McKinsey Global Survey Results:
Measuring marketing

"The survey was in the field in
January 2009 and generated
responses from 587 C-level
executives representing the full
range of industries and regions.

2Other McKinsey research has
shown the value of such practices.
For example, see David C. Court,
Jonathan W. Gordon, and
Jesko Perrey, “Boosting returns on
marketing investment,”
mckinseyquarterly.com, May 2005;
David Court, “The downturn’s new
rules for marketers,”
mckinseyquarterly.com, December
2008; and Jacques Bughin, Amy
Guggenheim Shenkan, and Marc
Singer, “How poor metrics
undermine digital marketing,”
mckinseyquarterly.com, October
2008.

Marketing may be hard to measure, but many companies aren’t even using the tools
available to them. However, some companies with a clearer understanding of their
spending are planning to increase it, even in the current economic environment.

Marketing spending and effectiveness are notoriously difficult to gauge—but companies
are making it even harder, a McKinsey survey suggests. This survey asked chief
marketing officers and other senior executives from around the world to describe how
their companies assess their marketing campaigns, make their budgets, and plan new
campaigns, as well as how their plans have changed as a result of the economic crisis.*

Many companies, the survey shows, don’t use basic best practices such as clearly
allocating—or even defining—marketing spending across the whole company or
regularly reviewing the results.> Further, companies typically allocate their marketing
budgets based on historical allocation levels and product-level priorities, rather than
campaign effectiveness or the goals of the company as a whole.

The survey results begin to quantify another bit of common wisdom: that consumer-
focused companies are stronger marketers. Indeed, the results show that these types of
companies are much likelier to use most of the best practices. Further, though reaction
to the economic downturn is varied, consumer-focused companies are more likely than
others to be planning to increase their marketing spending. And regardless of where they
focus, companies that use best practices—such as ensuring that marketing spending is
clearly allocated and well understood across the whole company—are also likelier than

others to have plans to increase their spending.
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3We drew these best practices from a
range of earlier work with clients
that highlighted the importance of

developing transparency into

marketing practices, using analytical

tools to allocate marketing

spending, and installing a process to
use metrics to track marketing

performance.

Few best practices

Across most corporate functions, performance improves when companies use detailed
spending metrics to compare spending both historically and with that of competitors.
But such best practices have long been famously scarce in the way companies plan,
manage, and budget their marketing spending; this survey shows the surprising extent
to which that is still the case.

Companies that market mainly to consumers—as opposed to business customers—are
much likelier to use each of the best practices the survey asked about.3 For example,
they are much likelier to have a holistic understanding of their marketing spending
company-wide (Exhibit 1) and are more than twice as likely to review that spending
systematically with a wide-ranging set of analytical tools (Exhibit 2). Thirty-two percent
of all respondents say their companies do not compare their marketing spending with
any benchmarks, and only 18 percent use any detailed benchmarks beyond marketing
spending as a percent of revenue. Nearly half of consumer-focused companies, however,
use detailed benchmarks.

Executives at business-to-consumer (B2C) companies are nearly twice as
likely—at 22 percent—as those at business-to-business (B2B) companies
to say their companies’ marketing metrics are very standardized; though
companies may have different goals for different products, geographies, or
customer segments, standardization allows them to compare performance

effectively

-

)

Exhibit 1
Budget allocation

% of respondents’ How clearly is your company’s marketing
spend allocated?

Business-to-business Business-to-consumer
(B2B) companies, n = 259 (B2C) companies, n =108

All components of marketing spending are clearly
allocated and understood across company

All marketing spending is clearly allocated and consistently

-
applied across the marketing function; not always well understood _ 28 _ 24

by all geographies, channels, or business units

Majority of marketing spending is clearly allocated; not universally

applied across marketing organization or understood across _ 32 _ 29

geographies or business units

Less than half of marketing spending is clearly allocated - " - 9

Not clearly allocated - 9 . 5
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Exhibit 2
Spending process

% of respondents’ To what extent does your organization employ a systematic process to review
its spending for marketing?

Business-to-business Business-to-consumer Description
(B2B) companies, n=259  (B2C) companies, n =108

Not at all 9 4 No regular review of marketing budgets

Periodic review, focus on activity (eg,
Some 54 50 number of marketing events, response
rates) and expenditure

Regular review, qualitative analysis by

Vi T 2z z product, segment, marketing vehicle
Regular review, quantitative
Extremely 7 17 analysis (eg, detailed marketing mix

model) and qualitative analysis
of effectiveness

TRespondents who answered “other” or “don’t know” are not shown.

Compared with B2B companies, B2C companies take a much

more comprehensive approach to understanding barriers to purchase,

with 46 percent of B2C companies using a mix of quantitative and
qualitative assessments; nearly the same share of B2B companies say their
understanding of purchase barriers is limited

Further, though most marketing organizations track the most obvious kinds of spending,
such as spending on personnel, far fewer track spending when it is funneled through
channel partners or third parties (Exhibit 3).

Finally, in terms of specific best practices, it’s rare for companies to use incentive-

~ based structures to pay marketing staff or vendors; two-thirds of respondents say their
companies have a very weak link or no link between marketing performance and

{ financial incentives. Here, executives at consumer-focused companies are almost as

likely to say the same when the links are weak, but a difference does exist at the very
top: 15 percent of executives at consumer-focused companies say there are strong links
between company-wide marketing performance and remuneration, nearly double the
overall figure.

More broadly, the results show that companies overall tend to allocate spending based
on historical allocations and rules of thumb far more than quantitative measures. Only
a small proportion of companies use anything more complex than basic quantitative
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4Respondents answered separately for
each of the following vehicles:
broadcast media, print, PR, targeted
digital advertising, broad-based
digital advertising, direct mail,
telemarketing, and event marketing.

Exhibit 3
Money management

% of respondents,’
n =587

Which of the following components of the marketing
spend does your company’s marketing organization track
and manage?

Working media (eg, resulting in _ 67
customer impressions)

Nonworking program spend (eg, _ 64
creative, collateral, agency fees)

Marketing-oriented funds for _ 51

channel partners

Marketing funds received from

third parties - %

"Respondents who answered “other” or “don’t know” are not shown.

techniques (Exhibit 4). Similarly, respondents say their companies tend to use both the
overall results of past campaigns and the effectiveness of specific past allocations fairly
informally: just over a third say past effectiveness directly affects future allocations, and
only 15 percent include overall campaign results in a clear quantitative model used to
predict future results. This holds true even at the level of individual marketing vehicles.4
Between two-fifths and three-quarters of respondents say that to optimize spending on
each vehicle, they use either their own historical allocation or expert opinions that don’t

include any quantitative analysis.
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Exhibit 4
Little use of quantitative methods

% of respondents,’ n = 587 How does your organization target and
apply priorities and budget allocations for its

Less advanced practice marketing spend.?

More advanced practice

Qualitative objectives of product- 31
level priorities

Consistent qualitative objectives 2%
with basic quantitative assessment

Last year's performance but 2
without specific business objectives
A comprehensive set of quantified
marketing priorities

Based on competitors' strategy 4

TRespondents who answered “don’t know” are not shown.

Marketing in a crisis

Nearly three-quarters of all companies are cutting operating costs in response to the
global economic turmoil, according to a McKinsey survey in the field at the end of
January 2009, overlapping with this one.5 Marketing, this survey indicates, isn’t as hard
hit: only 45 percent of respondents to this survey say their companies will decrease their
marketing spending in the next twelve months, while 20 percent expect an increase

5See “Economic Conditions Snapshor, (EXhibit §). Executives at consumer-focused companies are far more likely to say their
February 2009: McKinsey Global
Survey Results,” mckinseyquarterly
.com, February 2009. to other businesses.

companies will increase their spending than executives at companies focused on selling
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5For more reasons on how across-
the-board cuts are ineffective,
see David Court, “The downturn’s
new rules for marketers,”
mckinseyquarterly.com, December
2008.

Exhibit 5
Widespread cuts to marketing
budgets

% of respondents

Increase by more
than 20%

Increase by 11-20%

Houw, if at all, does your organization plan to change its marketing spending
in the next 12 months?

Total,
n =587

|
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Increase by up to 10% [ 11

Stay the same

W

Decrease by up to 10% [ 21

Decrease by 11-20%

Decrease by more
than 20%

Don't know
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Among the companies that plan to decrease their marketing spending, 40 percent
are making across-the-board cuts (Exhibit 6). Comparing all responses with those
at companies where marketing spending is clearly allocated and understood across
the company highlights that companies in the latter group make cuts that are more
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Exhibit 6
Cutting marketing spending

% of respondents who expect
marketing spending to decrease
over the next 12 months,’ n = 250

In what areas of the marketing spending do
you expect the decrease to take place?

Traditional media _ 43
Across-the-board cuts _ 40
Reduction in number _

35
of employees
Vendor consolidation - 12
Digital media L

Shift from mature to fastest-
growing products - 8

Shift from nascent to I
4
mature products

Other - 10

TRespondents could select up to 2 answers; those who answered “don’t know” are not shown.

On the positive side, among companies that are increasing spending, 52 percent are

spending more on their high-priority campaigns (Exhibit 7). Those with a clearer

understanding of their spending also are likelier to have room in their budgets for

experiments.

Exhibit 7
Additional funding

% of respondents planning to
increase their marketing spending
over the next 12 months,' n =124

In what areas of the marketing spending do
you expect the increase to take place?

High-priority campaigns [ 52
Digital media e 38
Traditional media 9

Experimental campaigns [T 18

Increase in number s

of employees

Vendors s
All of the above | Wi
Other 7

TRespondents could select up to 2 answers; respondents who answered "don't know" are not shown.
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Looking ahead

® Companies that market primarily to other businesses have an opportunity to improve
their performance simply by catching up to what their consumer-oriented peers are
already doing to manage their marketing programs.

® As companies weather the economic downturn, those that better understand their
spending across the company are likelier than others to make targeted spending cuts—
which are more effective than across-the-board cuts—and to plan to increase spending
on both high-priority campaigns and experimental ones. m

Contributors to the development and analysis of this survey include David Doctorow, an
associate principal in the Silicon Valley office; Robert Hoblit, a consultant in the San Francisco

office; and Archana Sekhar, a consultant in the Silicon Valley office.
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