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WEEK EIGHT
TEST MARKET STUDIES

8.1 Introduction

Welcome to week 8 lecture! It is my great joy to have you in this class. In the previous lecture we
have focused on studies carried out in prelaunch stage of research cycle. We have looked at the

concept test, product test, name test as well as package test. In this lesson we want to focus on one
other major type of research carried out in this stage referred to as test market studies. This is the
study carried out in various sections of the market to determine how well the new product is likely
to be received and accepted in the market. In this lesson we will focus on decision to test or not,
steps and procedures of testing as well as benefits and challenges of test market studies.

8.2 Intended Learning Outcomes

At the end of this lecture, you will be able to:

1.

2.
3.
4

Explain the information that comes out of good test market studies.

Elucidate the factors considered in determining the effectiveness of test marketing.
Describe the basic steps in test market studies.

Examine qualities of good/effective test markets.

8.3 Quotes on test market studies

1.

10.

"A test market is not simply a trial run but a crucial step in understanding consumer
response before a full-scale launch." — Unknown

"The primary purpose of a test market is to gauge product performance in a controlled
environment, reducing the risk of failure in a national rollout." — John R. Hauser
"Successful test marketing transforms assumptions into data-driven insights, allowing
companies to optimize their strategies." — David A. Aaker

"A well-executed test market study helps in fine-tuning the product offering to meet actual
consumer needs and preferences." — Kevin Lane Keller

"By focusing on a small, representative market, companies can test price sensitivity,
advertising effectiveness, and product positioning." — Philip Kotler

"Test markets allow businesses to evaluate their competitive stance by observing customer
reactions in a real-world setting." — Al Ries

"Test marketing is an investment in future success, providing essential feedback to refine
products and campaigns before larger investments are made." — Donald R. Lehmann
"Launching a product without test marketing is akin to flying blind—there’s no substitute
for real-world consumer data." — Jack Trout

"The insights gained from a test market study are invaluable for aligning product
development and marketing strategies." — Jean-Noél Kapferer

"The true value of test marketing lies in its ability to simulate real-world conditions, giving
companies a clearer path to profitability." — Unknown
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8.4 What is a test market study?

Test market services are designed to help marketing managers make the correct decisions

concerning new products and additions or revisions to existing products. The primary purpose of

that market studies is to provide real world in — market exposure for evaluating a product and its
marketing program. This will help the manager to determine whether to introduce the products on
large scale i.e. he can consider the benefits and risks of introducing new products. There are various
definitions of test market studies:

1.

Test Market Studies refer to the process of introducing a new product or service in a limited
geographic area or demographic group to gauge its market potential before a full-scale
launch (Aaker, Kumar, & Day, 2007).

Test Market Studies involve evaluating consumer responses to a product by testing it in a
controlled environment, typically in selected cities or regions, to assess its performance in
real-world conditions (Kotler & Keller, 2016).

Test Market Studies are experimental trials conducted by companies to understand how
target consumers react to a new product, pricing strategies, or marketing campaigns prior
to nationwide distribution (Malhotra, 2010).

Test Market Studies are research methodologies that allow businesses to measure the
success and acceptance of a product among a small, representative audience before making
large investments in production and marketing (Churchill & Iacobucci, 2009).

Test Market Studies are preliminary market tests used by companies to predict the
commercial viability of a product by collecting data on sales, customer feedback, and
competition in a real-world setting (Burns & Bush, 2014).

From these definitions we observe the following:

The definitions of Test Market Studies offer different perspectives on the process, and these
nuances are important for understanding how businesses use this tool for strategic decision-making.
Common themes from these definitions include:

a)

b)

Introducing Products in Limited Regions: A test market involves launching a product or
service in a small, controlled environment—such as a specific city, region, or demographic
group. This limited introduction allows businesses to see how the product will perform
under real-world conditions without exposing the entire company to widespread risk. The
chosen region should reflect the broader target market but on a smaller scale, making it
easier to manage logistics, track results, and make necessary adjustments.

Evaluating Real-World Performance: While internal testing or lab research may give
companies an idea of how a product works in theory, test market studies offer insight into
how it actually performs in the marketplace. This includes sales performance, consumer
acceptance, usage patterns, and product durability in real environments. By gathering data
on how the product fares with real customers and under real market conditions, companies
can assess whether it meets consumer expectations and delivers value. Real-world



conditions are often unpredictable, and test markets allow companies to see how the
product adapts to these conditions.

¢) Understanding Consumer Behavior: Test market studies focus heavily on consumer
reactions and behavior. By observing how customers interact with the product, companies
can gather important information about preferences, habits, and motivations. This goes
beyond just sales numbers; it includes understanding why consumers may or may not
purchase the product, what features they value most, and what concerns or objections they
might have. Additionally, companies can identify different customer segments that respond
well to the product, which may help in tailoring future marketing strategies or product
variants.

d) Collecting Data for Predictive Analysis: The data collected from test markets is invaluable
for predictive analysis. This involves using the results from the limited market to forecast
broader trends and performance if the product were to be launched on a larger scale.
Companies analyze metrics such as sales volume, customer feedback, and repeat purchases
to predict the product’s potential success. Predictive analysis also helps in estimating
production costs, supply chain needs, and financial outcomes. It enables the company to
plan and strategize based on real, measurable insights rather than assumptions.

e) Testing the Viability Before Larger Investments: At the core of test market studies is the
goal of mitigating risk before making larger financial commitments. Companies invest
significantly in product development, manufacturing, distribution, and marketing. Before
scaling these investments, businesses want to ensure that the product has a strong chance
of succeeding. The test phase acts as a trial run, where companies can identify potential
flaws or challenges in the product, marketing approach, or distribution strategy.
Adjustments can be made at this stage with minimal costs compared to a full-scale rollout,
which could be costly if the product fails.

All these aspects—the limited launch, real-world testing, consumer analysis, data collection, and
predictive insights—converge on the central theme of risk management and informed decision-
making. Companies use test market studies to experiment with and validate a product or marketing
strategy in a smaller, controlled setting before going all-in on a broader launch. This step is
essential because it helps companies understand how their product will perform in a competitive
marketplace, gives them time to refine their approach, and ultimately increases the chances of
success when the product is rolled out on a larger scale. In short, test market studies serve as a
safety net, enabling businesses to make data-driven decisions with minimal risk, thus increasing
the probability of long-term success.

8.5 Purpose of test market studies

Test Market Studies are an essential tool in the product development and marketing process,
allowing companies to make informed decisions before launching a product or service on a larger
scale. These studies provide valuable insights into how a product will perform in the marketplace,
helping businesses minimize risks, optimize marketing strategies, and ensure that they meet



consumer needs. By conducting these studies, companies can test and refine their approach before
committing significant resources to a full-scale launch (Kotler & Keller, 2016). Summary of
purposes of Test Market Studies

a)

b)

d)

Predicting Market Success: The primary purpose of a test market study is to predict the
potential success of a product by examining its performance in a controlled, limited setting.
Companies can estimate future demand, customer acceptance, and overall market viability.
This helps determine whether the product is ready for a broader release (Aaker, Kumar, &
Day, 2007).

Minimizing Financial Risk: Launching a new product on a large scale involves
considerable financial investment in production, marketing, and distribution. Test markets
allow companies to mitigate the risk of failure by exposing only a small segment of the
market to the product. If issues arise, companies can make adjustments before expanding
the launch, reducing the likelihood of costly mistakes (Burns & Bush, 2014).

Evaluating Marketing Strategies: Test market studies enable businesses to experiment with
various elements of their marketing mix, including pricing, promotion, packaging, and
placement. By observing the results, companies can identify the most effective marketing
strategies and optimize them for broader implementation. It also provides the opportunity
to test different messages or media channels to see what resonates most with the target
audience (Churchill & Iacobucci, 2009).

Collecting Consumer Feedback: Test markets give companies direct access to consumer
reactions and feedback. This feedback is crucial for understanding consumer preferences,
identifying potential issues with the product, and discovering opportunities for
improvement. It also helps businesses understand the emotional and behavioral responses
that drive purchasing decisions (Malhotra, 2010).

Understanding Competitive Dynamics: A test market also provides an opportunity to
monitor competitor reactions to the new product. Competitors might adjust their pricing,
introduce similar products, or change their marketing strategies in response. Understanding
these dynamics can help businesses develop stronger positioning and counter-competitive
strategies (Kotler & Keller, 2016).

Fine-Tuning Distribution and Logistics: By launching in a limited market, companies can
test their supply chain and distribution networks. This helps to identify any inefficiencies
or bottlenecks that could disrupt a larger launch. It ensures that the logistical aspects of

delivering the product to customers are smooth and cost-effective (Aaker, Kumar, & Day,
2007).

Overall, the purpose of Test Market Studies is to provide businesses with critical insights and data
that reduce uncertainty and risk. By testing the waters in a controlled environment, companies can
ensure that their product, pricing, marketing, and distribution strategies are well-aligned for
success when scaled up to a full market release.



8.6 Information from Test Market Studies

Test market studies provide critical data that guide companies in making informed decisions about
product launches, marketing strategies, and overall market entry. These studies allow companies
to collect real-world data about consumer behavior, competition, and market dynamics in a
controlled environment. Table 8.1 summarizes information obtained in test market studies

Table 8.1 Information on Test Market Studies

Key Information Description Examples Citations
from Test Market
Studies

Market Share of | Estimates the market Procter & Gamble predicted Burns &
Products and/or | share a product can the market share of a new Bush
Volume Estimates | capture in a test market, shampoo through regional test | (2014)

giving insight into markets.

potential performance in

broader markets.
Who is Buying Gathers detailed Household cleaner buyers Malhotra
the Products, demographic data on who | (women 25-40) purchasing (2010)
How Often, and is purchasing the product, | every two weeks for cleaning
for What how frequently they buy, | bathrooms/kitchens.
Purpose? and why they use it.
From Where Tracks the sales channels | Coca-Cola tested a new Churchill
Purchases Are (retail, online, direct) and | beverage, evaluating sales in | &
Made and at the price point at which convenience stores vs. large lacobucci
What Price the product is purchased retail chains at varying price | (2009)

most frequently. points.
What Changes in | Observes competitor Starbucks monitored Kotler &
Strategy Were responses to the new competitor reactions when Keller
Made by the product, such as pricing testing flavored coffees, with | (2016)
Competition? changes, promotions, or rivals launching new

similar product launches. | promotions.
What Effect the Evaluates whether the Apple’s iPhone SE test market | Aaker,
New Item Has on | new product will showed little cannibalization | Kumar, &
Already complement or of the higher-end iPhone 6 Day (2007)
Established Lines | cannibalize existing models.

products in the company’s

portfolio.
An Estimate of Measures brand Fast-food chain tests new Malhotra
Market awareness and the menu item, estimating market | (2010)
Penetration percentage of the target penetration based on the

market that purchases the | number of customers trying

product, helping to and reordering the item.

estimate broader market

adoption.




Evaluation of Experiments with McDonald's tests bundle deals | Burns &

Alternative different marketing and discounts in specific Bush
Marketing strategies (e.g., regions to assess customer (2014)
Strategies promotions, pricing responses before nationwide

models) in test markets to | campaigns.
determine the most
effective approach for
broader rollout.

Source: various authors listed in the last column

Test market studies provide businesses with rich, actionable data that informs product development,
pricing, distribution, and marketing strategies. By carefully analyzing this information, companies
can reduce risk, better understand their consumers, and gain a competitive advantage before fully
committing to a product launch. The combination of real-world consumer feedback, competitive
insights, and performance data makes test market studies an indispensable tool in strategic
planning.

8.7 Decision on whether to test a new product or not

Test marketing offers companies two key advantages. First, it allows the firm to assess a product's
sales performance in a relatively natural market environment. This information helps management
forecast the product's potential national market share, guiding the decision on whether to launch
the product nationwide (Kotler & Keller, 2016). Second, it allows the firm to identify and address
weaknesses in the product or marketing strategy before full-scale distribution, which would be
harder and costlier to fix after a national release (Dillon et al., 1994). However, certain factors
should be evaluated before deciding to conduct test marketing. Test marketing incurs both direct
and indirect costs. Direct costs include the expense of producing the product and marketing
investments (Dillon et al., 1994). Indirect costs consist of:

e Opportunity costs — Revealing the new product idea to competitors (Kotler & Keller, 2016).

e Exposure costs — Exposing the company's name and brand (Dillon et al., 1994).

e Internal costs — Redirecting employee time and efforts, which is often overlooked in cost
estimates for test marketing (Dillon et al., 1994).

e In summary, the decision to use test marketing involves balancing the reduction of
uncertainty by gathering additional data against the direct and indirect costs incurred, as
well as the potential delay in launching the product nationwide (Kotler & Keller, 2016).

Several additional factors should be considered when deciding whether to test a new product.
These factors go beyond costs and market performance prediction:

e Market Conditions: The current market environment, including economic conditions,
competitive intensity, and customer demand, can influence the need for and effectiveness
of test marketing. In some cases, launching directly without a test may be more appropriate
if the market is highly dynamic or rapidly changing.



Product Type: The nature of the product itself can affect the decision. For example,
products with high development costs, long life cycles, or significant customer
involvement (e.g., industrial goods) may benefit more from test marketing than low-cost
consumer goods, where a faster rollout might be more critical.

Speed to Market: In highly competitive industries, speed is crucial. If test marketing causes
a significant delay in product launch, competitors may seize the opportunity to launch
similar products first. In such cases, the risk of missing out on market opportunities may
outweigh the benefits of test marketing.

Customer Feedback and Early Adopters: For certain innovative or niche products,
gathering direct feedback from early adopters and improving the product based on initial
usage data (often without formal test marketing) can be more effective.

Geographic and Cultural Differences: In cases where the product is intended for a broad
market, differences in geographic regions or cultural preferences might require tailored
marketing strategies. Test marketing can help assess whether localized versions of the
product or marketing campaigns are necessary.

Cannibalization of Existing Products: If the new product is similar to existing products in
the company’s portfolio, test marketing can help determine whether it will cannibalize sales
from those existing products, which may influence the final launch decision.

Brand Reputation Risk: Test marketing exposes the company’s name, and a poor product
performance in a test market could harm the brand's reputation. In some cases, a company
might opt to skip testing to avoid damaging its image in certain markets.

Regulatory Considerations: In industries that are highly regulated (e.g., pharmaceuticals,
food, or medical devices), compliance with local laws and regulations might limit the
ability to conduct certain kinds of test marketing. Legal requirements and safety protocols
may require more rigorous testing before entering the market.

Considering these factors alongside direct and indirect costs helps create a more comprehensive
strategy when determining whether to engage in test marketing.

8.8 Factors considered in determining the effectiveness of test marketing

When assessing the effectiveness of test marketing, four key factors must be considered:

a)

b)

Cost and Risk of Failure vs. Profit and Success Probability: It is crucial to evaluate the
costs and risks associated with product failure against the potential profit and likelihood of
success. If the costs and risks are low, a national launch may be appropriate. However, if
the costs are high and uncertainty is significant, a test market approach would be preferable
(Kotler & Keller, 2016).

Investment Scale in Test vs. National Launch: The scale of investment required for a test
market versus a national launch plays a role in the decision. If a full-scale launch requires
substantial plant investment, but the test market involves only minimal costs, then testing
the product before a national launch is advisable (Dillon et al., 1994).



c)

d)

Competitive Response: The speed and likelihood of competitors copying the product is a
critical consideration. In industries where competitors can quickly replicate the product
using existing technology, they may preempt the company in the market if given the
opportunity (Urban & Hauser, 1993).

Marketing Investment and Potential Risks: Launching a new product demands significant
marketing investment, including advertising, promotions, and salesforce efforts. Securing
shelf space for the product can also involve substantial costs, sometimes at the expense of
existing products. Additionally, management should consider the potential damage to the
company’s reputation if the product fails, which could incur non-quantifiable costs (Kotler
& Keller, 2016).

There are additional factors that can be considered when determining the effectiveness of test
marketing:

e)

g)

h)

Market Variability: Differences in regional markets, customer preferences, or economic
conditions can impact the decision to test. Test marketing in select regions can reveal how
well a product might perform in different geographic areas or among different customer
demographics, helping to tailor marketing strategies for national or international launches
(Churchill & Tacobucci, 2010).

Product Complexity: Complex products, such as those involving new technology or
significant consumer education, may require more thorough test marketing. This allows the
company to observe how customers interact with the product and identify any usability
issues or misunderstandings before a full-scale release (Crawford & Di Benedetto, 2020).
Duration of the Test Market: The length of time a product spends in test markets is
important. Longer test periods may give competitors a chance to respond, but short tests
might not provide enough data on long-term customer behavior or product performance.
Management must balance the need for sufficient data with the risk of alerting competitors
(Kotler & Keller, 2016).

Regulatory or Legal Considerations: In industries such as pharmaceuticals, healthcare, or
food, regulatory requirements may impact the testing process. Sometimes, it is mandatory
to test products in certain markets or with specific consumer groups before a national
launch. Failing to comply with these regulations could result in fines, delays, or legal issues
(Urban & Hauser, 1993).

8.9 Procedure of conducting test market studies

When conducting test market studies for a new product, several key steps are essential for
obtaining meaningful results while minimizing time and costs. The process should be followed
sequentially, without omitting any steps:

1. Define the Objectives of the Test Market: The first step involves closely examining the

product to determine its category, which will influence the test objectives and associated
risks. Products may fall into one of the following categories:



d)

“Me-too” product: A product that is essentially the same as others available in the market
(e.g., cooking fat or women's hair removal creams) (Kotler & Keller, 2016).

Improved product: A product that offers improvements over existing ones (e.g., a hair
removal cream with an added ingredient that slows hair regrowth) (Urban & Hauser, 1993).
Category extension: A product that adds new features to existing offerings (e.g., a hair
removal cream that eliminates hair without the need for razors and leaves a fresh scent)
(Crawford & Di Benedetto, 2020).

“Never-before” product: A completely new and unique product (e.g., a pill that prevents
hair growth for two weeks) (Kotler & Keller, 2016).

The category affects the risks, costs, and rewards of success or failure. Typical test market
objectives include forecasting sales volume, market share, and inventory levels, as well as
measuring shelf presence and promotional activity.

2.

Plan Strategy: This step involves developing a strategy for how the product will be
manufactured and promoted in the marketplace. For "me-too" products, advertising is
crucial, while for “never-before” products, free samples may be more effective in building
awareness. Media selection is also important, as it must align with the target audience and
budget (Kotler & Keller, 2016).

Determine Methodology: The methodology defines how the test will be conducted and by
whom. The company may choose one of three main test market methods:
Simulated/pre-test markets: Respondents are interviewed and exposed to media in a
controlled environment to simulate a national product launch (Urban & Hauser, 1993).
Standard test markets: The company's sales force distributes the product in selected
markets, and sales are monitored (Crawford & Di Benedetto, 2020).

Controlled test markets: An external research company manages the test market process,
often in isolated areas to maintain control over variables and minimize interference (Kotler
& Keller, 2016).

Select Test Markets: The choice of test market locations is critical and depends on several
factors:

The number of markets: More markets provide more reliable results (Urban & Hauser,
1993).

Market size: Markets should be large enough to yield meaningful data but not so large that
costs become prohibitive (Crawford & Di Benedetto, 2020).

Demographic alignment: Test markets should represent the national target market in terms
of factors like income, age, and family size (Kotler & Keller, 2016).

Isolation: Test markets should be isolated to reduce media spillover and prevent
competitors from disrupting the test (Urban & Hauser, 1993).

Execute the Plan: Once the plan is in place, it is implemented in the test markets. During
this phase, it is important to ensure that the test is conducted under real-world conditions
without overmanaging, which could skew results. Companies should be cautious not to
make premature decisions based on early repurchase data (Kotler & Keller, 2016).
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d)

Evaluate the Results: After the test, several critical factors must be analyzed:

Awareness and attitude: Does the target audience know about the product, and what are
their attitudes toward it? (Urban & Hauser, 1993).

Purchase behavior: What is the rate of trial and repeat purchases, and how does it reflect
the effectiveness of marketing efforts? (Kotler & Keller, 2016).

Competitive effects: Did competitors attempt to disrupt the test, and how did their actions
affect the results?

Cannibalization: Did the new product reduce sales of existing products, potentially leading
to no net market gain? (Crawford & Di Benedetto, 2020).

Based on the results, management may decide to improve the product, abort the project, conduct

further testing, or launch the product nationally. There are several additional considerations when
conducting test market studies that can influence their effectiveness:

Cost-Benefit Analysis: A thorough cost-benefit analysis should be performed to ensure the
test market expenses (e.g., marketing, distribution, data collection) are justified by the
potential rewards. In some cases, test markets can be expensive, and management must
evaluate whether the insights gained will outweigh the costs (Kotler & Keller, 2016).
Timing of the Test: The timing of the test market is crucial. Seasonal variations, economic
conditions, or competitor actions can affect the results. For example, testing a product too
close to a major competitor's launch or during a period of economic downturn might skew
the findings, providing an inaccurate prediction of the product’s performance (Urban &
Hauser, 1993).

Supply Chain and Distribution Readiness: It’s important to ensure that supply chain and
distribution channels are fully prepared before launching a test market. Any disruptions in
product availability during the test can affect sales and consumer perceptions, leading to
misleading results (Crawford & Di Benedetto, 2020).

Consumer Behavior and Trends: Test markets should consider changing consumer
behavior and market trends. Consumer preferences, values, and habits evolve, and a test
market might reflect only current behaviors rather than long-term trends. Test markets
should be set up in a way that captures this dynamism to make the data relevant for future
planning (McCarthy & Perreault, 2013).

Competitive Response Monitoring: During the test market phase, competitors may actively
try to sabotage the test by lowering their prices, increasing promotions, or even launching
similar products. Keeping a close eye on competitive activity is essential to understanding
the test market’s true performance (Kotler & Keller, 2016).

Scalability: A successful test market doesn’t always guarantee national success. It is
essential to consider how scalable the findings are when planning for a national or larger
regional rollout. Factors such as production capacity, distribution reach, and the ability to
scale up marketing efforts should be evaluated (Crawford & Di Benedetto, 2020).

11



Legal and Ethical Considerations: Regulatory or ethical issues may impact the test market
process, especially in industries such as food, pharmaceuticals, and healthcare. Testing
products in certain regions or with specific consumer groups might require regulatory
approval, and the company must ensure it complies with all laws (Urban & Hauser, 1993).
Data Interpretation and Bias: Interpretation of the data from test markets requires caution.
Biases, whether from consumers, data collection methods, or the company itself, can skew
the results. For example, consumers in test markets may behave differently if they know
they are part of an experiment, potentially leading to overly optimistic results (Churchill &
Iacobucci, 2010).

8.10 Qualities of test markets

For a test market to be effective and provide meaningful insights, it must possess certain key
qualities that ensure its reliability and representativeness of broader national trends. Below is an

elaboration on these qualities:

a)

b)

d)

Sufficient Size: The test market must include a population that is large enough to provide
statistically significant data, enabling accurate projections for a national or larger-scale
launch. A test market representing at least 2% of the actual target population is typically
considered ideal. A larger sample size ensures that the results reflect true consumer
behaviors, reducing the likelihood of anomalies and allowing for more robust data on sales
performance, marketing effectiveness, and consumer responses.

Demographic Representation: The test market should reflect the demographic composition
of the national or target market. This includes factors such as age, gender, family size,
education level, income, and ethnicity. A demographically representative market ensures
that the product's performance in the test market will likely mimic its performance on a
national scale, avoiding skewed results due to an unbalanced or non-representative test
audience.

Product Consumption Behavior: It is crucial that the consumption habits of individuals in
the test market align with those of the broader target population. If the test market has
unusual consumption patterns (e.g., higher or lower product use rates), it may produce
misleading results. The goal is to simulate typical usage conditions so that product
acceptance, trial rates, and repeat purchases in the test market reflect what would occur on
a national level.

Competitive Environment: The competitive landscape within the test market should closely
resemble that of the national or regional market. This means that the presence and behavior
of competitors—whether direct or indirect—should be similar in terms of pricing,
promotions, product offerings, and market share. An unrepresentative competitive
environment could lead to either overly optimistic or pessimistic results, as the product
might perform differently when introduced to the actual competitive marketplace.

Media Usage: The media consumption habits of consumers in the test market should reflect
those of the national population. This includes the types of media consumed (e.g., TV, radio,
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g)

h)

)

k)

digital), frequency of use, and responsiveness to advertising and promotional content. If
media habits differ significantly, the effectiveness of the marketing campaign tested may
not be replicable on a larger scale.

Geographic Isolation: The test market should ideally be geographically and media isolated.
This prevents marketing efforts and product introductions from "leaking" into adjacent
areas, which could skew test results and allow competitors to react prematurely. Isolation
ensures that any marketing or sales efforts remain contained within the test market,
providing a clearer view of how the product and marketing strategy perform without
external influence.

Normal Historical Development: The test market should have a normal historical
development for the product category. This means that past trends in the market regarding
similar products should align with national or regional trends. A market that has
experienced abnormal disruptions, such as economic instability or major shifts in consumer
behavior, may not provide a valid testing ground for new products.

Availability of Research and Auditing Services: To ensure accurate data collection and
analysis, the test market should have access to reliable marketing research and auditing
services. These services can monitor sales data, consumer responses, advertising
effectiveness, and other key metrics in real-time. Without proper auditing, the test may fail
to provide useful insights into product performance.

Avoidance of Overuse: Some markets are frequently used as test sites, and local consumers
may become aware of this. When consumers know they are part of a test, they may behave
differently, potentially inflating or deflating sales figures and skewing data. Over-testing
also risks consumer fatigue, which can reduce engagement with new products or
promotions, leading to misleading results.

Income Levels: The per capita income of consumers in the test market should be similar to
the income levels of the broader population the product is targeting. Income influences
purchasing power and product preferences, so ensuring income parity ensures that sales
projections are based on realistic spending habits.

Typical Purchasing Habits: The test market's consumers should exhibit purchasing
behaviors that are typical of the target population. These behaviors include frequency of
purchase, brand loyalty, price sensitivity, and responsiveness to promotions. A market with
atypical purchasing habits might distort the data, leading to inaccurate predictions about
national success.

The goal of a test market is to provide actionable insights for a potential product launch or
marketing strategy. By ensuring the test market possesses the above qualities, companies can
reduce the uncertainty and risk associated with launching a new product nationally. If the test
market is not representative, the product may either perform worse than expected in a full launch,
leading to losses, or the company might overlook successful opportunities due to inaccurate test
results. Thus, the representativeness, isolation, and thorough measurement capabilities of the test
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market are all critical for generating reliable data that management can confidently use to make
strategic decisions.

8.11 Review Questions

1. Test Marketing Benefits: Discuss the two primary benefits of test marketing. How do these
benefits influence the decision to launch a product nationally?

2. Cost-Benefit Analysis: In evaluating whether to test a product, what factors should be
considered regarding the costs and risks of product failure versus the potential profits? Provide
an example of how this analysis could impact the decision-making process.

3. Test Marketing Objectives: What are the typical objectives of a test market? How do these
objectives relate to key market indicators?

4. Methodology in Test Marketing: Compare and contrast the three general methods of test
marketing: simulated test markets, standard test markets, and controlled test markets. What
are the strengths and weaknesses of each method?

5. Market Selection Criteria: List and explain at least five factors that should be considered when
selecting a test market. Why is it crucial for the test market to be demographically
representative?

6. Execution of Test Marketing Plans: What steps should be taken during the execution of a test
marketing plan to ensure its legitimacy? What common pitfalls should marketers avoid during
this stage?

7. Evaluation of Results: Identify the four critical areas to consider when evaluating test market
results. Why is it important to analyze the awareness and attitude levels of consumers?

8. Qualities of Effective Test Markets: Describe the key qualities that an effective test market
should possess. How do these qualities contribute to the reliability of the test market findings?

9. Consumer Behavior Insights: How can understanding typical purchasing habits of consumers
in the test market impact the success of a new product launch?

10. Simulated Test Markets: Explain the concept of simulated test markets. What are the
advantages of conducting such tests compared to traditional test marketing methods?
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