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SOME METHODICAL PROBLEMS ON ALLOCATING BUDGET FOR
MARKETING ACTIVITIES OF ENTERPRISE

Some business managers often assume
that
activities

allocating budget for marketing
the

chewing work”, aiming at controlling, but

of enterprises 1s “figure

not marketing. This point of view 1is
completely erroneous. Marketing budgeting
15 a kind of decision which matters the
marketing management of any enterprises
because managers’ efforts in budgeting
bring certain advantages to the marketing
management and business operations of

The

enterprises. advantages are as
follows:

- The marketing division can
implement  marketing strategies and

specific plans in every period. Budgeting
ensures the capacity of providing financial
resources for marketing arrangement and
implementation in a planned period.

- The budget defines the restrictions
suitable for each marketing activity to
achieve the set-up objectives.

- Budgeting creates the premise for the
manager of each marketing division to
combine the operations with the managers
of other divisions and creates the basis for
arbitrating the differences 1n operation
among divisions.

Budgeting 1s the standard which
marketing managers use to measure the

progress rate of implementing work
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through controlling the input of the
implementation process.

Marketing budgeting  provides
information for the general financial

determination process of enterprises. A
financial plan which 1s based on specific
and 1s practical will

figures ensure

enterprises to exist steadily.

Therefore, the marketing managers of
need to of the

of and  the
arrangement and implementation of this

businesses be aware

1importance budgeting

work 1n reality.
The nature of marketing budgeting in

enterprises is that managers must find out
the answers to the two questions below:

First, how much do enterprises need to
spend on the entire marketing?

Second, how 1s the budget allocated to
the of Marketing Mix, each
target market and each product to ensure

variables

that the capital invested in marketing will
gain a high goal?

In this article, we will only address to
the first one.

1. Things that Need to be Considered
when Planning the Budget for the
Marketing of Enterprises

To answer the question: "How much do
enterprises need to spend on marketing?”
the marketing manager needs to find that
marketing cost i1s a part composing of the
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cost price of a product. Thus, if the expense
of marketing is high, the cost price will be
high and together with it, the selling price
will be high. The high level of selling price
can have impact on the selling quantity. It
can curtail the* selling quantity of
enterprises and thus, enterprises won't
probably gain the general objectives as
well as the marketing ones set up in the
planned period. Therefore, when planning
the budget for marketing, managers
should bear in mind that the more
marketing cost they save, the better.

On the other hand, marketing cost is
the capital invested 1n creating the
prestige of enterprises to their customers.
The more prestigious enterprises are in
the market, the more competitive
advantages they have. Creating prestige
for customers requires the entire process.
Thus, managers of
enterprises should take the wview of
appropriate investment for marketing

when budgeting,

based on their own financial resources for
creating prestige of their trademark in the
market.

2. Theoretical Bases of Budgeting
2.1. The Theory of Maximizing Profits

All business decisions aim at gaining
certain purposes. The most popular and
permanent purpose pursued by business
managers 1s to maximize profits. If

enterprises admit that the purpose of
maximizing profits 1s the main permanent
objective of the marketing decisions of
enterprises, they will define the cost level
under the way to gain the maximum
profits.

The model of maximizing profits 1s
based on two n.ain assumptions below:

+ The income from each unit of cost
added to marketing efforts tends to
decrease when the cost level of expenses
continues growing. The deeper the market
was penetrated, the more difficult the
chances to gain an added level of turnover
become.

+ To gain an added unit of marketing
effort, enterprises have to waste more
resources because effective means are
always chosen at first, less effective means
are often used afterward.

theories suggest that
should

expenses for marketing efforts until the

Economic
managers continue to raise
marginal income or the marginal turnover
is still bigger than the marginal marketing
cost. Managers should only maintain
marketing expenditure at the level that
the marginal spending for marketing
efforts balances the marginal income or
the marginal turnover.

The graph below illustrates this.
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A
Turnover
Profits
Effective
marketing
activities
2.2, The Relationship between

Marketing Efforts and Turnover

When
maximizing profits, managers should know
that both the total profits and real
marginal profits are stipulated by the level

applying the theory of

of turnover. Therefore, 1t 1s necessary to
examine the level of turnover created from
a certain quantity of cost. The relationship
of the level of turnover (Q) and marketing
cost (C) is called Turnover Satisfying
Function.

The  relationships of  satisfying

turnover are examined with two

assumptions.

- First, the market 1is basically stable in
terms of size and competition.

Second, there are no changes in
marketing strategies during the time we
survey.
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Marketing effort

Profits Ineffective
maximal marketing
path activities

There are four primary models of
turnover satisfying function.

+ The First Model

The relationship between turnover and
marketing effort is linear. The increase in
marketing effort will add to the turnover
and profit. Given that if enterprises want
to increase the turnover and profit, they
have to try to raise the marketing budget
to the maximal level. The marketing cost
1s the capital that enterprises invest for
their prestige. The higher the prestige 1is,
the more possible it is to create a greater
sale volume.

Therefore, in their certain financial
circumstances, enterprises should spend
on marketing as much as possible.

+ The Second Model

When the level of turnover is directly
proportional to the level of marketing cost,
but the total of cost has to reach a certain
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The level of turnover 1is inversely
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selling price will raise the sale quantity.
This case 1s called gradually decreasing
effect. This turnover satisfying function
shows that if the turnover wants to be
effective in using investment capital for
marketing, enterprises need to define the
restriction of marketing cost.

+ The Fourth Model

This 1s the combination of the two
cases above. The “S” shaped curve of the
turnover satisfying function shows that
the turnover level depends on how the
market satisfies the different levels of
marketing. The relationship between the
turnover and marketing effort is not
always linear. When budgeting, managers
need to consider the features of the target
market, which regulate the size and the
features of the market demand, in other
words, the satisfaction of the target
market to marketing effort.

Turnover satisfying functions are

effort ca1 ! described on the graphs below:
- ya ! ¢ Q4
rd
/
/
7
i
/ - > > >
Vbl C Model 2 C Model 3 C Model 4

VNU. Journal of Science, Economics-Law. N,1E, 2004



Some methodical problems on allocating budget for...

3. Techniques of Marketing Budgeting
in Enterprises

For managers, the application of the
theories mentioned above in order to make
a decision on budget in reality is very hard
because of the following reasons:

- First, managers have too little or do
not have any data to measure the
relationships between marketing expense
and turnover satisfaction. In addition, the
requirements for time and necessary cost
for collecting and processing these data to
get essential information make enterprises

hesitate to measure these relationships.

- Second, the relationships of turnover
satisfaction mentioned above are based on
certain suppositions. In fact, these
suppositions are difficult to be accepted
because business environment always has

changes, but 1t 1s not always stable 1deally.

- Thus, in reality some techniques are
used to define the cost for the Marketing
Programme of enterprises.

The techniques are as follows:

3.1. The Previously Similar Method

The nature of the previously similar
method is the marketing budget in the
planned period, based on the cost for this
activity in the previous year. If in the
planned year there aren’t any big changes
in business operations, the budget level
will be considered as much as the fact of
the previous year. Managers can adjust
the budget level in the planned year to
special situations. For example, in the
planned year, an enterprise developed an
additional new product. If the marketing
budget last year is 600 million VND, the
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marketing budget this year ic ;) 600
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According to this method, to determine
the budget for marketi;lg in the planned
period, managers must have predictive
figures on the turnover in the planned
year and the percentage of the marketing
cost in comparison with the turnovers of
the previous years.

This method has the main advantages
as follows:

- It 1s simple and easy to be applied.

It concerns about the changes in
business environment as well as turnover
levels. If the turnover in the planned year
1s higher than the reported one in the
implementation year, the marketing
budget in the planned year will grow
compared with that in the implementation

year and vice versa.

- It allows enterprises to control the
cost and ensures that this cost will be
compensated.

The disadvantages of this method are
that it is unsystematic and 1t doesn't
reflect the cause and effect relationship
between marketing and turnover. Beside,
this method makes us confuse that the
turnover affect the marketing cost while,
in fact, the marketing cost has decisive
influence on the turnover.

This method should be applied when
the turnover of an enterprise doesn’t
depend too much on the level of marketing
effort.

3.3. The Viable Method

Unlike the two methods above, the
method of maximal possibility does not
depend on experience and the relationship

between turnover and marketing cost in
the past, but 1t relies on the current
finance of an enterprise.

This method 1s based on the viewpoint
that marketing cost is not the cost to
create the future turnover, but 1s an
investment in the turnover and prestige of
a product brand or the prestige of an
enterprise in the future. Thus, 1n fact, at a
certain time, the enterprise can reduce or
reject this cost to overcome financial
difficulties in a short-term. When the
advantages of the enterprise become better
and thus, the financial resources of the
enterprise gets better, it will spend on
marketing.

According to this method, the budget
for marketing depends on the enterprise’s
financial resources after ensuring some
When applying this
method, the enterprise can ensure the

certain  profits.
minimal level of profit to exist and
develop. On the other hand, at a certain
level, the marketing cost really creates the
future’s value. This can allow an
enterprise operating in a quite stable
environment to decrease the marketing
cost in a short term without damaging its
position in the market. It is necessary to
know that the investment in marketing
before was enough to create a result of
turnover as expected. This is the main
advantage of this method.

method has some
disadvantages as follows:

However, this

- The application of this method does
not require the profound knowledge of the
marketing influence on turnover and
profit. The budget is independently built
from what the marketing can create, so it
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may result in a situation in which the
enterprise will spend more than needed
level or does not spend enough to take
advantage of the attractive opportunities
which may emerge in the market in the
planned period.

- Marketing cost changes, depending
on fiscal years. If in any financial years,
there is much, much 1s spent. If in any
fiscal year, there is little, little is spent. Or
if in any financial years, there are a lot of
difficulties, nothing is spent. Therefore,
the long term marketing strategies of the
enterprise are hard to gain the results as
expected.

3.4. The Method of Planning Budget
Based on Competitors’ Marketing Cost
Level

This method 1s based on the view that
considers marketing as a competitive
weapon which can help an enterprise
improve its competition position in the
market. According to this method, the
enterprise will spend more than the cost
level of the competitors if it wants to
overwhelm the competitors. The enterprise
can spend on its marketing less than the
cost levels of the competitors if it believes
that it will use the cost more effectively.

The primary strong point of this
method is that it is simple to calculate and
possible to set business managers’ mind at
rest.

This method has some drawbacks as
follows:

- The implementation of this method
requires enterprises to have in hand
sufficient, accurate, and timely information
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about the competitors and their marketing
operations. It is to implement this or it 1s
possible to implement this with a high cost
to collect information.

Using this method can speed up
competition among the enterprises in the
same good branch to the extreme, which
makes all the members in the good branch
incur damage. In such a situation, any
enterprises which are the strongest will
win if they still continue. staying in the
branch.

This method is based on the
assumption ‘that the budgeting of
competitors is the scientific and logical
basis. In fact, if the competitors’ budgets
are not spent systematically and they do
not examine rightly the conditions of
business environment, the enterprises will

follow “this broken wheel track.”

- It is difficult to gain certain
guarantee because the marketing targets,
marketing resources, and opportunities of
enterprises might not be similar to
competitors’. Therefore, it is impossible for
enterprises to spend on their marketing
operations, which i1s based on competitors’
experience.

3.5. The Objective and Task based
Method

According to this method, to determine
the marketing budget, managers need to
set up specific targets of marketing
operation in the planned period. After
defining the targets, marketing managers
need to plan any work which is necessary
to implement in order to achieve the set-up
targets and the cost for implementing each
work. The marketing budget level will be
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determined on the basis of cost to
implement the entire work. Moreover, a
measure system will control the progress
rate in carrying out these targets.

This method has the
advantages:

following

- It requires marketing managers to
present 1n detail enterprise’s targets of
marketing operation. Thus, ‘he enterprises
will have clearer pictures of the targets
that need reaching at as well as the work
that needs doing. The clear and specifi
understanding about the work will be the
good directions for marketing divisions t»
implement their plans well and combine
actions with others.

- It requires setting up an information
system to measurc the progress rate of
implementing the

targets and plans

accurately and appropnately.

It provides managers with useful
feedback to better the budgeting process
and set up the work targets or plans.

- This 1s the method attractive to the
enterprises where the short-term goals
play an important role or in case the
enterprises’ marketing influences on the
goals of business operations are separated
from the effects of the changes of other
business environment factors such as the
economic situation, the operations of
competitors, and the technological changes.

- When app.ying this method, the main
obstacle 1s that marketing managers m st
w.iderstand clearly about the relationship

between correlative

targets and
commissions to implement the targets. If a
fixed activity is unsuitable for implementi. g

the set-up targets, it will not allow the

enterprise to gain the targets as expected.
To understand this relationship clearly.
marketing managers should carry out
serious, research effort. Thus, this method
should be applied in the organizations
with financial resources.

It 1s possible to say that except for the
last method, the methods mentioned above
have the following disadvantages:

The application of these methods
helps managers avoid their responsibilities
for measuring the relationships between
marketing expense and the goals of
turnover and profit implementation. This
1s their advantage and disadvantage at the
same time. These methods don't give
suggestions to the marketing managers
when they wish to improve the goals of
turnover and profit implementation.
Moreover, these methods do not help the
marketing managers understand
thoroughly and guide them 1n terms of
marketing when operating in the changing

environments.

- Marketing budgeting originates fiom
the satisfaction with the goals of previous
implementation and following the past
precedents will not give trals to marketing
divisions. It does not require the
marketing divisions to improve their etfort
to contribute to the success of their
through
research skills and creative and hazardous

enterprises understanding,
analyses. Tn stead of being offensive and
foreseeing, these methods are only

defensive and responsive.

When using these methods to budget
for the marketing operations of enterprises,
marketing managers should pay attention
to the following points:
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First, when we use any methods, we
must examine them. The combination of
methods will be the basis of planning budget.

Second, budget 1s the figure to quantify
the marketing strategies. It is not absolute
and constant. The changes of the
environment can require enterprises to
change the marketing strategies and the
changes of marketing strategies, in turn,
require the changes of budget to ensure
the 1mplementations of the targets.
Therefore, enterprises implement the
marketing plans and the budget plans,
managers need to examine and evaluate
the budget level regularly so that it is
possible to adjust the budget level to the
environment and the marketing strategies.

Third, when we use any methods, we
must combine them to support and
strengthen the checking procedures.

Fourth, the detailled marketing
budgets only matter if they are relevant to
the general financial plan. Similarly, the
general marketing budgets matter when
they are sufficient to implement certain work.

4. Budgeting Procedures

To determine the general marketing
budget of an enterprise, the budget for
each division or each specific operation and
specific work, two methods are usually used:

+ The top-down method

The nature of this method is that the
marketing managers provide the decision
on the general common budget size for the
whole enterprise, every unit of the
enterprise and every product channel. The
manager of each unit or each product
channel will distribute the received budget
to the divisions or the operations of their
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own units. If the managers of the divisions
find that such budget cannot ensure the
achievement of the goals, the senior
manager will discuss with them to
reallocate the budget. If the managers of
some divisions require the increase in the
budget for their own divisions, the senior
managers can settle this problem by
raising the total general budget to support
the divisions or reduce the budget of others
when it is impossible to increase the total
budget of the whole enterprise.

+ The bottom-up method

The nature of this method is that the
managers of divisions themselves define
the operations which must be implemented
in the planned period to gain the targets of
the marketing strategies of the enterprise.
Then they estimate the cost of these
operations, submit them as a budget plan
of the division to the senior manager in
charge of the marketing operations of the
enterprise. The senior manager examines
these budget plans and if they meet the
requirements, they will be considered as
the general marketing budget and 1s
submitted to the director board of the
enterprise to incorporate it 1n the
enterprise’s annual financial plan. If the
annual financial plan need to be adjusted,
the process will be reversed and the
managers of the divisions will have to
adjust the estimated plans to the budget
restriction of their divisions. The
managers of the divisions balance and
adjust the real costs and the goal of
implementing the inspected budget plan
when they are imbalanced.

Each enterprise must depend on its
own real situation to choose appropriate
methods.
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TAP CHi KHOA HOC BHQGHN, KINH TE - LUAT, S6 1E, 2004

MOT SO VAN PE PHUONG PHAP LUAN HOACH DINH NGAN SACH
CHO HOAT PONG MARKETING CUA DOANH NGHIEP

TS Vi Phuong Thao
Khoa Kinh té, Pai hoc Quéc gia Ha Néi

Hoach dinh ngédn sach cho hoat dong Markeitng trong tuong lai la mét trong nhing
quyét dinh quan trong trong quan li marketing chién luge. Vi muc dich dua ra cac phuong
phap hoach dinh ngin sach cho hoat déng marketing, bai viét nay dudc cdu tric lam bén
phan. Phan thd nhit tac gia néu 1én mat s§ quan diém cho ring cac nha quan li phai ndm
dude dé du toan khi giai quyét cac van dé lién quan téi hoach dinh ngan sich cho hoat déng
marketing. Phan tié€p theo la hai cd sd dé hoach dinh ngén sach cho hoat dong marketing.
Trong phan thd ba néu lén nam phudng phap hoach dinh ngan sach cho hoat déng
marketing téng thé ma cac nha quan li ¢6 thé st dung. Cac phuong phap d6 la: (1) Phuong
phap gidong nhu lan trude; (2) Phuong phap phan tram ban hang; (3) phuong phap theo kha
nang té1 da; (4) Phuong phap xic dinh ngin sach dua trén muc chi tiéu cho hoat déng
marketing cua déi thu canh tranh; (5) Phuong phap cdn cit vao muc tiéu va yéu cau cua
hoat déng marketing. Vi mdéi phuong phap ¢é uu va nhude diém cho nén nha quan li phai
chon phuong phap phu hop véi doanh nghiép ciia minh. Phan cudi dé cap dén thu tuc hoach
dinh ngén sach cho hoat dong marketing.
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