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UNDERSTANDING BUYER BEHAVIOR

PART I BASIC CONCEPTS

The sales of a prbduct are the sum total of the purchases.

made by individual consumers.

An increase in sales nust.therefore be dﬁe to changes in

individual behavior. What so:i of changes are these likely to
" be? 1s the increase due to gaining more buyers, or to existing
buyers buying more, or to some mixture of the two?

In this series of essays we describe something of what is
known about buyer behavior for frequently-bought goods, and
also what this can tell us about the effects of marketing
action - advertising, promotion, distribution, changes in
price, product differences. These are the areas where we

would like results. But what sorts of answers are there, if

any?

The series is in five parts. Part I introduces basic

concepts and findings, e.g. about brand loyalty and ma:ket
segmeniation. Part II looks at the observed patterns of buyer

‘behavior in more detail, Part III at various theories and
‘models, Part IV at further extensions and applications, and
Part V briefly at the future. The titles of the full list of
‘essays are provided in the Notes at the end of this booklet.
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The essays differ from the usual texts qQn consumer
behavior. Instead of trying to explain buyer behavior in terms
of people's needs, motivations, personalities, or social and
marketing environment, we say what their buying behavior is
actually like. Experience has shown that the simple realities
of buyer behavior often differ from what is thought. Many
widely-held beliefs, e.g. about product-positioning or market
segmentation, do not fully stand up when checked out against
the facts.
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1. The Anatomy of Buyer Behavior

Sales of a product depend on the people
buying it - how many buy it; how much
they buy: how many buy it again; how
many buy something else instead.

Many marketing activities can be used to try to stimulate
change in a market. It is important to understand the possi-
bilities in terms of the structure of the market and the anatomy
of buyer behavior.

Por frequently-bought goods the basic anatomy of any
market can be described in terms of the following four factors:

l. Penetration: percent of consumers buying the brand.
2. Prequency: number .of purchases per buyer.

3. Repeat-Buying: percent who continue to buy the brand.
4. Brand-Switching: percent who change to another brand.

We start with the first two factors.

For a branded product like Nabisco's Shredded Wheat,
consumer panel data show that 7% of 0US households bought it in
a certain quarter.* On average, buyers of the brand made 2.0
purchases, and mostly bought a single pack per purchase.

For a population of 70 million US households ‘this would multiply

out to sales of about 10 million packs in the quarter.

Sales could be increased by an increase in the quarterly
penetration (7% buying), in the average frequency of buying
(2 purchases per buyer), in the average number of packs per
purchase (1.02 packs), in the pack-size itself (12 oz.), or
in several of these factors.

*The data is takem from a sub-sample of the MRCA
. Consumer Panel. The figures are non~confiden~ -
tial: they relate to periods of time some
years ago and are not necessarily national

estimates,
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I1f purchase frequency is to be the target, is_the observed
average of 2 purchases per buyer high or low? If low, it
could reflect a weakness which needs remedying or an oppor-
tunity for boosting sales. But if 2 purchases per buyer is
already high (e.g. compared with other similar brands}, can we
aim to increase it still further? Would we be successful in
this? Can strength follow from strength?

We therefore need yardsticks or norms to interpret the
observed results. This may seem ‘a difficult task. But the
facts show that the average rate of purchase for quarterly
buyers of other brands of cereals is also about 2 purchases in
the quarter. The observed rate of purchase of Shredded Wheat
is therefore neither particularly high nor low, but merely
normal, It seems more likely that sales can be increased by
changes in the brand's penetration than in its average rate of
purchase.

"The basic argument in this series of essays is therefora:
(1) that sales depend on individual consumers,

(1i) that analyzing their behavior helps in identifying
the nature of marketing problems, -

}iii} that such diagnoses become more useful when a
- particular result can be c¢ompared with other
brands and markets.

This argument will perhaps be more readily accentable if
it is illustrated with examples of comparative diagnosis in
action. We give two, one dealing with repeat-buying, the other

with brand-switching, '
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REPEAT-BUYING

Repeat~buying is the key factor in a frequently-bought
brand's continuing health.

If we follow the households that bought Nabisco's Shredded
Wheat in one guarter into the succeed}ng guarter we find that
only 59% bought the brand again. This might seem a massive
loss of customers. But are the implications of 59% actually
good or bad? 1Is it a watniﬂg signal to do more to keep one's
customers, or an opportunity to increase their repeat-buying
loyalty?

More basically, is a figure of 59% repeat-buying low or
high? Only 59% repeat~buyers? Or as many as 39%. * Since we
would not expect most buyers of the brand to buy it again the
next day or even the next week, what repeat-buying can we
realiy expect from quarter to quarter? '

In practice, the incidence of repeat-buying can be suc-
cessfully predicted in those cases where the overall level of

gales remains more or less steady. For_.a brand that is bought

by 7% of all households on average twice ip a period, the
theories discussed in Part III say that 58% of its buyers
should buy it again in the next period. '

Shredded Wheat's observed repeat-buying rate of 539%
is therefore neither high nor low but in effect normal: We
should expect about 60%, rather than either 90% or 20%.

Thig ability to predict the incidence of repeat-~buying
is not altogether surprising. A moment's thought shows that
purchase- frequency and repeat-buying rates must be inter-—
related: the more often a consumer buys a brand. in one period,
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the more likely she is to buy again also in the next period,
Nonetheless, it is remarkable that repeat-buying for Shredded
Wheat can be predicted without having to take into account what
other brands of cereals its consumers were also buying. But
the prediction does not have to be taken on trust. Instead, we
see the theory being validated as we use it: the theoretical
58% is very close to the observed 59% (indeed, if anything
rather closer than usual).

Shredded Wheat is therefore effectively normal in its
repeat-buying. It exhibits no speciai weakness, nor is there a
clear opportunity for improvement. The possibilities for
achieving a marked increase in Shredded Wheat's tepeét-buying
rate atoear small.

The theoretical norm comes from a model based not only
on the US breakfast cereal market but on experience of many
different p;oducts arodnd the world. Most brands are “normal”
in their repeat-buying patterns - that is what the theory
summarizes. So why should Shredded Wheat be different? For
its repeat-buying rate to increase substantially would make it
abnormaliy high. The theory therefore provides not only
fnterpretative norms, but alsc tells us about constraints in
the marcketplace.

These conclusions may seem disappointing since they

do not indicate any special marketing action that we should

take. But that is as it should be. It would be surprising if
a little analysis told us ingstantly how' to double our sales.
Instead, we have learned that we will probably not obtain a
quick and easy sales increase by trying to push repeat-buying -
it might be better to direct funds and marketing action else-
where, For example, what else do Shredded Wheat buyers buy?

1.6



SRAND-SWITCHING OR MULTI~BRAND BUYING

“Brand-switching™ is a concept that is much talked about.
If a homemaker recently bought Shredded Wheat and buys Corn
Plakes next, people usually say she has switched brands. The
implication is that her family's needs or wants have changed.

But if her purchases are examined over a period of time,
one often finds that having switched from Shredded Wheat to
Corn Flakes she will switch back again, and usually sooner than
later. Over a sequence of purchases a consumer typically buys
a number of different brands, and continues to buy these
‘brands. (We know this even from much of ocur own experience,
once we think about it in these terms.)

In such cases there has usually been no dramatic "switch"
from Shredded Wheat to Corn Flakes. Instead, a consumer tends
to buy repeatedly from a certain repertorie or mixture of
brands. some perhaps less often than others, but each fairly
conéistently over time (e.g. one 5 or 10 times a year, another
just once or twice a year; etc.). Only the precise incidence
and ordering of these different purchases varies. Brand-choice
behavior looks highly dynamic and variable in the short run,
but over time it appears to be largely regular.

Zhe dynamic concept 'brand-switching' is therefore better
replaced by the more neutral term "multi-brand buying”.
Thus over any extended period buyers of Nabisco's Shredded
Wheat also buy other brands. This does not markedly affect
their general tendency to go on buying Shredded Wheat. Hence
repeat-buying tends to be predictabtle, as we have already
seen.

e
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A substantial upset in brand choice - real brand-switching
- occurs only occasionally; perhaps as a result of-a new brand
introduction, a change in the consumer's needs or perceptions,
a promotion, a price change, or whatever. (But not all market-
ing inputs always lead to dramatic changes.}

Marketing plans need therefore to be based on the know-
ledge that most customers are not 100%-loyal. The ®xtent of
this multi-brand buying is major, not minor. The average buyer
of Shredded Wheat in a guarter buys it about 2 times, as

we have already noted. But in the same quarter she buys other

brands of ready-to-eat breakfast cereals on average 10 times.

In a year, the contrast is even starker: the'average
Shredded Wheat buyer in the year buys it about 4 times in the
year, and buys other brands about 37 times. About 12 million
US households bought Nabisco's Shredded wWheat in the year. But
it is not obvious whether these households are to be thought of
as Shredded Wheat customers, or as other brands' customers who
~occasionally bought Shredded Wheat. |

This dramatic "disloyalty” amongst buyers of Shredded
Wheat is not peculiar to this brand nor  to the US. It gener-
alizes to other brands and countries, and also to other prod-
uct-fields altogether. Table 1.1 shows how the picture for
Shredded Wheat in the UK is broadly similar to that in the
USA. So is that for Kelloggs Corn Flakes, a market leader in
both countries. . (Experience shows that the higher degree of
loyalty for Kelloggs Corn Flakes shown in the table is typical
for larger brands, and that the differences between the US and

UK are due to more brands of :eadyQto-eat breakfast cereals

being available on the US market.)
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Table 1.1 Average Frequencies of Purchase in the Year
(per buyer of Shredded Wheat or Corn Flakes in the USA or UK)

’ The av.number of purchases of
32 Weels Stated Other . Any
brand brands Cereals

made by buyers af
Nabisco Shredded Wheat US 4 7. 41
Nabisco Shredded Wheat UK 7 3’ 40
Kelloggs Corn Flakes us 5 29 L}
Kelloggs Corn Flakes ux 10 23 3

The implication of this degree of multi~brand buyiné is
that Shredded Wheat is unlikely to gain much sales from another
brand like Corn Plakes simply by converting a certain number of
“Corn Plakes buyers" into "Shredded Wheat buyers“. There are
few such peovle, Instead, there could be marginal shifts in
the selection of different breakfast cereals which consumers
tend to buy.

In other product-fields the numbers will be different but
the broad pattern of multi-brand buying generally is the
same. '
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CONCLUSIONS

1. In this essay we have attempted to show that the
systematic analysis of buyer behavior can radically affect
one's perception of how markets operate. '

2. The four factors considered so far are how many
people buy a brand, how often they buy it, how many buy it
again, and how much they also buy of other brands.

3. We have argued that the results of such analyses
are a necessary ingredient for a proper marketing plan.

4. We have also argued that the value of such analyses
is increased if the results for one brand can be readily
compared with similar figures for other brands and markets.

5. Finally, we are aware that the user of the results is
primarily concerned with how the findings can be applied

to practical problems. We return to this question in the

next essay.
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APPENDIX 1 BACKGROUND AND THEORY

Preguently-Bought Goods

We have illustrated the discussion in this essay mainly
with Nabisco's Shredded Wheat. This has long been -among the
dozen or so leading brands in its product-class in the US and
other countries. It typifies the main orientation of the
essays, which will concentrate on buyver behavior for

-~ freguently-bought goods iather than véry occasionally
bought ones, : .

- gconsumer goods rather than services or industrial goods,

- competitive brands rather than the product-class as a whole,

«~ e@gtablished rather than new brands,
~ gtationary rather than dynamic market situations.

Nonetheless, the series will also contain illustrations
from the marketing of services and industrial products, as well
as applications to dynamic situations, new brands, seasonal
trends, price differentials, promotional activities, adver-
tising, and so on.

Sources of Data

The principal source of data used is the Market Research
Corporation of America's National Consumer Panel. The UK
resuylts in Table 1.1 are cguoted by permission from the TCA
panel (or Television Consumer Audit) operated by Audits
of Great Britain. '

Consumer panel data are records of individual or household
purchases, usually gathered on a week-by-week basis by opera-
tors of commercially-sponsored consumer panels.  For food
products, the buying unit is the household.

[ R
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The data essentially measure what is purchased week-in and
week-out for the same sample of consumers., Like any measure-
ment procedure the results can be subject to errors. However,
well=-run consumer panels tend to be one of the best measurement
systems available in marketing and the social sciences more
generally. By critically comparing the results for a wide
range of product-fields, points-in-time, countries, and opera-
tors, the results can be interpreted with a developing degree
of certainty.

A Buying Pattern

Table 1.2 illustrates the sequence of purchases made by
the 7 households who bought Nabisco's Shredded Wheat in a
12-week quarter out of a typical sample of 100 US households.
As mentioned in the main text, about 7% of US households bought
this brand in a guarter at the time of the analysis. Another
75¢ or so bought other brands of ready-to-eat cereals in the
quarter but not Nabisco's Shredded Wheat, and about 18% bought

no breakfast cereals at all.

Table 1.2 Buying of Shredded Wheat and Other Brands
(Buyers of Shredded Wheat in a typical sample of 100 households*)
"S”; Shredded Wheat: "a™: any other brand of RTE breakfast cereals

12 Weeks Purchases in Weesk - e

=2 1 2 3 4 5 6 7 8 9 10 11 12 | 12-week total
Household * T Ty

1 S . 22 S da . 2,8 a S a 2,5 8 | 55+10a=15

(] 22 a5 s a S 22 . 4,5 & a 3z 4 | IS+l8aw2]

. l![ [ s L] - - L] L ] . » L 2 s - 25 . - 2

v 2 Xk aS é a 22 31 Ia 4 3 a A S+32a=33

v . ‘ - . L] a3 s - » h - a - L] s + s. - o

vl [ ] . l L L ] a » * s * » - s+ h - 4

v't - - .‘ L] L] - [ 3 L ] » s . s+ z‘ = 3

4-week touais 55+ 4S + 200 = 24 SS+3% =30 [14S+70a = i4

* 93 households did not buy Shredded Wheat in tie12-week quarter —
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The main characteristics of buyer behavior illustrated in
Table 1.2 are:.

(1)

Marked differences between the consumption rates of
different households, for example

- One household bought Shredded Wheat five times in
the period, four others bought it only once, and
93 out of the 100 d&id not buy the brand at all,

- One household made 33 purchases of Sreakfast
cereals in the gquarter, another made only 2, and
18% of the total sample bought no cereals at
all.

{ii) Most of the seven buyefs of Shredded Wheat also

(iii)

{iv)

bought substantial amounts of other brands. Only one
was 100%~loyal to the brand. This was the lightest
buyer of cereals in the sample. The average buyer of
Shredded Wheat in the sample made 2 purchases of that

rand in the 12 weeks and just under 10 purchases of
other brands (i.e. the totals of 14S and 70a, each
divided by 7).

There is no obvious correlation between being a heavy
buyer of breakfast cereals and a heavy buyer of
Shredded Wheat.

The apparent irregularity of the detailed data lies
primarily 'in the ordering and precise timing of
particular purchases. In contrast, total purchases
by the seven households are much the same in each of
the three 4-week periods - about 25 to 30 purchases
of breakfast cereals each time, including 4 or 5
purchases of Shredded Wheat.
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The Theoretical Calculations

The theoretical models of repeat-buying referred to in the
main text are described in Part III of this series of essays.
The repeat-buying calculation that was required is however
straightforward. It is briefly described here in a cook-book
manner {(i.e. without background explanations).

Thus on page 1.5 we noted that 59% of th; buyers of
Shredded Wheat in one guarter bought it again in the next
guarter, and that the theoretical norm for this was 58%.

.This norm arises from the NBD/LSD model (described in
Essay 12). The LSD version (which is the simplest) says that
for any brand where buyers in one period buy it on average w
times, the proportion buying the brand again in the next period
will be approximately

2{w = 1)
(2¢§w - 1)

For w = 2,0 as for Shredded Wheat, this gives

This theoretical value differs slightly from the norm of
S8% gquoted in the main text. The difference is due to two
simplifications. Firstly, the proper LSD formula would give
the answer 57% (but is somewhat more difficult to work out
numerically than the above simplified formula). Secondly, the
fuller NBD version of the model also takes into account the
penetration of the brand (here 7% in the first guarter for
Shredded Wheat) and gives the gquoted result 58% (but is yet
more difficult to work out mathematically).

We note that certain thecretical models and norms alsc
exigst for the kinds of multi-brand buying results discussed,
such as that in the year buyers of Shredded Wheat on average
bought it 4 times and other brands of RTE cereals about 37
times. These will mainly be discussed in Essays 9 and 1ll.
But the evaluation of the results in the text here was more
direct, though comparing them with empirical results for
another brand or another country. Basically the theoretical
models aim to summarize such comparisons and make them easier

to applv.
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2. The Rcole of Information

Knowing about consumers does not in
itself tell us what to do. But it helps
us to evaluate the alternatives for
action.

These essays are about buyer behavior. But how c¢an
knowing about buyer behavior be useful?

An example arose many years ago when a boeot manufacturer
sent two salesmen to Africa to explore the market. O©One cabled
back

"Splendid market for boots ~ nobody wears any!"”

The other
"No market for boots - nobeody wears any!"

Which conclusion is right? To judge this the manufacturer has
to relate the new information to his previous expectations and
expertise,

Rad he expected to compete in a well-developed market, he
would have been wrong - there is no such market. Oniy if he
had already expected to have to create a new markek,'converting
non-users into users, would he have been right - a rather dull
but reassuring ocutcome.

In the one case the information would have been dramatic
but negative, in the other comforting but saying nothing
new,

But in neither case would the manufacturer have learned
what he really wanted to know: Would he be successful in
Africa? Information about the state of the market cannot
guarantee whether he will be able to change it.,. But it can
tell him whether he was- right in thinking how he might try to
do so.
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In developing & new markét, retailers have to be persuaded
to stock, sell and service a product that is altogether new to
them, rather than to add (or substitute) a brand to ones
already stocked. And consumers have to be encouraged to use a
new produét, rather than merely to adopt a different brand. Is
this what he had thought his tasks to be? Does he think it

feasible?

The manufacturer must now assess how his past experience
relates to these tasks - is he good at competing, or good at
creating new markets? He can alsc gsee what further market
information is needed (given that nobody wears any).

Ultimately he will make his go/no-go decision. 1If he
does decide to go in, he can start using the market information
again, but this time to help him execute his decision. He will
act differently than if everyone already had boots,

We therefore see four things:

(i) The value of information about the consumer depends
upon what else is put into the decision-making
process, e.9. the decision-maker's prior expec~
tations or his alternatives for action and his

strengths and weaknesses.

(ii) New - information will .have a dramatic effect on
the decision-maker only if he was previously
ignorant or wrong.

{iii) Information about the state of a market will
not guarantee that one can change it (the $64,000
question). '

(iv)' Market information is useful in executing as
well as in making a decision.
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The follaowing sections illustrate more detailed uses of
information on buyer behaviér. Four cases are considered.
The first three are isolated studies in specific situations.
One deals with the incidence of light buyers and two with
market trends. The fourth case concerns a general marketing
strategy for frequently-bought products. )

CUSTOMERS OF THE LEP

A basic problem for a supplier of goods .or services is
to evaluate the support he is receiving from past customers
("repeat business®™) and the extent to which he needs to
attract new customers. Here we consider customers of the
London Executive Programme (the LEP) in this way.

The LEP is a l0-week residential course of general
management studies at the London Business School, for execu-
tives roughly in their mid-thirties. The basic customers are
usually not the individual participants but their employers
{industrial firms, government departments, etc.). There were
four such courses during 1973 and '74, with 90 customers
sending 189 participants ~ an average of 2.1 participants per
customer. This might seem to imply a2 good repeat-buying rate,
and thus satisfied customers.

But the distribution about this average is very skewed,
as shown in Table 2.1. Almost two-thirds of the customers
(63%) sent just 1 participané in the two years; 19% actually
sent 2 {(the average rate); 18% sent more. Does this mean that
most customers were dissatisfied?
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Table 2.1 Customers sending 1, 2, 3, etc. Participants
{Absolute numbers out of 90, and as %)
No. of participants sent Av. no. of
1973-74 " perticipants
Total )] 2 3 4 5+ per customer
Customers 90 57 17 7 2 7 2.1
of the LEP | 100% 63 19 8 2 8

The possibilities for marketing action range from changing
the product itself (e.g. the length, content,
orientation of the course, the teaching staff,
mixture of participants) to changing price or
For example, should promotional activities be aimed

and general
class size, or
its locatidn,
promotion.
at keeping heavy users (e.g. by personal contact with the small
numbers of training managé:s involved), or at bringing in a
continuous supply of once-only customers (e.g. through large-
scale mailings)? These alternatives can now be assessed

against the new information.

The first gquestion is whether the fact that 63% of all
customers sent only one participant in the two years really
means that they were ultimately dissatisfied? A gquestionnaire
to participants at the end of their course might provide some
useful feedback, but not on what they feel six months later or
on what their employers feel. Assessing customer satisfaction
is seldom straightforward. We are still left with the problem
of why the majority of customers did not send another partici-
pant.

A second question is whether the heavy users imply an
undue and risky concentration on a few customers? (Thus we can



calculate that the customers with 1 to 4 participants in Table
2.1 sent 120 participants in-all, i.e. 57 x 1 + 17 2 2 + 7 x 3
+ 2 x 4, This leaves 69 out of 189 being sent by the 7
heaviest customers, an average of almost 10 each. They there-
fore accounted for more places on the LEP than the 57 once-only
customers).

To help answer such gquestions we need to set the results
in a wider context. We could look for data on other management
training courses to provide interpretative norms or yardsticks.
What is the normal incidence of repeat-buying for management
training courses more generally? "~ However, digested data from
other courses does not seem to be available. Nor would com-
parisons with previous years at the London Business School be
straightforward since the course structure was different
then.

An alternative is to turn to theory, such as the NBD/LSD
model of repeat-buying discussed in Part III of this series of
essays; (The theory is called this because it states that the
frequency distribution of purchases in a given time-period
should follow a particular statistical distribution called the
Negative Binomial Distribution or, in special cases, the
Logarithmic Series Distribution.)} Given that the LEP customers
sent an average of 2.1 participants in the two years, the LSD
version of the theory predicts that 55% of them would send 1.
participant, 20% send 2, etc. as shown in Table 2.2.

The Observed and Theoretical Distributions
{Predicrions from the LSD theory)

Table 2.2

No. of participants

1 2 3 4 S+ Average
LEP customers
Observed T 63 19 8 2 8 a1

Theorstical % 55 20 10 6 9
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