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This paper presents a teaching innovation involving a
spreadsheet for assessing the profit and unit sales impacts of a
temporary price reduction (TPR) and a written student
assignment.  The spreadsheet is to be used in classroom
presentations and also by the student to carry out “What If?”
analyses of a TPR with special regard to profit gain or loss
relative to not participating in the TPR, required unit sales
increases for breakeven, and the number of months sales might be
affected by the TPR. Student experiences with the spreadsheet and
assignment are highly encouraging, and student feedback and
written assignments have led to modifications to the original
assignment and to recommendations for class discussions. Other
instructors are encouraged to utilize the model in classes
involving marketing principles, marketing strategy and consumer
behavior, and to share experiences and suggestions with the
authors.

Introduction

This marketing teaching innovation is intended to provide
marketing students with memorable experiences that will help
students better understand the implications of sales promotions on
the manufacturer and national brand profitability. Sales
promotions such as temporary price reductions and price
reductions through coupons are discussed in almost every current
marketing textbook (see for example Kerin, Hartley and Rudelius
(2007)), and a substantial literature has developed around
consumer effects of sales promotions (Huff and Alden 1998,
Forbes 2001, Bronnenberg, Mela and Bounding 2007, Gates 2007,
Sriram, Subramanian and Kalwani 2007). This literature
documents the diverse ways that consumers respond to price
reduction promotions and the demands large retail chains make on
manufacturers, but the impact on manufacturers’ profits is often
overlooked, and that impact can be dramatic. To address this gap,
this paper presents a spreadsheet “What if?”” approach to develop
students’ abilities to assess short term profit impacts of temporary
price reduction promotions.

Goals

Today, retailers encourage, and sometimes require, temporary
price reductions and coupon price reduction programs (Gates
2007), believing that these will drive store traffic and sales
volume. However, the effects of price reduction promotions on
profits varies depending on many factors including (but not
limited to) the size of the discount, promotion costs, usual sales
volume, and manufacturers’ sales unit variable costs.

Our goal is to enhance students’ abilities to integrate pricing
concepts and price reduction sales promotions concepts, and apply
these to product management decisions. Using the spreadsheet,
teachers can set various conditions and, within these conditions,
students can experiment with different assumptions regarding the
size of the price discount, expected impact on sales during the
promotion period, and the number of months that sales might be
affected due to customers “stocking up” on the product at the
lower cost. Output from the spreadsheet allows students to see
how much profits might go up or down relative to profits obtained
from average sales per month with no promotion. Students can
also note the percentage and number of units by which sales must
increase in the promotion period to offset unit contribution losses
and program setup fees charged by the retailer. In so doing the
assignment is intended to achieve Bloom’s (1956) higher order
educational objectives of understanding, integration and
application, and to respond to Maxwell’s (1998) admonitions for
pricing education to address the needs of business.

Learning Objectives

The spreadsheet and the corresponding student written
assignment have been designed to achieve specific learning
objectives. The objectives of the promotions pricing model are to
increase student awareness and understanding regarding each of
the following topics.

1. The impact that price reduction sales promotions can have on
profits.

2. How to use breakeven analysis to assess sales promotions
programs under varying assumptions and so recognize that
promotional price reductions often require substantial
percentage increases in unit sales to offset program costs and
lost revenue.

3. The need to balance sales channel demands with sales and
profit objectives.

4. The importance of test marketing to develop data for



discussion or the written assignment) and with the assumption that
involvement in the sales promotion project is refused. For this
starting point the teacher would specify a 0% discount and the
expected units sales increase is set at 0%. The spreadsheet would
report the profit that would be expected if the company sells as
many units as they have historically at the standard list price.

In the second spreadsheet the same data is used, but it may be
assumed, for example, that a 10% price discount will be
implemented and there will be no increase in unit sales. The profit
impact is shown as a loss and the estimated amount of the loss
relative to the first example is reported.

In the third sample spreadsheet in the classroom presentation
the same data is used but an unit sales increase of 25% night be
assumed. The result is might be a profit or loss relative to the
profit if no sales promotion was used. A loss would describe a
situation in which there is insufficient elasticity of demand relative
to price to offset the stated price reduction given the variable costs
associated with the product. A profit would indicate sufficient
elasticity of demand to offset the TPR.

The spreadsheet is designed such that the information in gray
cells is calculated and information in white and blue cells must be
entered by the student, or, optionally, by the teacher in the case of
blue cells. The teacher can decide which input items will be given
(last year’s monthly unit sales for example) and which the student
will define and experiment with. At a minimum, the student
should experiment with different entries for the cells
corresponding to the amount of a promotional discount to offer,
the percentage effect on unit sales expected, and the number of
months the promotion may affect sales. In the written portion of
the assignment the student should justify all student defined
entries and interpret the managerial implications of computed
cells. Because students may be expected not to have prior
experience with this type of assignment, we have found that it is
helpful to supplement the business memo assignment with a set of
specific questions that must be addressed in the memo. These
questions guide the students’ analysis of the situation and tie,
respectively, to each of the learning objectives.

The Assignment

The written assignment requires that the student use the
spreadsheet to develop a recommendation regarding participation
in a TPR program and provide that recommendation and its
justification in a business memo format. The written assignment
provided to students is to be preceded by one or more lectures and
class discussions on the variety of sales promotions that are
typically presented in most principles textbooks, usually as part of
the integrated marketing communications (IMC) mix. However,
the assignment might also be use to good benefit in an advertising
class or a marketing strategy class. The spreadsheet should be used
interactively in classroom presentations as part of the sales
promotions lecture to demonstrate potential effects of TPR
programs. Following in-class demonstrations and class
discussions, students are given the assignment and the spreadsheet
(downloadable from the class web page or by e-mail) and advised
to develop a recommendation for the best solution to the dilemma
facing the product or brand manager in the assignment and address
a set of specific questions that tie to the learning objectives and
can guide the student’s analytical thinking as he or she develops
the recommendation.

Each of the learning objectives can be treated as a special
topic to be discussed with the class. Issues related to whether the

student understands the profitability impacts of TPRs may include
whether the required breakeven units under the TPR program are
feasible, how regular sales volume may affect the potential
profitability of the program, and how profitability might be
affected by changes in manufacturing costs. Students should also
be encouraged to explore the sales promotion literature in regard
to how TPRs and related programs affect future sales (do regular
users stock up leading to sales declines in future months), whether
new customers are attracted to the product, and do customers
attracted by the TPR become loyal, regular users. Once the
challenge is recognized, the model can lead to lively class
discussions.

Student Reactions

The spreadsheet and written assignment have been used with
some success in two classes; a principles class and a consumer
behavior class. Class discussion and private discussions with
students have revealed interest in how price reduction programs
work. Students quickly begin to discuss how TPRs affect their
own purchasing, and how TPRs appear in the store, and how TPRs
affect perceptions of brand image. Students also find the impact on
profits and required unit sales to be interesting and are often
impressed at how a seemingly small price discount can require a
relatively large unit sales increase to avoid lost profits due to the
discount. Several students questioned why manufacturers
participate in such programs. This opens the door to discussions
of the need to balance channel demands and profit goals. The
“Shelf Determination” article from Forbes (2001) has been found
to be a particularly helpful reading about the real world of
retailing. The student interest in exploring how changing various
numbers in the spreadsheet can change profit outcomes is
particularly encouraging.

The real learning comes when the student uses the
spreadsheet to develop a recommendation and then provides a
written business memo to make and justify the recommendation.
The original written assignment did not include specific questions
to be addressed. The resulting student-written business memos
indicated that while some students could approach the assignment
logically, others seemed lost as to how to use the spreadsheet to
experiment with different numbers and as to how to develop and
justify a recommendation. The result was the development of the
specific questions that must be addressed by the student in the
written assignment, and the inclusion of these questions as part of
the classroom demonstration of the spreadsheet. The questions
provide focus and structure that help guide the student’s analysis
as the student develops and reports his or her recommendations.
These questions include:

1. Making reasonable assumptions regarding sales impacts at
different discount levels, what do you feel would be the best
case and worst case profit outcomes?

2. At the discount level you would recommend, what would be
the breakeven percentage unit sales increase needed to offset
the costs of program participation and the discount you
would offer? Do you think this is realistic? Why or why not?

3. Even if the TPR might not be profitable in the short term, do
you feel participation might be needed to maintain the good
will of this major chain store? How can you balance profit
desires and demands of the retail chain?



4. Could this be a test marketing opportunity to generate data that
could guide future decisions? How could you do this and
what data would you collect?

5. What assumptions must be made for your product regarding
elasticity of demand relative to price and consumer purchase
patterns to justify your recommendation?

Limitations

The spreadsheet model and assignment presented here two
limitations that should be noted here. First, the model is limited to
a manufacturer to chain retailer to consumer channel. This was
done deliberately in order to keep the model as simple as possible
and maintain the focus on profit effects of TPR programs.
However, if a teacher wanted to extend it to include retailer TPR
programs when a wholesaler intermediary is present, the
wholesaler’s margin on sales could be treated as part of the
“Commission to Broker” entry.

A second limitation is that the model does not consider the
potential value of longer term effects of the TPR program. Such
benefits might be, for example, future market share gains due to
greater awareness of the branded product, or the cultivation of new
users of the product from either a competitors’ customer base or
from new users of the product class that have been influenced
directly or indirectly by the TPR. The literature on such potential
effects is mixed (Forbes 2001, Gates 2007, Huff and Alden 1998,
Sriram, Subrachander and Kalwani 2007). TPR programs may
draw attention to the brand, but may result in regular customers
“stocking up” for future use, thus cannibalizing future sales at the
regular price. The student entered item “Number of Months Promo
Affects Sales” is intended to capture this in part. This has been
found to be a useful issue for class discussion. The model,
however, does not at this time capture a rise in sales due to new
customers who buy initially in the TPR and then remain regular
customers who buy at the regular price. Literature suggests that
customers who switch brands during TPRs for a well known
product often switch back to their original brand after the TPR
period. This too should be an issue for class discussion, and future
work on the model may involve incorporating a parameter to an
assumed “permanent” increase in monthly unit sales.

A third limitation is the lack of quantitative data from which
to assess student feedback. At this point the basic model and
written assignment have been used in two classes with some
success based on teacher perceptions of the quality of the written
assignments. The project has now reached a sufficient stability
that it will be used with the revised written assignment in the next
two semesters in up to six classes with three different teachers. A
quantitative evaluation form has been developed that will be used
to obtain anonymous student assessments of their learning
experiences on each of the learning objectives. This form asks the
student to rate, on a scale of 1 to 5, their level of understanding
regarding each objective before the introduction of the spreadsheet
and the assignment, and after having completed the assignment.
Difference of means tests for related samples will be used to
assess differences in before and after scores.

Conclusions

The success evidenced by class discussions and student
written assignments thus far justifies continuing to use the

spreadsheet and assignment as a graded class project. As noted,
the project is now at a stage when quantitative evaluation data can
be gathered with anonymous questionnaires to be completed by
students. We believe that experiences to data have led to an
effective learning tool. We invite all instructors to use this
spreadsheet model and assignment and to provide to us their
recommendations and student assessments of the project.
However, we caution that the instructor must plan to devote at
least two class sessions to presenting the spreadsheet model
playing “what if” with students in the process of presenting the
model and the assignment. Many students are not use to thinking
in such analytical terms, and the assignment can be challenging.
However, providing a challenging learning experience in a context
that facilitates understanding can achieve the fundamental goal
with which we began: to provide marketing students with
memorable experiences that will help students better understand
the implications of sales promotions on the manufacturer and
national brand profitability.
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