from The McKinsey Quarterly, that
exclusive journal where the collective wisdom
of the specialists from the world’s biggest and
best-known consulting firm is recorded.

precision are, of course, always welcome.
But the primary merit of any new approach
to making decisions about adspend is to
embed throughout an organisation a
consistent, shared discipline for syste-
matically thinking. through the complex
dvnamics of value creation and capture.

Such consistent discipline is especiallv
important given the relatively fragile state
of knowledge about the true economic
value of advertising. There are. for exam-
ple. a couple of facts about advertising that
almost everyone knows. For much of the
1880s. ad-spending boomed at a double-
digit clip. Then, in the 1990s. expenditure
began to decline in real terms. Among
managers. as well as students of advertising,
two competing theories have developed io
explain these conflicting trends:

B Advertisers were overspending during
the 1980s. orthey are underspending today.
Orboth.

m Either (or both) rate of spending is right;
it is simply that the nature of competition.
the overall performance of the economy,
andtherole of advertising have all changed
from one decade to the next.

Both theories are plausible and popu-
lar. Both are wrong. In fact, there is a third
explanation: ad-spend has become so dis-
connected from economic reality and from
an understanding of how best to evaluate
an ad'’s quality—that is, its creativity—that
these numbers do not reflect much other
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A different
model

than  management’s ;
willingness to apen
its wallet.

New approaches
to  thinking about
advertising that are
anchored in  the
ellective metrics of
creativity and in the
economic realin of

value creation are,
therefore,  needed
The one described

here focuses on the
economic half of this
equation. Based on
existing market rese-
arch techniques and
information
nology, which have
cased tremendousiy
the execution ol such
approaches, it pro-
vides managers with
a rational, depend-

tech-

< —__PRIMARY PLAYERS

Spending

guidslines

Corporate
advartising
deparimsnt

ldentification
of target
markat

Allocation of

spending “Meda pian

{with rsach

able tool for setting
advertising  budgers
and monitoning adv-
ertising effectiveness,
Italso allows them to
see how their pre
ducts deliver value to individual market
segments and learn low advertising can
communicate this value to the consumer.
Mostofall. it helpsto clanifv the relationship
bvm-eenaumtofmedjaspendandaunnof

Profit
projections

—___END PRODUCT

‘economiic value.

Many companies are adopting bits and
pieces of this approach although, to date,
no large advenisers use it systematically.
They tend to direct their approach towards
the market as a whole—and not towards
the multiple segments that they want to
reach. Even so. they have all found genuine
benefit in the disciplined thought process
that it helps to create and institutionalise.

I.\‘ MOST COMPANIES, SENIOR MAN-

agement gives each brand manager his or
her ad-budget for the year. The budget is
generally based on last year's plus or minus
a lew per cent. The brand manager then
works with ad agencies and is free 1o spend

and frequency

Statement of projection)

advertizsing
strategy and
message

the budget. more or less, as he or she
pleases—within, of course, the sharp
financial constraints imposed by the
need to deliver against tough yearto-
year profit-and-loss accounts,

This new approach works differ-
ently. It should be familiar to senjor
managers because it resembles the stan-
dard capial budgeting process that
operales outside advertising. Instead of
being handed budgets from above,
brand managers tell senior managers
how much their budget should be. They
are allowed to spend as much as they
want on adventising—provided the roA
can be shown to beat some internally-
agreed hurdle.

There is no reason why senior man-
agers should not be able to answer the
economic portion of the simple question
underlying all advertising: does my
adventising work? If you cannot prove that

spend has
become so
disconnected
from
economic

_reality that

the numbers
reflect only a
company's
willingness
to spend
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FROM OBJECTIVES TO INCREVENTS

Example: Luaury sporis sedan
Targstad change

In parcaptions 7%
Impact on x1.5 188 % Increass |a
considaration i conzideration

e SIRE
Comvarsion to 8.8 % Increazs In probabllity
showroom visits 05 of showroom visit _
Closing rateon . 05 % Increase In
showroom visits ™77 " probabllity of purcha

$12.5 mn net Incramental
contribution from .
advartising to sagment

the dollars you spend create economic
value by persuading consumers (O
purchase your product, you should not
advertise—period. On the other hand. if
you can prove effectiveness, the answer
may well be to put more spending behind

successful campaigns for successful
products in the right segments. The
absolute size of the ad-budget is not the
point. Under this new way of thinking,
issues of creativity aside, no ad-budget is
too large provided it produces positive
economic returns on the capital invested.
This will not, of course, solve all the
measurement problems associated with
advertising. There is, as noted above, asub-
stantial creative element that does not lend
itselfto the same kind of hard measurement
that applies to financial analyses. Nor does
it address the issue of longterm impact—
although, by logically modelling the way
advertising works, it makes it easier to
estimate the likely long-term effectsthan do
curmrent econometric approaches that rely
on statistical chance. Nor is it necessarily
the best way of proceedinginall circum-

I stances. In most situations, however, it
fyoucan't | represents a substantial improvement
prove that | over current practice where the lack of
the money proven techniques has meant that little
you spend or no effort has gone into measurement.
persuades This approa.ch fw_oris by forcing the
consumers to whole of advem:;.mg to be more
purchase accountable than it rrasmlona]‘ly has
been and, consequently, increasing the

your 1 jevel of confidence in spending deci-
producf, sions. Available resources are commit-
don’t | ted to better options. Most important of
advertise. | a||, by laying bare the whole process, it
Perlod | exposes advertising strategy to,

examination and transforms it into a
logical, step-by-step, bottom-up enterprise
rather than a top-down activity vulnerable
to the whims of all those in management
who fancy themselves as advertising critics.

OW DO MOST CONSUMER COM-

paniestypically plan and execute their
adventising? In general, financial planning
drives the process of determining ad-spend
for existing brands. An overall marketing
budget is often set during an annual plan-
ning routine, which starts with revenue and
profit targets and progresses to volume
targets and pricing guidelines. A carefully-
managed process then allocates funds to
the more tangible levers of marketing, such
as trade and consumer promotion, with
specific targets for, say, cases shipped or
levels of redemption. Whatever is left over
at the end is assigned to advertising. The ad
plan is often developed jointly by the
marketing manager and the ad agency's
account management. Its main elements
are the primary message or theme of the
campaign, positioning guidelines for
execution, the definition of the target
audience, and indications of media
vehicles to be used.

Many advertisers have general com-
munications objectives—such as increas-
ing or maintaining awareness—but set
quantitative targets all the same. The image,
or positioning, of a product tends to be
driven by how management would like the
brand to be perceived. or by its heritage,
rather than by an understanding of the links
between positioning, the resulting per-
ceptions, and theirimpact on the behaviour
of distinct segments. The need to adapt
positioning to the differing needs of indi-
vidual segments is often acknowledged. but
rarely acted upon. A unified positioning can
work only for a brand that appeals to a
specific segment.

There is a tendency for key decisions in
the development of an ad campaign to
involve too many players, some of them ill-
informed and inexperienced. Copy may be
tested using syndicated services that
measure a commercial's ability to attract
attention and break through the clutter.
This means using yardsticks such as recall,
recognition, and persuasion. but ad
managers seldom calculate how well the
copy actually succeeds in communicating
the message and achieving the desired

What
happens
now?
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change in perception.

Recall and recognition scores, [or
example, are inappropriate when the aim
of the copy is to change the audience's
perceptions because a commercial that is
widely remembered and recognised by
consumers may not actually succeed in
changing their perceptions of the product
or service. Perceptual maps or image
engineering techniques, which would be
appropriate for measuring changes in
perception, are used occasionally to help
determine positioning strategy, but rarely
lo track changes in perception or to test
advenrtising copy.

The weakest link in the advertising
process is in the delivery of the message to
the target audience. Although it is possible
to pinpoint an audience or readership with
great accuracy, advertisers, agencies, and
the media have traditionally been content
to buy and sell on the basis of broad demo-
graphic groupings.

Agencies and advenisers will often
expand their original precise definitions of
their target audience to correspond to the
more broadly-defined television or maga-
zine audiences. Despite the waste, this can
sometimes be justified since it is hard to
make the numbers add up with a splintered
media strategy. More often, however, this
approach is money down the drain. Its

roots lie more in the cost and compen-
sation mechanisms built into the advertiser-
agency relationship than in genuine cost
efficiencies or effectiveness.

OST COMPANIES HAVE MONITOR-

ing systems that are static: they
continue to measure the same indicators
over time. Action standards are not always
adjusted to reflect changes in what the
copy is intended to achieve. Maintaining
awareness and ad recognition, for
instance, may continue to be treated as key
benchmarks even when awareness has
ceased to be an objective. Usually, this
happens where the linkage between
communication objectives and sales is
not understood.

If changing perceptions or rein-
forcing brand loyalty are key objectives,
specially-designed market research can
be used to measure whether the
advertising has achieved the desired
effect. In regular tracking studies, -
however, managers often neglect this
option for fear of losing historical
comparability. Given sufficient fore-
thought and planning, though, it is
possible to satisfy both aims and to
change tracking studies gradually so
that continuity is maintained without
sacrificing relevance.

Monitoring
response

A,

managers
seldom
calculate If
the copy Is
communi-
cating the
message and
achieving the
desired
change In
perception

MARKETINE
PROE1LEVMS

Consumer
lragmentation,
the maturing of
product
categories
(especially in
packed goods),

decreasing
customer loyalty,
the threat of
privats labels in
mass markel
segments, and
increazing media
clutter are all
conspiring to
maks traditional
mass marketing
approaches less
sfiective

BESRE FOR
BRCENCY

Against a
background of
increasing media
cog, the
realization that
much current
spending Is
wasgied on
non-target
cusiomers,
coupled with the
emergence of
bettsr targeting
techniques,
makes targeling
a more attractive
goal than It

usad to be

objectives and
measuring
results s much
easier to achieve
on a sagment-by-
sagment basis.
With the
existence of
large customer
databases, such
sagmentation
need add little
cost or
complexity to the

tracking process

The growth of
cable and
special-interest
publications has
already
fragmented the
major media.
This trickde will
become a fiood
with the spread
of cable
channels,
interactive TV,
and other
slectronic media.
Companies may

about customers
and their
bekaviour 3t a
reasonable cost
bras made it
possible to
ssgment and
target customers
mors finely than
wver before
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A more

targeted
approach

T..

weakest link
in the adver-
tising pro-
cess is in the
delivery of
the message
to the target
audience,
which can be
accurately
pinpointed

]

O MUCH FOR THE CURRENT STATE OF

the game. How should a company set
about advertising in the emerging environ-
ment? The answer lies, in large par, in
redesigning intemal processes (0 be con-
sumer-driven and much-moretargeted, with
financial results acting as benchmarks for
decision-making rather than as the starting
point of the planning process. A confluence
of factors is driving the trend towards more
targeted media strategies: the emergence of
new marketing problems, fragmentation
among consumer segments and within the
media, the availability of better measure-
ment and analytic tools, and the desire for
greater efficiency and measurability.

The first step in the transformation to
the new approach for measuring ad-spend
is to define segments tailored to communi-
cation needs. Next, communication objec-
tives must be linked to business goals.
Finally. advertising must be valued, com-
ponent by component, for each segment.
Such a framework is applicable to most
products or services, but to illustrate the
process. let us examine a hypothetical
campaign for a luxury sports sedan.
DEFINE RELEVANT SEGMENTS: For advertis-
ing purposes, segmentation must focus
on grouping consumers toge:ner with
their media habits. Media segmentation
is typically carried out along a single
dimension, such as demographics
(women between 25 to 44 years) or
behaviour (frequent fliers). Combining
a variety of additional segmentation
bases (such as attitudes and benefits)
with the traditional information on
demography or geography, and enter-
tainment habits (movie-going, video-

tape rental, premium and basic channel
viewing) can, however, yield smaller.
much more sharply-defined segments.

These segments could be targeted with
specific products such as customised pay-
per-view packages offered by local cable
companies. For media purposes, such seg-
ments need to be split further into groups
that share media habits. In the sports sedan
example, one of the key segments is house-
holds that currently own a three- to five-
yearold Japanese compact sedan which
they plan to replace in the next six months,
that have a household income exceeding
$60.000, and that subscribe to CNN.
DEVELOP SEGMENT OBJECTIVES: The next step
is to identify the critical attributes of the
product or service and their relative impor-
tance to the chosen segment. Primary
research, and such common techniques as
regression analysis or somewhat more
complex approaches such as conjoint
analysis, are often used. The segment’s
cumrent perceptions of the product or
service also have to be calibrated. Retum-
ing to the sports sedan example, we know
from existing market research that percep-
tions of style, performance, and sportiness
are considered equally important by the
target group. and that each of these is twice
as important as comfort, safety. and dura-
bility—factors that would probably be
more critical for a family sedan.

Once the critical attributes have been © <.

identified, realistic targets—based on past
experience and actual product perfor-
mance—can be set for improving the
perception of them. In our example. a
reasonable target might be a 10 per cent
improvement in perceptions of stvleand a
five per cent improvement in performance
and sportiness, two related dimensions.

UNK OBJECTIVES TO INCREMENTAL CONTRK
sLTION: Here lies the key to making this
approach work. The relationship between
advertising and sales can be highly
complex. often taking the form of a long
causal chain with both risks and opportu-
nities at every link. Each specific case
needs to be modelled afresh; both the
conceptual model and the parameters that
indicate the relationships between links
can vary by situation and segment. All the
same. a comprehensive monitoring
programme can capture these relation-
ships on a continuous basis, and research
similar to that used for identifying the
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importance of attributes can be employed
initially to build the models.

Again, let us see what this stage entails
by looking at the sports sedan example. Our
largels were improvements in perception of
style (10 per cent), performance (five per
cent), and sportiness (live per cent).
Averaged out, the overall target becomes a
6.7 per cent change in perceptions. The
impact of this improvement is a 10 per cent
increase in the probability that the target
segment will consider buying this car.

Since half of those considening buying
cars are known to actually visit a dealer—
while the remainder may be preempted by
a competitor, not live near a convenient
dealership, or postpone the purchase—
this, in turn, brings a five per cent increase
in showroom visits. Both consideration
levels and dealership visits can be moni-
tored periodically at the segment level to
verify the validity of this model.

If 10 per cent of dealer visits are

converted to actual sales—again, a num-
ber that should be readily available with
proper monitoring—the result is a 0.5 per
cent increase in sales 1o this segment.
Multiplying by the size of the segment
(500,000) and by the margin per unit
($5.000) yields a net incremental contri-
bution of $12.5 million from adventising the
message of style, performance, and sporti-
ness to this segment. -
ESTIMATE COST TO COMMUNICATE: Since the
media is often bought for segments larger
than a targeted approach requires, this is
probably the most  difficult step in
the sequence. Butonce mutually exclusive
segments have been defined, the total
cost of buying a particular media vehicle
can be divided among them in proportion
to theirweightwithin the widerlarget group
for that vehicle.

In the example, if the total spent on the
sryieperfonnanc&sponiness message on
N was $1 million, and this segment repre-
sented 20 per cent of all of the target
segments who watch ¢y, then the cost
attributed to this segment is $200,000.
Aggregating costs for the campaign over all
media yields an estimate of the total cost of
communicating this message to this
segment; in the example, $10 million.
VALUE THE ADVERTISING: The final step in the
approach is simple: subtract the cost of
spending on the segment{osegment from
the incremental contribution. The value

" * e
M Shared behaviour - - ..

characteristics . Y
W Shared percaptions and

nesds i
M Sharsd media lulh o

of adverising the style-performance
sportiness message 10 the chosen segment
is, thus, $2.5 million. In a reaHile context,
this calculation can be repeated for each
segment-message combination to identify
where advertising expenditure will attract
the most profitable retums.

I all this seemns complex and difficult,
is. Successful adoption of the approach
requires substantial organisational change
inciudingimpmementsinanabfﬁcal skills,
the upgrading of customer information
databases, and modifications in the plam
ning and monitoring process. All the same,
it is overdue. For too long, advertising has
escaped the scrutiny directed at other areas
of expenditure and investment within com-
panies, such as new plant and equipment.

Given all the benefits that this new
approach brings. the fact that it is not
widely employed even in the best of
companies is an indication of the barriers
to change in the advertising arena.
However, technology and the desire for
greater efficiency will drive marketers inex-
orably towards more targeted advertis-
ing. The very complexity of introducing
the necessary mechanisms could act as
a source of competitive advantage.
Those who follow the new discipline
should not only reap better returns on
their investment, but also build their
information capabilities and improve
their understanding of their customers.

This anticle is adapted from The
McKinsey Quarterly 1994 Number 3.
Reprinted with special permission.
Copyright © 1994 McKinsey & Co.
All nghts reserved.
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