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Preface

XVi

The Fourteenth Edition of Principles of Marketing!
Still Creating More Value for You!

The goal of every marketer is to create more value for customers. So it makes sense that our
goal for the fourteenth edition is to continue creating more value for you—our customer.
Our goal is to introduce new marketing students to the fascinating world of modern mar-
keting in an innovative and comprehensive yet practical and enjoyable way. We've poured
over every page, table, figure, fact, and example in an effort to make this the best text from
which to learn about and teach marketing. Enhanced by mymarketinglab, our online home-
work and personalized study tool, the fourteenth edition creates exceptional value for both
students and professors.

Marketing: Creating Customer Value
and Relationships

Top marketers at outstanding companies share a common goal: putting the consumer at the
heart of marketing. Today’s marketing is all about creating customer value and building
profitable customer relationships. It starts with understanding consumer needs and wants,
determining which target markets the organization can serve best, and developing a com-
pelling value proposition by which the organization can attract and grow valued con-
sumers. If the organization does these things well, it will reap the rewards in terms of mar-
ket share, profits, and customer equity.

Five Major Value Themes

From beginning to end, the fourteenth edition of Principles of Marketing develops an innova-
tive customer-value and customer-relationships framework that captures the essence of to-
day’s marketing. It builds on five major value themes:

1. Creating value for customers in order to capture value from customers in return. To-
day’s marketers must be good at creating customer value and managing customer relation-
ships. Outstanding marketing companies understand the marketplace and customer
needs, design value-creating marketing strategies, develop integrated marketing pro-
grams that deliver customer value and delight, and build strong customer relation-
ships. In return, they capture value from customers in the form of sales, profits, and
customer loyalty.

Marketing: Creating and Capturing Customer Value

Create value for customers and
build customer relationships

Capture value from
customers in return

Understand the
marketplace and

-

customer-driven
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* marketing program *
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Build profitable Capture value

Design a :
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customer needs marketing create customer create profits and
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A Simple Model of the Marketing Process
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This innovative customer-value framework is introduced at the start of Chapter 1 in
a five-step marketing process model, which details how marketing creates customer
value and captures value in return. The framework is carefully developed in the first two
chapters and then fully integrated throughout the remainder of the text.

. Building and managing strong, value-creating brands. Well-positioned brands with

strong brand equity provide the basis upon which to build customer value and prof-
itable customer relationships. Today’s marketers must position their brands powerfully
and manage them well. They must build close brand relationships and experiences
with customers.

. Measuring and managing return on marketing. Marketing managers must ensure that

their marketing dollars are being well spent. In the past, many marketers spent freely
on big, expensive marketing programs, often without thinking carefully about the
financial returns on their spending. But all that has changed rapidly. “Marketing
accountability”—measuring and managing return on marketing investments—has
now become an important part of strategic marketing decision making. This emphasis
on marketing accountability is addressed throughout the fourteenth edition.

. Harnessing new marketing technologies. New digital and other high-tech marketing

developments are dramatically changing how consumers and marketers relate to one
another. The fourteenth edition thoroughly explores the new technologies impacting
marketing, from “Web 3.0” in Chapter 1 to new digital marketing and online technolo-
gies in Chapters 15 and 17 to the exploding use of online social networks and customer-
generated marketing in Chapters 1, 5, 14, 15, 17, and elsewhere.

. Sustainable marketing around the globe. As technological developments make the

world an increasingly smaller and more fragile place, marketers must be good at mar-
keting their brands globally and in sustainable ways. New material throughout the
fourteenth edition emphasizes the concept of sustainable marketing—meeting the pres-
ent needs of consumers and businesses while also preserving or enhancing the ability
of future generations to meet their needs.

New in the Fourteenth Edition

We’ve thoroughly revised the fourteenth edition of Principles of Marketing to reflect the ma-
jor trends and forces impacting marketing in this era of customer value and relationships.
Here are just some of the major and continuing changes you'll find in this edition.

New coverage in every chapter of the fourteenth edition shows how companies and
consumers are dealing with marketing and the uncertain economy in the aftermath
of the recent Great Recession. Starting with a major new section in Chapter 1 and
continuing with new sections, discussions, and examples integrated throughout the
text, the fourteenth edition shows how, now more than ever, marketers must focus on
creating customer value and sharpening their value propositions to serve the needs of
today’s more frugal consumers. At the end of each chapter, a new feature—Marketing
and the Economy—provides real examples for discussion and learning.

Throughout the fourteenth edition, you will find revised coverage of the rapidly
changing nature of customer relationships with companies and brands. Today’s mar-
keters aim to create deep consumer involvement and a sense of community surround-
ing a brand—to make the brand a meaningful part of consumers’ conversations and
their lives. Today’s new relationship-building tools include everything from Web sites,
blogs, in-person events, and video sharing to online communities and social networks
such as Facebook, YouTube, Twitter, or a company’s own social networking sites.

The fourteenth edition contains new material on the continuing trend toward two-way
interactions between customers and brands, including such topics as customer-
managed relationships, crowdsourcing, and consumer-generated marketing. Today’s
customers are giving as much as they get in the form of two-way relationships (Chap-
ter 1), a more active role in providing customer insights (Chapter 4), crowdsourcing and
shaping new products (Chapter 9), consumer-generated marketing content (Chapters
1, 14, and 15), developing or passing along brand messages (Chapters 1 and 15), inter-
acting in customer communities (Chapters 5, 15, and 17), and other developments.
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This edition provides revised and expanded discussions of new marketing
technologies, from “Web 3.0” in Chapter 1 to “Webnography” research tools in Chap-
ter 4 to neuromarketing in Chapter 5 and the dazzling new digital marketing and on-
line technologies in Chapters 1, 15, and 17.

New material throughout the fourteenth edition highlights the increasing importance
of sustainable marketing. The discussion begins in Chapter 1 and ends in Chapter 20,
which pulls marketing together under a sustainable marketing framework. In between,
frequent discussions and examples show how sustainable marketing calls for socially
and environmentally responsible actions that meet both the immediate and the future
needs of customers, companies, and society as a whole.

The fourteenth edition continues its emphasis on measuring and managing return on
marketing, including many new end-of-chapter financial and quantitative marketing
exercises that let students apply analytical thinking to relevant concepts in each chap-
ter and link chapter concepts to the text’s innovative and comprehensive Appendix 2:
Marketing by the Numbers.

The fourteenth edition provides revised and expanded coverage of the developments
in the fast-changing areas of integrated marketing communications and direct and on-
line marketing. It tells how marketers are blending the new digital and direct technolo-
gies with traditional media to create more targeted, personal, and interactive customer
relationships. No other text provides more current or encompassing coverage of these
exciting developments.

Restructured pricing chapters (Chapters 10 and 11) provide improved coverage of pric-
ing strategies and tactics in an uncertain economy. And a reorganized products, ser-
vices, and brands chapter (Chapter 8) helps to promote the text’s coverage of services
marketing and better applies the branding strategy discussions that follow to both
products and services.

The fourteenth edition continues to improve on its innovative learning design. The
text’s active and integrative presentation includes learning enhancements such as an-
notated chapter-opening stories, a chapter-opening objective outline, and explanatory
author comments on major chapter sections and figures. The chapter-opening layout
helps to preview and position the chapter and its key concepts. Figures annotated with
author comments help students to simplify and organize chapter material. End-of-
chapter features help to summarize important chapter concepts and highlight impor-
tant themes, such as marketing and the economy, marketing technology, ethics, and
financial marketing analysis. In all, the innovative learning design facilitates student
understanding and eases learning.

An Emphasis on Real Marketing

Principles of Marketing features in-depth, real-world examples and stories that show con-
cepts in action and reveal the drama of modern marketing. In the fourteenth edition, every
chapter opening vignette and Real Marketing highlight has been updated or replaced to
provide fresh and relevant insights into real marketing practices. Learn how:

Web seller Zappos.com’s obsession with creating the very best customer experience has
resulted in avidly loyal customers and astronomical growth.

Nike’s customer-focused mission and deep sense of customer brand community have
the company sprinting ahead while competitors are gasping for breath.

Trader Joe’s unique “cheap gourmet” price-value strategy has earned it an almost cult-
like following of devoted customers who love what they get for the prices they pay.
ESPN has built a global brand empire as much recognized and revered as megabrands
such as Coca-Cola, Nike, or Google.

Dunkin” Donuts successfully targets the “Dunkin’ Tribe”—not the Starbucks snob but
the average Joe.

When it comes to sustainability, no company in the world is doing more good these
days than Walmart. That’s right—big, bad, Walmart.
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Four Seasons hotels has perfected the art of high-touch, carefully crafted service,
prompting one customer to reflect: “If there’s a heaven, I hope it’s run by Four Seasons.”

The “Héaagen-Dazs loves honey bees” integrated marketing campaign has helped make
Héagen-Dazs more than just another premium ice cream brand—it’s now “a brand
with a heart and a soul.”

Hyundai hit the accelerator on marketing when the slow economy caused rivals to
throttle down, making it the world'’s fastest growing major car company.

McDonald’s, the quintessentially all-American company, now sells more burgers and
fries outside the United States than within.

Google’s odyssey into mainland China—and back out again—vividly illustrates the
prospects and perils of going global.

Beyond these features, each chapter is packed with countless real, relevant, and timely

examples that reinforce key concepts. No other text brings marketing to life like the four-
teenth edition of Principles of Marketing.

Valuable Learning Aids

A wealth of chapter-opening, within-chapter, and end-of-chapter learning devices help stu-
dents to learn, link, and apply major concepts:

Chapter Preview. As part of the active and integrative chapter-opening design, a brief
section at the beginning of each chapter previews chapter concepts, links them with
previous chapter concepts, and introduces the chapter-opening story.

Chapter-opening marketing stories. Each chapter begins with an engaging, deeply devel-
oped, illustrated, and annotated marketing story that introduces the chapter material
and sparks student interest.

Objective outline. This chapter-opening feature provides a helpful preview outline of
chapter contents and learning objectives, complete with page numbers.

Author comments and figure annotations. Throughout the chapter, author comments ease
and enhance student learning by introducing and explaining major chapter sections
and organizing figures.

Real Marketing highlights. Each chapter contains two highlight features that provide an
in-depth look at real marketing practices of large and small companies.

Reviewing the Objectives and Key Terms. A summary at the end of each chapter reviews
major chapter concepts, chapter objectives, and key terms.

Discussing and Applying the Concepts. Each chapter contains a set of discussion questions
and application exercises covering major chapter concepts.

Marketing and the Economy. End-of-chapter situation descriptions provide for discussion
of the impact of recent economic trends on consumer and marketer decisions.

Focus on Technology. Application exercises at the end of each chapter provide discussion
of important and emerging marketing technologies in this digital age.

Focus on Ethics. Situation descriptions and questions at the end of each chapter highlight
important issues in marketing ethics.

Marketing by the Numbers. An exercise at the end of each chapter lets students apply an-
alytical and financial thinking to relevant chapter concepts and links the chapter to Ap-
pendix 2, Marketing by the Numbers.

Company Cases. All new or revised company cases for class or written discussion are
provided at the end of each chapter. These cases challenge students to apply marketing
principles to real companies in real situations.

Video Shorts. Short vignettes and discussion questions appear at the end of every chap-
ter, to be used with the set of mostly new 4- to 7-minute videos that accompany this
edition.

Marketing Plan appendix. Appendix 1 contains a sample marketing plan that helps stu-
dents to apply important marketing planning concepts.
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®  Marketing by the Numbers appendix. And innovative Appendix 2 provides students with
a comprehensive introduction to the marketing financial analysis that helps to guide,
assess, and support marketing decisions.

More than ever before, the fourteenth edition of Principles of Marketing creates value for
you—it gives you all you need to know about marketing in an effective and enjoyable total
learning package!

A Valuable Total Teaching and Learning Package

A successful marketing course requires more than a well-written book. A total package of
resources extends this edition’s emphasis on creating value for you. The following aids sup-
port Principles of Marketing, 14e:

Videos

The video library features 20 exciting segments for this edition. All segments are on the DVD
(ISBN: 0-13-216723-9) and in mymarketinglab. Here are just a few of the videos that are of-
fered:

Stew Leonard’s Customer Relationships
Eaton’s Dependable Customer Service
GoGurt’s Winning Brand Management
FiberOne’s Exponential Growth

Nestlé Waters” Personal Selling

mymarketinglab

mymarketinglab (www.mypearsonmarketinglab.com) gives you the opportunity to test

yourself on key concepts and skills, track your own progress through the course, and use

the personalized study plan activities—all to help you achieve success in the classroom.
The MyLab that accompanies Principles of Marketing includes:

e Study Plan: The Study Plan helps ensure that you have a basic understanding of course
material before coming to class by guiding you directly to the pages you need to review.

*  Mini-Simulations: Move beyond the basics with interactive simulations that place you
in a realistic marketing situation and require you to make decisions based on market-
ing concepts.

o Applied Theories: Get involved with detailed videos, interactive cases, and critical-
thinking exercises.

e Critical Thinking: Get involved with real marketing situations that might not always
have a right answer but will have a best answer. This allows for great discussion and
debate with your classmates.

Plus:

e Interactive Elements: A wealth of hands-on activities and exercises let you experience
and learn firsthand. Whether it is with the online e-book where you can search for spe-
cific keywords or page numbers, highlight specific sections, enter notes right on the
e-book page, and print reading assignments with notes for later review or with other
materials.

Find out more at www.mypearsonmarketinglab.com


www.mypearsonmarketinglab.com
www.mypearsonmarketinglab.com
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More Valuable Resources

CourseSmart is an exciting new choice for students looking to save money. As an alternative
to purchasing the print textbook, students can purchase an electronic version of the same
content and save up to 50 percent off the suggested list price of the print text. With a
CourseSmart eTextbook, students can search the text, make notes online, print out reading
assignments that incorporate lecture notes, and bookmark important passages for later
review. For more information, or to purchase access to the CourseSmart eTextbook, visit
www.coursesmart.com.


www.coursesmart.com
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Part 1: Defining Marketing and the Marketing Process (Chapters 1-2)

Part 2: Understanding the Marketplace and Consumers (Chapters 3-6)
Part 3: Designing a Customer-Driven Strategy and Mix (Chapters 7-17)

Part 4: Extending Marketing (Chapters 18-20)

. This chapter introduces you to
Chapter PreVIeW the basic concepts of rrzlarket—
ing. We start with the question, What is marketing? Simply put, mar-
keting is managing profitable customer relationships. The aim of
marketing is to create value for customers and capture value from cus-
tomers in return. Next we discuss the five steps in the marketing
process—from understanding customer needs, to designing customer-
driven marketing strategies and integrated marketing programs, to
building customer relationships and capturing value for the firm. Fi-
nally, we discuss the major trends and forces affecting marketing in this
age of customer relationships. Understanding these basic concepts

Marketing

Creating and Capturing Customer Value

and forming your own ideas about what they really mean to you will
give you a solid foundation for all that follows.

Let's start with a good story about marketing in action at
Zappos.com, one of the world’s fastest-growing Web retailers. The se-
cret to Zappos' success? It's really no secret at all. Zappos is flat-out cus-
tomer obsessed. It has a passion for creating customer value and
relationships. In return, customers reward Zappos with their brand loy-
alty and buying dollars. You'll see this theme of creating customer
value in order to capture value in return repeated throughout this first
chapter and the remainder of the text.

Zappos: A Passion for Creating Customer Value and Relationships

magine a retailer with service so good its customers wish
it would take over the Internal Revenue Service or start up
an airline. It might sound like a marketing fantasy, but this
scenario is reality for 12-year-old Zappos.com. At Zappos,
the customer experience really does come first—it’s a daily ob-
session. Says Zappos understated CEO, Tony Hsieh (pro-
nounced shay), “Our whole goal at Zappos is for the Zappos
brand to be about the very best customer service and customer
experience.” When it comes to creating customer value and re-
lationships, few companies can match Zappos’ passion.
Launched in 1999 as a Web site that offered the absolute best
selection in shoes—in terms of brands, styles, colors, sizes, and
widths—the online retailer now carries many other categories of
goods, such as clothing, handbags, and accessories. From the
start, the scrappy Web retailer made customer service a corner-
stone of its marketing. As a result, Zappos has grown astronomi-
cally. It now serves more than 10 million customers annually, and
gross merchandise sales top $1 billion, up from only $1.6 million
in 2000. Three percent of the U.S. population now shops at
Zappos.com. And despite the harsh economy, Zappos sales have
continued to soar in recent years.
Interestingly, Zappos doesn’t spend a lot of money on media
advertising. Instead, it relies on customer service so good that cus-
tomers not only come back but also tell their friends. More than

75 percent of Zappos.com’s sales come from repeat customers.
“We actually take a lot of the money that we would have normally
spent on paid advertising and put it back into the customer expe-
rience,” says Hsieh. “We’ve always stuck with customer service,
even when it was not a sexy thing to do.” Adds Aaron Magness,
Zappos’ director of business development and brand marketing,
“We decided if we can put all the money possible into our cus-
tomer service, word of mouth will work in our favor.”

What little advertising the company does do focuses on—
you guessed it—customer service. The most recent Zappos TV
ads feature “Zappets,” puppetlike characters styled after actual
Zappos employees, highlighting interactions between Zappos
customer service reps and customers.

Free delivery, free returns, and a 365-day return policy
have been the cornerstone of Zappos’ customer-centric ap-
proach. To wow customers, it even quietly upgrades the ex-
perience, from four-to-five-day shipping to second-day or
next-day shipping. Its customer service center is staffed 24/7
with 500 highly motivated employees—about one-third of the
company’s payroll—answering 5,000 calls a day. “Those things
are all pretty expensive, but we view that as our marketing dol-
lars,” says Hsieh. “It’s just a lot cheaper to get existing cus-
tomers to buy from you again than it is to try to convince
someone [new].”
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Zappos has been steadfast in its focus on customer service
even as it’s grown. In a sluggish economy, retailers especially
should be focusing on customer service. But as Hsieh points out, it’s
often the first thing to go. “The payoff for great customer service
might be a year or two down the line. And the payoff for having a
great company culture might be three or four years down the line.”

At Zappos, customer intimacy starts with a deep-down,
customer-focused culture. “We have a saying,” proclaims the
company at its Web site. “We are a service company that hap-
pens to sell [shoes (or handbags, or clothing, or eventually, any-
thing and everything)].” The Zappos culture is built around its
10 Core Values, ranging from “Build open and honest relation-
ships with communication” to “Create fun and a little weird-
ness.” Value number one: “Deliver WOW through service!”

Zappos’ online success and passion for customers made it
an ideal match for another highly successful, customer-obsessed
online retailer, Amazon.com, which purchased Zappos in late
2009. Amazon.com appears to be letting Hsieh and Zappos con-
tinue to pursue independently the strategy that has made them
so successful in the past.

To make sure Zappos’ customer obsession permeates the en-
tire organization, each new hire—everyone from the chief execu-
tive officer and chief financial officer to the children’s footwear
buyer—is required to go through four weeks of customer-loyalty
training. In fact, in an effort to weed out the half-hearted,
Zappos actually bribes people to quit. During the four weeks of
customer service training, it offers employees $2,000 cash, plus
payment for the time worked, if they leave the company. The
theory goes that those willing to take the money and run aren’t
right for Zappos’ culture anyway.

Hsieh says that originally the incentive was $100, but the
amount keeps rising because not enough people take it. On av-
erage, only 1 percent takes the offer, and Hsieh believes that’s
too low. Zappos argues that each employee needs to be a great
point of contact with customers. “Getting customers excited
about the service they had at Zappos has to come naturally,”
says Magness. “You can’t teach it; you have to hire for it.”

When dealing with customers, Zappos employees must
check their egos and competitiveness at the door. Customer
service reps are trained to look on at least three rival Web sites
if a shopper asks for specific shoes that Zappos doesn’t have
in stock and refer customers accordingly. “My guess is that
other companies don’t do that,” Hsieh says. “For us, we're
willing to lose that sale, that transaction in the short term.
We're focused on building the lifelong loyalty and relation-
ship with the customer.”

Relationships mean everything at Zappos. Hsieh and many
other employees stay in direct touch with customers, with each
other, and with just about anyone else interested in the company.
They use social-networking tools, such as Facebook, Twitter, and
blogs, to share information—
both good and bad. And the
company invites customers
to submit frank online re-
views. Such openness might
worry some retailers, but
Zappos embraces it. As Mag-
ness points out, “You only

Web seller Zappos is obsessed with creating the very
best customer service and customer experience. In the
return, customers reward the company with their

brand loyalty and buying dollars. The result: Zappos’
sales have grown astronomically.

“Awoman just called and
asked {fwe sold dresses.

I told her we had hundreds
af dresses from the biggest
designers. Know what she
saidf She said, 'Tlove you."
Actually, she said, ‘Thank you,”
but I'read between the lines.”

Zappos?
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LB77.927.2330
Hanpy to hele. 347,

need to worry if you have some-
thing to hide,” and Zappos seems
to take even criticism as a free gift
of information.

Zappos has set new standards
in the industry, leading the way for
a new type of consumer-focused company. “There’s something
about these young Internet companies,” says a retailing expert.
“I'm not sure exactly why—if it was because they were born in
a different era, the leadership has a different worldview, or if
they just have amazing access to customer data and see first-
hand what customers are thinking,” he says. “It seems that Zap-
pos is really the poster child for this new age of consumer
companies that truly are customer focused. A lot of companies
like to say they are, but none of them is as serious as Zappos.”

It’s that intense customer focus that has set the stage for Zap-
pos’ growth, as the company branches out into new categories,
such as electronics and home goods. “Hopefully, 10 years from
now, people won’t even realize we started out selling shoes online.
We've actually had cus-
tomers ask us if we would
please start an airline or run
IRS,” Hsieh says,
adding, “30 years from now
I wouldn’t rule out a Zap-
pos airline that’s all about
the very best service.”*

At Zappos, taking care

of customers starts with
a deep-down, customer-
focused culture. Zappos
is “happy to help, 24/7."



Objective OUTLINE

Objective 1 Define marketing and outline the steps in the marketing process.

Objective 2

Objective 3

Objective 4

Objective 5

What Is Marketing? (4-5)

Explain the importance of understanding customers and the marketplace and identify the
five core marketplace concepts.

Understanding the Marketplace and Customer Needs (6-8)

Identify the key elements of a customer-driven marketing strategy and discuss the
marketing management orientations that guide marketing strategy.

Designing a Customer-Driven Marketing Strategy (s8-12)
Preparing an Integrated Marketing Plan and Program (12)

Discuss customer relationship management and identify strategies for creating value for
customers and capturing value from customers in return.

Building Customer Relationships (12-19)
Capturing Value from Customers (20-22)

Describe the major trends and forces that are changing the marketing landscape in this
age of relationships.

The Changing Marketing Landscape (22-30)

Author | Stop here for a second
Comment | and think about how
you'd answer this question before
studying marketing. Then see how
your answer changes as you read the
chapter.

-

TOday’S SUCCGSSful companies have one thing in common: Like Zappos,
they are strongly customer focused and heavily committed to marketing. These companies
share a passion for understanding and satisfying customer needs in well-defined target mar-
kets. They motivate everyone in the organization to help build lasting customer relationships
based on creating value.

Customer relationships and value are especially important today. As the nation’s economy
has recovered following the worst downturn since the Great Depression, more frugal consumers
are spending more carefully and reassessing their relationships with brands. In turn, it’s more
important than ever to build strong customer relationships based on real and enduring value.

What Is Marketing? o4

Marketing, more than any other business function, deals with customers. Although we will
soon explore more-detailed definitions of marketing, perhaps the simplest definition is this
one: Marketing is managing profitable customer relationships. The twofold goal of marketing is to
attract new customers by promising superior value and keep and grow current customers by
delivering satisfaction.

For example, Walmart has become the world’s largest retailer—and the world’s largest
company—by delivering on its promise, “Save money. Live better.” Nintendo surged ahead
in the video-games market behind the pledge that “Wii would like to play,” backed by its
wildly popular Wii console and a growing list of popular games and accessories for all ages.
And McDonald’s fulfills its “i’'m lovin” it” motto by being “our customers’ favorite place and
way to eat” the world over, giving it a market share greater than that of its nearest three com-
petitors combined.?

Sound marketing is critical to the success of every organization. Large for-profit firms, such
as Procter & Gamble, Google, Target, Toyota, and Marriott use marketing. But so do not-for-profit
organizations, such as colleges, hospitals, museums, symphony orchestras, and even churches.



Marketing

The process by which companies create
value for customers and build strong
customer relationships in order to capture

value from customers in return.

This important figure shows marketing in
a nutshell! By creating value for customers
marketers capture value from customers in
return. This five-step process forms the

marketing framewaork for the rest of

the chapter and the remainder of the text.

\

Understand the

marketplace and

customer needs
and wants
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build customer relationships
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You already know a lot about marketing—it’s all around you. Marketing comes to you
in the good old traditional forms: You see it in the abundance of products at your nearby
shopping mall and the ads that fill your TV screen, spice up your magazines, or stuff your
mailbox. But in recent years, marketers have assembled a host of new marketing ap-
proaches, everything from imaginative Web sites and online social networks to your cell
phone. These new approaches do more than just blast out messages to the masses. They
reach you directly and personally. Today’s marketers want to become a part of your life and
enrich your experiences with their brands—to help you live their brands.

At home, at school, where you work, and where you play, you see marketing in almost
everything you do. Yet, there is much more to marketing than meets the consumer’s casual
eye. Behind it all is a massive network of people and activities competing for your attention
and purchases. This book will give you a complete introduction to the basic concepts and
practices of today’s marketing. In this chapter, we begin by defining marketing and the mar-
keting process.

Marketing Defined

What is marketing? Many people think of marketing as only selling and advertising. We are
bombarded every day with TV commercials, catalogs, sales calls, and e-mail pitches. How-
ever, selling and advertising are only the tip of the marketing iceberg.

Today, marketing must be understood not in the old sense of making a sale—"telling
and selling”—but in the new sense of satisfying customer needs. If the marketer understands
consumer needs; develops products that provide superior customer value; and prices, dis-
tributes, and promotes them effectively, these products will sell easily. In fact, according to
management guru Peter Drucker, “The aim of marketing is to make selling unnecessary."3
Selling and advertising are only part of a larger “marketing mix”—a set of marketing tools
that work together to satisfy customer needs and build customer relationships.

Broadly defined, marketing is a social and managerial process by which individuals
and organizations obtain what they need and want through creating and exchanging value
with others. In a narrower business context, marketing involves building profitable, value-
laden exchange relationships with customers. Hence, we define marketing as the process
by which companies create value for customers and build strong customer relationships in
order to capture value from customers in return.*

The Marketing Process

@ Figure 1.1 presents a simple, five-step model of the marketing process. In the first four
steps, companies work to understand consumers, create customer value, and build strong
customer relationships. In the final step, companies reap the rewards of creating superior
customer value. By creating value for consumers, they in turn capture value from consumers
in the form of sales, profits, and long-term customer equity.

In this chapter and the next, we will examine the steps of this simple model of market-
ing. In this chapter, we review each step but focus more on the customer relationship steps—
understanding customers, building customer relationships, and capturing value from
customers. In Chapter 2, we look more deeply into the second and third steps—designing
marketing strategies and constructing marketing programs.

value for customers and Capture value from

customers in return

Design a

customer-driven
marketing

strategy

Construct an
integrated
marketing program
that delivers
superior value

Capture value
from customers to

Build profitable
relationships and
create customer

delight

- =

create profits and
customer equity

A Simple Model of the Marketing Process
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Author | Marketing is all about
Comment | creating value for
customers. So, as the first step in the
marketing process, the company must
fully understand consumers and the
marketplace in which it operates.

Needs
States of felt deprivation.

Wants

The form human needs take as they are
shaped by culture and individual
personality.

Demands
Human wants that are backed by buying
power.

Market offerings

Some combination of products, services,
information, or experiences offered to a
market to satisfy a need or want.

@ Market offerings are not limited to physical products. Here, the U.S. Forest Service markets
the idea of reconnecting young people with exploring the joys of nature firsthand.

Understanding the Marketplace
and Customer Needs 63

As a first step, marketers need to understand customer needs and wants and the marketplace
in which they operate. We examine five core customer and marketplace concepts: (1) needs,
wants, and demands; (2) market offerings (products, services, and experiences); (3) value and satis-
faction; (4) exchanges and relationships; and (5) markets.

Customer Needs, Wants, and Demands

The most basic concept underlying marketing is that of human needs. Human needs are
states of felt deprivation. They include basic physical needs for food, clothing, warmth, and
safety; social needs for belonging and affection; and individual needs for knowledge and self-
expression. Marketers did not create these needs; they are a basic part of the human makeup.

Wants are the form human needs take as they are shaped by culture and individual
personality. An American needs food but wants a Big Mac, french fries, and a soft drink. A
person in Papua New Guinea needs food but wants taro, rice, yams, and pork. Wants are
shaped by one’s society and are described in terms of objects that will satisfy those needs.
When backed by buying power, wants become demands. Given their wants and resources,
people demand products with benefits that add up to the most value and satisfaction.

Outstanding marketing companies go to great lengths to learn about and understand
their customers” needs, wants, and demands. They conduct consumer research and analyze
mountains of customer data. Their people at all levels—including top management—stay
close to customers. For example, retailer Cabela’s vice-chairman, James W. Cabela, spends
hours each morning reading through customer comments and hand-delivering them to
each department, circling important customer issues. At Zappos, CEO Tony Hsieh uses
Twitter to build more personal connections with customers and employees. Some 1.6 mil-
lion people follow Hsieh’s Twitter feed. And at P&G, executives from the chief executive of-
ficer down spend time with consumers in their homes and on shopping trips. P&G brand
managers routinely spend a week or two living on the budget of low-end consumers to gain
insights into what they can do to improve customers’ lives.?

Market Offerings—Products, Services,
and Experiences

Consumers’ needs and wants are fulfilled through market offerings—some combination
of products, services, information, or experiences offered to a market to satisfy a need or a
want. Market offerings are not limited to physical products. They also include services—
activities or benefits offered for sale that are essentially intangible and do not result in the
ownership of anything. Examples include banking, airline, hotel, tax preparation, and home
repair services.

More broadly, market offerings
also include other entities, such as
persons, places, organizations, information,
and ideas. For example, the “Pure
Michigan” campaign markets the state
of Michigan as a tourism destination
that “lets unspoiled nature and authen-
tic character revive your spirits.” @ And
the U.S. Forest Service’s “Reconnecting
Kids with Nature” campaign markets
the idea of encouraging urban young
people to explore the joys of nature
@ firsthand. Its DiscoverTheForest.org
ST Web site helps children and their par-
ents figure out where to go outdoors
and what to do there.®

Explore nature.
\There are surprises
A everywhere.



Marketing myopia

The mistake of paying more attention to
the specific products a company offers
than to the benefits and experiences
produced by these products.

Exchange
The act of obtaining a desired object from
someone by offering something in return.

Market
The set of all actual and potential buyers
of a product or service.
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Many sellers make the mistake of paying more attention to the specific products they of-
fer than to the benefits and experiences produced by these products. These sellers suffer from
marketing myopia. They are so taken with their products that they focus only on existing
wants and lose sight of underlying customer needs.” They forget that a product is only a tool
to solve a consumer problem. A manufacturer of quarter-inch drill bits may think that the
customer needs a drill bit. But what the customer really needs is a quarter-inch hole. These
sellers will have trouble if a new product comes along that serves the customer’s need bet-
ter or less expensively. The customer will have the same need but will want the new product.

Smart marketers look beyond the attributes of the products and services they sell. By
orchestrating several services and products, they create brand experiences for consumers. For
example, you don’t just watch a NASCAR race; you immerse yourself in the exhilarating,
high-octane NASCAR experience. Similarly, HP recognizes that a personal computer is
much more than just a collection of wires and electrical components. It’s an intensely per-
sonal user experience. As noted in one HP ad, “There is hardly anything that you own that
is more personal. Your personal computer is your backup brain. It’s your life. . .. It's your as-
tonishing strategy, staggering proposal, dazzling calculation. It’s your autobiography, writ-
ten in a thousand daily words.”®

Customer Value and Satisfaction

Consumers usually face a broad array of products and services that might satisfy a given
need. How do they choose among these many market offerings? Customers form expecta-
tions about the value and satisfaction that various market offerings will deliver and buy ac-
cordingly. Satisfied customers buy again and tell others about their good experiences.
Dissatisfied customers often switch to competitors and disparage the product to others.

Marketers must be careful to set the right level of expectations. If they set expectations
too low, they may satisfy those who buy but fail to attract enough buyers. If they set expec-
tations too high, buyers will be disappointed. Customer value and customer satisfaction are
key building blocks for developing and managing customer relationships. We will revisit
these core concepts later in the chapter.

Exchanges and Relationships

Marketing occurs when people decide to satisfy needs and wants through exchange rela-
tionships. Exchange is the act of obtaining a desired object from someone by offering some-
thing in return. In the broadest sense, the marketer tries to bring about a response to some
market offering. The response may be more than simply buying or trading products and
services. A political candidate, for instance, wants votes, a church wants membership, an or-
chestra wants an audience, and a social action group wants idea acceptance.

Marketing consists of actions taken to build and maintain desirable exchange
relationships with target audiences involving a product, service, idea, or other object. Beyond
simply attracting new customers and creating transactions, companies want to retain cus-
tomers and grow their businesses. Marketers want to build strong relationships by consis-
tently delivering superior customer value. We will expand on the important concept of
managing customer relationships later in the chapter.

Markets

The concepts of exchange and relationships lead to the concept of a market. A market is the
set of actual and potential buyers of a product or service. These buyers share a particular
need or want that can be satisfied through exchange relationships.

Marketing means managing markets to bring about profitable customer relationships.
However, creating these relationships takes work. Sellers must search for buyers, identify
their needs, design good market offerings, set prices for them, promote them, and store and
deliver them. Activities such as consumer research, product development, communication,
distribution, pricing, and service are core marketing activities.

Although we normally think of marketing as being carried out by sellers, buyers also
carry out marketing. Consumers market when they search for products, interact with
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@ FIGURE | 1.2
A Modern Marketing System

Each party in the system adds
value. Walmart cannot fulfill

its promise of low prices unless
its suppliers provide low costs
Ford cannot deliver a high quality
car-ownership experience unless
its dealers provide outstanding
Service.

Author | Now that the company
Comment | fylly understands its
consumers and the marketplace, it
must decide which customers it will

serve and how it will bring them value.

Marketing management

The art and science of choosing target
markets and building profitable
relationships with them.

.) Company -)

Suppliers Marketing * Consumers

intermediaries
* Competitors *
; Major environmental forces 4

Arrows represent relationships
that must be developed and

. .. . . managed to create customer
companies to obtain information, and make their purchases. In value and profitable customer

fact, today’s digital technologies, from Web sites and online so- refationships.

cial networks to cell phones, have empowered consumers and

made marketing a truly interactive affair. Thus, in addition to

customer relationship management, today’s marketers must also deal effectively with
customer-managed relationships. Marketers are no longer asking only “How can we reach
our customers?” but also “How should our customers reach us?” and even “How can our
customers reach each other?”

@ Figure 1.2 shows the main elements in a marketing system. Marketing involves
serving a market of final consumers in the face of competitors. The company and com-
petitors research the market and interact with consumers to understand their needs.
Then they create and send their market offerings and messages to consumers, either di-
rectly or through marketing intermediaries. Each party in the system is affected by ma-
jor environmental forces (demographic, economic, natural, technological, political, and
social/cultural).

Each party in the system adds value for the next level. The arrows represent relation-
ships that must be developed and managed. Thus, a company’s success at building prof-
itable relationships depends not only on its own actions but also on how well the entire
system serves the needs of final consumers. Walmart cannot fulfill its promise of low prices
unless its suppliers provide merchandise at low costs. And Ford cannot deliver a high qual-
ity car-ownership experience unless its dealers provide outstanding sales and service.

Designing a Customer-Driven
Marketing Strategy ps-12)

Once it fully understands consumers and the marketplace, marketing management can de-
sign a customer-driven marketing strategy. We define marketing management as the art
and science of choosing target markets and building profitable relationships with them. The
marketing manager’s aim is to find, attract, keep, and grow target customers by creating,
delivering, and communicating superior customer value.

To design a winning marketing strategy, the marketing manager must answer two im-
portant questions: What customers will we serve (what’s our target market)? and How can we
serve these customers best (what’s our value proposition)? We will discuss these marketing strat-
egy concepts briefly here and then look at them in more detail in Chapters 2 and 7.

Selecting Customers to Serve

The company must first decide whom it will serve. It does this by dividing the market into
segments of customers (market segmentation) and selecting which segments it will go after
(target marketing). Some people think of marketing management as finding as many cus-
tomers as possible and increasing demand. But marketing managers know that they cannot
serve all customers in every way. By trying to serve all customers, they may not serve any
customers well. Instead, the company wants to select only customers that it can serve well
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m— and profitably. For example, Nordstrom profitably targets af-
. fluent professionals; Dollar General profitably targets families
open your mind,
with more modest means.
Ultimately, marketing managers must decide which cus-
tomers they want to target and on level, timing, and nature of
their demand. Simply put, marketing management is customer

management and demand management.

You drink toe much.

Choosing a Value Proposition

The company must also decide how it will serve targeted
customers—how it will differentiate and position itself in the mar-
ketplace. Abrand’s value proposition is the set of benefits or values
it promises to deliver to consumers to satisfy their needs. At
AT&T, it’s “Your World. Delivered.” whereas with T-Mobile,
family and friends can “Stick together.” The diminutive Smart
car suggests that you “Open your mind to the car that challenges
the status quo,” whereas Infiniti “Makes luxury affordable,” and
BMW promises “the ultimate driving machine.”

Such value propositions differentiate one brand from an-
other. They answer the customer’s question, “Why should I
buy your brand rather than a competitor’s?” Companies must
design strong value propositions that give them the greatest
advantage in their target markets. @ For example, the Smart car
is positioned as compact, yet comfortable; agile, yet economi-
cal; and safe, yet ecological. It's “sheer automotive genius in a
totally fun, efficient package. Smart thinking, indeed.”

Marketing Management

@ Value propositions: Smart car suggests that you “open your O rientations

mind”—"Sorry, big guy. Efficiency is in these days.”

Production concept

The idea that consumers will favor
products that are available and highly
affordable and that the organization
should therefore focus on improving
production and distribution efficiency.

Product concept

The idea that consumers will favor
products that offer the most quality,
performance, and features and that the
organization should therefore devote its
energy to making continuous product
improvements.

Marketing management wants to design strategies that will
build profitable relationships with target consumers. But what
philosophy should guide these marketing strategies? What weight should be given to the in-
terests of customers, the organization, and society? Very often, these interests conflict.
There are five alternative concepts under which organizations design and carry out their
marketing strategies: the production, product, selling, marketing, and societal marketing concepts.

The Production Concept

The production concept holds that consumers will favor products that are available and
highly affordable. Therefore, management should focus on improving production and dis-
tribution efficiency. This concept is one of the oldest orientations that guides sellers.

The production concept is still a useful philosophy in some situations. For example,
computer maker Lenovo dominates the highly competitive, price-sensitive Chinese PC mar-
ket through low labor costs, high production efficiency, and mass distribution. However, al-
though useful in some situations, the production concept can lead to marketing myopia.
Companies adopting this orientation run a major risk of focusing too narrowly on their
own operations and losing sight of the real objective—satisfying customer needs and
building customer relationships.

The Product Concept

The product concept holds that consumers will favor products that offer the most in qual-
ity, performance, and innovative features. Under this concept, marketing strategy focuses
on making continuous product improvements.

Product quality and improvement are important parts of most marketing strategies.
However, focusing only on the company’s products can also lead to marketing myopia. For
example, some manufacturers believe that if they can “build a better mousetrap, the world
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Selling concept

The idea that consumers will not buy
enough of the firm’s products unless it
undertakes a large-scale selling and
promotion effort.

Marketing concept

A philosophy that holds that achieving
organizational goals depends on knowing
the needs and wants of target markets
and delivering the desired satisfactions
better than competitors do.
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will beat a path to their doors.” But they are often rudely shocked. Buyers may be looking
for a better solution to a mouse problem but not necessarily for a better mousetrap. The bet-
ter solution might be a chemical spray, an exterminating service, a house cat, or something
else that works even better than a mousetrap. Furthermore, a better mousetrap will not sell
unless the manufacturer designs, packages, and prices it attractively; places it in convenient
distribution channels; brings it to the attention of people who need it; and convinces buyers
that it is a better product.

The Selling Concept

Many companies follow the selling concept, which holds that consumers will not buy
enough of the firm’s products unless it undertakes a large-scale selling and promotion ef-
fort. The selling concept is typically practiced with unsought goods—those that buyers do
not normally think of buying, such as insurance or blood donations. These industries must
be good at tracking down prospects and selling them on a product’s benefits.

Such aggressive selling, however, carries high risks. It focuses on creating sales trans-
actions rather than on building long-term, profitable customer relationships. The aim often
is to sell what the company makes rather than making what the market wants. It assumes
that customers who are coaxed into buying the product will like it. Or, if they don’t like it,
they will possibly forget their disappointment and buy it again later. These are usually poor
assumptions.

The Marketing Concept

The marketing concept holds that achieving organizational goals depends on knowing
the needs and wants of target markets and delivering the desired satisfactions better than
competitors do. Under the marketing concept, customer focus and value are the paths to
sales and profits. Instead of a product-centered “make and sell” philosophy, the marketing
concept is a customer-centered “sense and respond” philosophy. The job is not to find the
right customers for your product but to find the right products for your customers.

@ Figure 1.3 contrasts the selling concept and the marketing concept. The selling con-
cept takes an inside-out perspective. It starts with the factory, focuses on the company’s ex-
isting products, and calls for heavy selling and promotion to obtain profitable sales. It
focuses primarily on customer conquest—getting short-term sales with little concern about
who buys or why.

In contrast, the marketing concept takes an outside-in perspective. As Herb Kelleher, the
colorful founder of Southwest Airlines puts it, “We don’t have a marketing department; we
have a customer department.” The marketing concept starts with a well-defined market, fo-
cuses on customer needs, and integrates all the marketing activities that affect customers. In
turn, it yields profits by creating lasting relationships with the right customers based on cus-
tomer value and satisfaction.

Implementing the marketing concept often means more than simply responding to cus-
tomers’ stated desires and obvious needs. Customer-driven companies research current cus-
tomers deeply to learn about their desires, gather new product and service ideas, and test
proposed product improvements. Such customer-driven marketing usually works well
when a clear need exists and when customers know what they want.

O .

®© F,IGURE | 1.3 . Starting Focus Means Ends

Selling and Marketing point

Concepts Contrasted . o i i

P The selling Factory Existing Sglrlllgg Profits through
concept .
P products promoting sales volume The marketing concept takes an
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(@ Customer-driving marketing: Even 20 years ago, how many
consumers would have thought to ask for now-commonplace
products such as cell phones, notebook computers, iPods, and digital consumer short-run wants and consumer long-run welfare. Is a
cameras? Marketers must often understand customer needs even firm that satisfies the immediate needs and wants of target
better than the customers themselves do.

Societal marketing concept
The idea that a company’s marketing
decisions should consider consumers’
wants, the company’s requirements,
consumers’ long-run interests, and
society’s long-run interests.

@ FIGURE | 1.4
Three Considerations Underlying
the Societal Marketing Concept
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In many cases, however, customers don’t know what they
want or even what is possible. @ For example, even 20 years
ago, how many consumers would have thought to ask for
now-commonplace products such as notebook computers,
cell phones, digital cameras, 24-hour online buying, and
satellite navigation systems in their cars? Such situations call
for customer-driving marketing—understanding customer
needs even better than customers themselves do and creating
products and services that meet existing and latent needs,
now and in the future. As an executive at 3M puts it, “Our
goal is to lead customers where they want to go before they
know where they want to go.”

The Societal Marketing Concept

The societal marketing concept questions whether the
pure marketing concept overlooks possible conflicts between

markets always doing what’s best for its consumers in the
long run? The societal marketing concept holds that market-
ing strategy should deliver value to customers in a way that maintains or improves both the
consumer’s and society’s well-being. It calls for sustainable marketing, socially and environ-
mentally responsible marketing that meets the present needs of consumers and businesses
while also preserving or enhancing the ability of future generations to meet their needs.
Consider today’s bottled water industry. You may view bottled water companies as of-
fering a convenient, tasty, and healthy product. Its packaging suggests “green” images of
pristine lakes and snow-capped mountains. Yet making, filling, and shipping billions of plas-
tic bottles generates huge amounts of carbon dioxide emissions that contribute substantially
to global warming. Further, the plastic bottles pose a substantial recycling and solid waste
disposal problem. Thus, in satisfying short-term consumer wants, the bottled water indus-
try may be causing environmental problems that run against society’s long-run interests.
As @ Figure 1.4 shows, companies should balance three considerations in setting their
marketing strategies: company profits, consumer wants, and society’s interests. UPS does
this well. Its concern for societal interests has earned it the number one or number two spot
in Fortune magazine’s Most Admired Companies for Social Responsibility rankings in four
of the past five years.

UPS seeks more than just short-run sales and profits. Its three-pronged corporate sus-
tainability mission stresses economic prosperity (profitable growth through a customer
focus), social responsibility (community engagement and individual well-being), and
environmental stewardship (operating efficiently and protecting the environment).
Whether it involves greening up its operations or urging employees to volunteer time
in their communities, UPS proactively seeks opportunities to act responsibly. UPS

Society
(Human welfare)

UPS knows that doing what's right benefits
both consumers and the company. Social
responsibility “isn't just good for the
planet,” says the company. “It's good

Societal for business.
marketing
concept
Consumers Company

(Want satisfaction) (Profits)
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4 Author | The customer-driven
Comment | marketing strategy
discussed in the previous section
outlines which customers the company
will serve (the target market) and how
it will serve them (the value
proposition). Now, the company
develops marketing plans and
programs—a marketing mix—that will
actually deliver the intended customer

\value. Y,

Author | Doing a good job with
Comment | the first three steps in the
marketing process sets the stage for
step four, building and managing
lasting customer relationships.

Customer relationship
management

The overall process of building and
maintaining profitable customer
relationships by delivering superior
customer value and satisfaction.

Customer-perceived value
The customer’s evaluation of the

difference between all the benefits and all

the costs of a marketing offer relative to
those of competing offers.
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knows that doing what’s right benefits both consumers and the company. By operat-
ing efficiently and acting responsibly, it can “meet the needs of the enterprise . . . while
protecting and enhancing the human and natural resources that will be needed in the
future.” Social responsibility “isn’t just good for the planet,” says the company. “It’s
good for business.”

— Preparing an Integrated Marketing

Plan and Program ¢ 12)

The company’s marketing strategy outlines which customers it will serve and how it will
create value for these customers. Next, the marketer develops an integrated marketing pro-
gram that will actually deliver the intended value to target customers. The marketing pro-
gram builds customer relationships by transforming the marketing strategy into action. It
consists of the firm’s marketing mix, the set of marketing tools the firm uses to implement its
marketing strategy.

The major marketing mix tools are classified into four broad groups, called the four Ps
of marketing: product, price, place, and promotion. To deliver on its value proposition, the
firm must first create a need-satisfying market offering (product). It must decide how much
it will charge for the offering (price) and how it will make the offering available to target
consumers (place). Finally, it must communicate with target customers about the offering
and persuade them of its merits (promotion). The firm must blend each marketing mix tool
into a comprehensive integrated marketing program that communicates and delivers the in-
tended value to chosen customers. We will explore marketing programs and the marketing
mix in much more detail in later chapters.

Building Customer Relationships p 12-19)

The first three steps in the marketing process—understanding the marketplace and cus-
tomer needs, designing a customer-driven marketing strategy, and constructing a market-
ing program—all lead up to the fourth and most important step: building profitable
customer relationships.

Customer Relationship Management

Customer relationship management is perhaps the most important concept of modern market-
ing. Some marketers define it narrowly as a customer data management activity (a practice
called CRM). By this definition, it involves managing detailed information about individ-
ual customers and carefully managing customer “touchpoints” to maximize customer loy-
alty. We will discuss this narrower CRM activity in Chapter 4 when dealing with marketing
information.

Most marketers, however, give the concept of customer relationship management a
broader meaning. In this broader sense, customer relationship management is the over-
all process of building and maintaining profitable customer relationships by delivering su-
perior customer value and satisfaction. It deals with all aspects of acquiring, keeping, and
growing customers.

Relationship Building Blocks: Customer Value and Satisfaction

The key to building lasting customer relationships is to create superior customer value and
satisfaction. Satisfied customers are more likely to be loyal customers and give the company
a larger share of their business.

Customer Value. Attracting and retaining customers can be a difficult task. Customers of-
ten face a bewildering array of products and services from which to choose. A customer
buys from the firm that offers the highest customer-perceived value—the customer’s
evaluation of the difference between all the benefits and all the costs of a market offering



Customer satisfaction

The extent to which a product’s perceived
performance matches a buyer’s
expectations.
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relative to those of competing offers. Importantly, customers often do not judge values and
costs “accurately” or “objectively.” They act on perceived value.

To some consumers, value might mean sensible products at affordable prices, especially
in the aftermath of recent recession. To other consumers, however, value might mean pay-
ing more to get more. For example, despite the challenging economic environment, GE re-
cently introduced its new Profile washer-and-dryer set, which retails for more than $2,500
(more than double the cost of a standard washer-and-dryer set). Profile ads feature stylish
machines in eye-catching colors, such as cherry red. But the ads also focus on down-to-earth
practicality. They position the Profile line as a revolutionary new “clothes care system,” with
technology that allocates the optimal amount of soap and water per load and saves money
by being gentle on clothes, extending garment life. Are Profile washers and dryers worth the
much higher price compared to less expensive appliances? It’s all a matter of personal value
perceptions. To many consumers, the answer is no. But to the target segment of style-
conscious, affluent buyers, the answer is yes."

Customer Satisfaction. Customer satisfaction depends on the product’s perceived per-
formance relative to a buyer’s expectations. If the product’s performance falls short of expec-
tations, the customer is dissatisfied. If performance matches expectations, the customer is
satisfied. If performance exceeds expectations, the customer is highly satisfied or delighted.

Outstanding marketing companies go out of their way to keep important customers
satisfied. Most studies show that higher levels of customer satisfaction lead to greater cus-
tomer loyalty, which in turn results in better company performance. Smart companies aim
to delight customers by promising only what they can deliver and then delivering more
than they promise. Delighted customers not only make repeat purchases but also become
willing marketing partners and “customer evangelists” who spread the word about their
good experiences to others (see Real Marketing 1.1)."

For companies interested in delighting customers, exceptional value and
service become part of the overall company culture. For example, year after
year, Ritz-Carlton ranks at or near the top of the hospitality industry in terms of
customer satisfaction. @ Its passion for satisfying customers is summed up in
the company’s credo, which promises that its luxury hotels will deliver a truly
memorable experience—one that “enlivens the senses, instills well-being, and

fulfills even the unexpressed wishes and needs of our guests.”*?

Check into any Ritz-Carlton hotel around the world, and you’ll be amazed
by the company’s fervent dedication to anticipating and meeting even your
slightest need. Without ever asking, they seem to know that you're allergic
to peanuts and want a king-size bed, a nonallergenic pillow, the blinds
open when you arrive, and breakfast with decaffeinated coffee in your
room. Each day, hotel staffers—from those at the front desk to those in
maintenance and housekeeping—discreetly observe and record even the
smallest guest preferences. Then, every morning, each hotel reviews the
files of all new arrivals who have previously stayed at a Ritz-Carlton and
prepares a list of suggested extra touches that might delight each guest.
Once they identify a special customer need, Ritz-Carlton employees go
to legendary extremes to meet it. For example, to serve the needs of a guest
with food allergies, a Ritz-Carlton chef in Bali located special eggs and milk
in a small grocery store in another country and had them delivered to the
hotel. In another case, when the hotel’s laundry service failed to remove a
stain on a guest’s suit before the guest departed, the hotel manager traveled
to the guest’s house and personally delivered a reimbursement check for the
cost of the suit. According to one Ritz-Carlton manager, if the chain gets hold

@ Customer satisfaction: Ritz-Carlton’s passion for of a picture of a guest’s pet, it will make a copy, have it framed, and display
satisfying customers is summed up in its Credo, it in the guest’s room in whatever Ritz-Carlton the guest visits. As a result

which promises a truly memorable experience—
one that “enlivens the senses, instills well-being,
and fulfills even the unexpressed wishes and

needs of our guests.”

of such customer service heroics, an amazing 95 percent of departing guests
report that their stay has been a truly memorable experience. More than
90 percent of Ritz-Carlton’s delighted customers return.
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Real Marketing 1.1

In-N-Out Burger:

The Power of Customer Delight

In-N-Out Burger opened its first restaurant in
Baldwin Park, California, in 1948. It was a sim-
ple affair, with two drive-through lanes, a walk-
up window, outdoor seating, and a menu that
boasted only burgers, shakes, fries, and soft
drinks. That was a pretty standard format for
the time. In fact, another California burger
stand fitting about the same description was
opened that same year just 45 minutes away
by the McDonald brothers. Today, however,
In-N-Out is pretty much the exact opposite of
McDonald’s. Whereas McDonald’s now operates
more than 32,000 stores worldwide and pulls in
more than $79 billion in annual system-wide
sales, In-N-Out has less than 250 stores in four
states and about $400 million in annual sales.
But In-N-Out Burger never wanted to be
another McDonald’s. And despite its smaller
size—or perhaps because of it—In-N-Out’s
customers like the regional chain just the way
itis. When it comes to customer satisfaction—
make that customer delight—In-N-Out beats
McDonald’s hands down. It regularly posts the
highest customer satisfaction scores of any
fast-food restaurant in its market area. Just
about anyone who's been to In-N-Out thinks it
makes the best burger they've ever had.
In-N-Out has earned an almost cultlike fol-
lowing by doing something unthinkable: not
changing. From the start, the chain has focused
tenaciously on customer well-being. Its founding
philosophy is as strongly held today as it was
when the first In-N-Out Burger opened its doors:
"Give customers the freshest, highest quality
foods you can buy and provide them with friendly
service in a sparkling clean environment.”
Unlike McDonald’s or Burger King, which
introduce a seemingly unending stream of
new menu items, In-N-Out’s simple menu
never changes. Instead, In-N-Out still focuses
on what it does well: making really good ham-
burgers, really good fries, and really good
shakes—that’s it. The burgers are made from
100 percent pure, fresh beef with no additives,
fillers, or preservatives. Potatoes and other
fresh vegetables are hand cut daily at every
restaurant, and shakes are made from—yes—
real ice cream. In an industry increasingly en-

amored with technologies like cryogenically
frozen ingredients and off-site food prepara-
tion, you won't find a single freezer, heat
lamp, or microwave oven at an In-N-Out. Every
meal is custom-made with fresh ingredients.
"We serve every customer, one burger at a
time,” says one restaurant manager.

Although the menu might seem limited,
In-N-Out employees will gladly customize a
burger to each customer’s tastes. In fact, over
the years, a “secret menu” has emerged for
customers who know the right code words
(which aren’t advertised or posted on the
menu board). So a customer in the know
might order a “Double-Double Animal Style”
(double burger and double cheese, with pick-
les, grilled onions, extra spread, and fried mus-
tard). Ordering a 4X4 gets you four beef
patties and four slices of cheese, and a “grilled
cheese” is an In-N-Out cheeseburger without
the meat. Knowing the secret menu makes
regulars feel even more special.

It's not just In-N-Out's food that pleases
customers but also its friendly and well-trained
employees. In-N-Out treats its employees very
well. It pays new part-time staff $10 an hour
to start and gives them regular pay raises. Part-
timers also get paid vacations. General man-
agers make at least $100,000 a year plus
bonuses and a full-benefit pack-
age that rivals anything in the
corporate world. Managers
who meet goals are sent on
lavish trips with their spouses,
often to Europe in first-class
seats. Managers are also pro-
moted from within—80 per-
cent of In-N-Out managers
started at the very bottom. As
a result, In-N-Out has one of
the lowest turnover rates in an

industry famous for high
turnover.
Happy, motivated em-

ployees help to create loyal,
satisfied customers. In fact,
words like “loyal” and “satis-
fied” don't do justice to how

customers feel about In-N-Out Burger. “De-
lighted” or even “fanatically loyal” might say it
better. The restaurant chain has developed an
unparalleled cult following. When a new In-N-
Out first opens, the line of cars often stretches
out a mile or more, and people stand in line for
an hour to get a burger, fries, and a shake. Fans
have been known to camp overnight to be first
in line. When the first Arizona store opened in
Scottsdale, people waited in line for as long as
four hours while news helicopters buzzed
above the parking lot.

Ardent fans willingly go out of their way
to satisfy an In-N-Out Burger craving. Jeff Rose,
a financial planner from Carbondale, lllinois, al-
ways stops at In-N-Out first when he visits his
mother in Las Vegas. “You have to pass it when
you drive to her house,” he says in his own de-
fense. But how does he explain that he once
paid an extra $40 in cab fare to visit an In-N-
Out on the way to the San Diego airport?

In-N-Out doesnt spend much on
advertising—it doesn’t have to. Other than a
small promotional budget for local billboards
and some radio ads, when it comes to getting
the word out, In-N-Out lets its customers do its
heavy lifting. Loyal customers are true apostles
for the brand. They proudly wear In-N-Out
T-shirts and slap In-N-Out bumper stickers on
their cars. Rabid regulars drag a constant stream
of new devotees into In-N-Out restaurants, an
act often referred to as “the conversion.” They
can’t wait to pass along the secret menu codes
and share the sublime pleasures of diving into a
4X4 Animal Style. “When you tell someone else
what ‘animal style’ means,” says an analyst,
“you feel like you're passing on a secret hand-
shake. People really get into the whole thing.”

In-N-Out Burger delights customers by focusing on
friendly service and what it does well: making really good
hamburgers, really good fries, and really good shakes—
that's it.




In-N-Out doesn’t use paid endorsers, but
word-of-mouth regularly flows from the
mouths of A-list celebrities. When former
Tonight Show host Conan O'Brien once asked
Tom Hanks what he recommended doing in
Los Angeles, Hanks replied, “One of the truly
great things about Los Angeles is In-N-Out
Burger.” PGA golf star Phil Mickelson talked
about the chain so much that whenever he hit

Chapter 1 ‘ Marketing: Creating and Capturing Customer Value 15

In-N-Out Burger is privately owned and
doesn’t release sales and profit figures. But if
the long lines snaking out the door at
lunchtime are any indication, the chain is doing
very well financially. In-N-Out’s average sales
per store are double the industry average and
well ahead of leaders McDonald’s and Burger
King. “The more chains like McDonald's and
Burger King change and expand, the more In-

N-Out sticks to its guns,” says the analyst. “In
a way, it symbolizes the ideal American way of
doing business: Treating people well, focusing
on product quality, and being very successful.”
In-N-Out’s customers couldn’t agree more.
When it comes to fast-food chains, delighted
customers will tell you, “there’s In-N-Out, and
then there’s everyone else.”

a losing streak, sportswriters began suggesting
that he cut back on the Double-Doubles. Once,
when celebrity socialite Paris Hilton was pulled
over and charged with driving under the influ-
ence, her excuse was that she was on her way
to satisfy an “In-N-Out urge” (a term originat-
ing from fans cutting the “B” and the “r” off
from the company name on bumper stickers).

Sources: Stacy Perman, “In-N-Out Burger’s Marketing Magic,” Businessweek, April 24, 2009, accessed at
www.businessweek.com; Stacy Perman, “The Secret Sauce at In-N-Out Burger,” Businessweek, April 20, 2009,

p. 68; Dan Macsai, “The Sizzling Secrets of In-N-Out Burger,” Fast Company, April 22, 2009, accessed at
www.fastcompany.com; Michael Rigert, “In-N-Out Fans Come Out En Masse for Orem Opening,” Daily Herald
(Orem), November 20, 2009; Lisa Jennings, “Regional Fast-Food Chains Top Satisfaction Survey,” Restaurant News,
February 15, 2010, accessed at www.nrn.com/article/regional-fast-food-chains-top-satisfaction-survey; Gil
Rudawsky, “Is In-N-Out Burger Moving East?” Daily Finance, May 26, 2010, accessed at www.dailyfinance.com.

However, although a customer-centered firm seeks to deliver high customer satisfac-
tion relative to competitors, it does not attempt to maximize customer satisfaction. A com-
pany can always increase customer satisfaction by lowering its price or increasing its
services. But this may result in lower profits. Thus, the purpose of marketing is to gener-
ate customer value profitably. This requires a very delicate balance: The marketer must
continue to generate more customer value and satisfaction but not “give away the
house.”

Customer Relationship Levels and Tools

Companies can build customer relationships at many levels, depending on the nature of the
target market. At one extreme, a company with many low-margin customers may seek to
develop basic relationships with them. For example, Nike does not phone or call on all of its
consumers to get to know them personally. Instead, Nike creates relationships through
brand-building advertising, public relations, and its Web site (www.Nike.com). At the other
extreme, in markets with few customers and high margins, sellers want to create full part-
nerships with key customers. For example, Nike sales representatives work closely with the
Sports Authority, Dick’s Sporting Goods, Foot Locker, and other large retailers. In between
these two extremes, other levels of customer relationships are appropriate.

Beyond offering consistently high value and satisfaction, marketers can use specific
marketing tools to develop stronger bonds with customers. For example, many companies
offer frequency marketing programs that reward customers who buy frequently or in large
amounts. Airlines offer frequent-flyer programs, hotels give room upgrades to their fre-
quent guests, and supermarkets give patronage discounts to “very important customers.”
For example, JetBlue Airways offers its TrueBlue members frequent-flyer points they can use
on any seat on any JetBlue flight with no blackout dates. JetBlue promises its members
“More award flights. More points. More to love.” The airline’s “Be True” marketing cam-
paign even highlights real TrueBlue members who are nominated by JetBlue crewmembers
for their TrueBlue dedication to inspiring causes.

Other companies sponsor club marketing programs that offer members special benefits and
create member communities. @ For example, Harley-Davidson sponsors the Harley Owners


www.Nike.com
www.businessweek.com
www.fastcompany.com
www.nrn.com/article/regional-fast-food-chains-top-satisfaction-survey
www.dailyfinance.com
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@ Building customer relationships: Harley Davidson sponsors the
Harley Owners Group (H.0.G.), which gives Harley owners “an
organized way to share their passion and show their pride.” The
worldwide club now numbers more than 1,500 local chapters and ing relationships with more carefully selected customers. Here

one million members.

Memo 1. Unprofitable

Yoy
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Fireqr

@ Marketers don’t want relationships
with every possible customer. In fact, a
company might want to “fire” customers
that cost more to serve than to lose.

Group (H.O.G.), which gives Harley riders a way to share their
common passion of “making the Harley-Davidson dream a way
of life.” H.O.G. membership benefits include a quarterly HOG
magazine, the Touring Handbook, a roadside assistance program,
a specially designed insurance program, theft reward service, a
travel center, and a “Fly & Ride” program enabling members to
rent Harleys while on vacation. The worldwide club now num-
bers more than 1,500 local chapters and more than one million
members."

The Changing Nature of Customer
Relationships

Significant changes are occurring in the ways in which compa-
nies are relating to their customers. Yesterday’s big companies
focused on mass marketing to all customers at arm’s length.
Today’s companies are building deeper, more direct, and last-

are some important trends in the way companies and cus-
tomers are relating to one another.

Relating with More Carefully Selected Customers

Few firms today still practice true mass marketing—selling in a standardized way to any
customer who comes along. Today, most marketers realize that they don’t want relation-
ships with every customer. Instead, they target fewer, more profitable customers. “Not all
customers are worth your marketing efforts,” states one analyst. “Some are more costly to
serve than to lose.” Adds another marketing expert, “If you can’t say who your customers
aren’t, you probably can’t say who your customers are.”**

Many companies now use customer profitability analysis to pass up or weed out losing
customers and target winning ones for pampering. One approach is to preemptively screen
out potentially unprofitable customers. Progressive Insurance does this effectively. It asks
prospective customers a series of screening questions to determine if they are right for the
firm. If they’re not, Progressive will likely tell them, “You might want to go to Allstate.” A
marketing consultant explains: “They’d rather send business to a competitor than take on
unprofitable customers.” Screening out unprofitable customers lets Progressive provide
even better service to potentially more profitable ones."

But what should the company do with unprofitable customers that it already has? @ If
it can’t turn them into profitable ones, it may even want to dismiss customers that are too
unreasonable or that cost more to serve than they are worth. “Like bouncers in glitzy
nightspots,” says another consultant, “executives will almost certainly have to ‘fire’ [those]
customers.” For example, American Express recently sent letters to some of its members of-
fering them $300 in exchange for paying off their balances and closing out their accounts.
Reading between the lines, the credit card company was dumping unprofitable customers.

Sprint took similar but more abrupt actions:'®

Sprint recently sent out letters to about 1,000 people to inform them that they had
been summarily dismissed—but the recipients were Sprint customers, not employees.
For about a year, the wireless-service provider had been tracking the number and fre-
quency of support calls made by a group of high-maintenance users. According to a
Sprint spokesperson, “in some cases, they were calling customer care hundreds of
times a month . . . on the same issues, even after we felt those issues had been re-
solved.” Ultimately, the company determined it could not meet the billing and ser-
vice needs of this subset of subscribers and, therefore, waived their termination fees
and cut off their service. Such “customer divestment” practices were once considered
an anomaly. But new segmentation approaches and technologies have made it easier
to focus on retaining the right customers and, by extension, showing problem cus-
tomers the door.
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Relating More Deeply and Interactively

Beyond choosing customers more selectively, companies are now relating with chosen cus-

tomers in deeper, more meaningful ways. Rather than relying on one-way, mass-media mes-

sages only, today’s marketers are incorporating new, more interactive approaches that help
build targeted, two-way customer relationships.

Two-Way Customer Relationships. New technologies have profoundly changed the
ways in which people relate to one another. New tools for relating include everything from

e-mail, Web sites, blogs, cell phones, and video sharing to online communities and social
networks, such as Facebook, YouTube, and Twitter.

This changing communications environment also affects how companies and brands

relate to customers. The new communications approaches let marketers create deeper cus-

tomer involvement and a sense of community surrounding a brand—to make the brand a

meaningful part of consumers’ conversations and lives. “Becoming part of the conversation

between consumers is infinitely more powerful than handing down information via tradi-

tional advertising,” says one marketing expert. Says another, “People today want a voice

and a role in their brand experiences. They want co-creation.

717

However, at the same time that the new technologies create relationship-building op-

portunities for marketers, they also create challenges. They give consumers greater power

and control. Today’s consumers have more information about brands than ever before, and

they have a wealth of platforms for airing and sharing their brand views with other con-

sumers. Thus, the marketing world is now embracing not only customer relationship man-

Customer-managed relationships agement, but also customer-managed relationships.
Marketing relationships in which Greater consumer control means that, in building customer relationships, companies
customers, empowered by today’s new can no longer rely on marketing by intrusion. Instead, marketers must practice market-

digital technologies, interact with
companies and with each other to shape
their relationships with brands.

ing by attraction—creating market offerings and messages that involve consumers rather
than interrupt them. Hence, most marketers now augment their mass-media marketing

efforts with a rich mix of direct marketing approaches that promote brand-consumer

interaction.

For example, many brands are creating dialogues with consumers via their own or
existing online social networks. To supplement their marketing campaigns, companies
now routinely post their latest ads and made-for-the-Web videos on video-sharing

sites. They join social networks. Or they launch their own blogs, online communities,

or consumer-generated review systems, all with the aim of engaging customers on a

more personal, interactive level.

Take Twitter, for example. Organizations ranging from Dell, JetBlue Airways, and
Dunkin’ Donuts to the Chicago Bulls, NASCAR, and the Los Angeles Fire Department have

"Vision without e
daydream. Execu
vision is a night
Proverb

The maximum number of ti
Godin's latest blog post is 1: |

“As you grow older, you'll find|
are the things you didn’t do.”

“The only people wha can chal
want to.” -Hugh MacLeod

@ Online social networks: Many brands are creating dialogues with

consumers via their own or existing networks. For example, Tony Hsieh
receives more than 1,000 customer tweets per day. Twitter lets him give
customers “more depth into what we're like, and my own personality.”

created Twitter pages and promotions. They use
“tweets” to start conversations with Twitter’s more
than six million registered users, address customer
service issues, research customer reactions, and
drive traffic to relevant articles, Web sites, contests,
videos, and other brand activities. For example, Dell
monitors Twitter-based discussions and responds
quickly to individual problems or questions. @ Tony
Hsieh, CEO of the Zappos family of companies, who
receives more than 1,000 customer tweets per day,
says that Twitter lets him give customers “more
depth into what we’re like, and my own personal-
ity.” Another marketer notes that companies can
“use Twitter to get the fastest, most honest research
any company ever heard—the good, bad, and
ugly—and it doesn’t cost a cent.”*®

Similarly, almost every company has something
going on Facebook these days. Starbucks has more than
six million Facebook “fans”; Coca-Cola has more than
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Consumer-generated marketing
Brand exchanges created by consumers
themselves—both invited and uninvited—
by which consumers are playing an
increasing role in shaping their own brand
experiences and those of other
consumers.

@ Harnessing consumer-generated marketing: When H.J. Heinz invited
consumers to submit homemade ads for its ketchup brand on YouTube, it ) ) )
received more than 8,000 entries—some were very good, but most were sumers to submit homemade ads for its ketchup on its

only so-so or even downright dreadful.

five million. Networks like Facebook can get consumers involved with and talking about a
brand. For example, Honda’s “Everybody Knows Somebody Who Loves a Honda” Facebook
page let visitors upload photos of their cars or link up to owners of their favorite old Hondas
worldwide. It asks people to help prove that “we all really can be connected through Honda
love.” The campaign netted about two million Facebook friends in less than two months, more
than double previous fan levels."”

IKEA used a simple but inspired Facebook campaign to promote the opening of a new
store in Malmo, Sweden. It opened a Facebook profile for the store’s manager, Gordon Gus-
tavsson. Then it uploaded pictures of IKEA showrooms to Gustavsson’s Facebook photo al-
bum and announced that whoever was first to photo tag a product in the pictures with their
name would win it. Thousands of customers rushed to tag items. Word spread quickly to
friends, and customers were soon begging for more pictures. More than just looking at an
ad with IKEA furniture in it, the Facebook promotion had people pouring over the pictures,
examining products item by item.?

Most marketers are still learning how to use social media effectively. The problem is to
find unobtrusive ways to enter consumers’ social conversations with engaging and relevant
brand messages. Simply posting a humorous video, creating a social network page, or host-
ing a blog isn’t enough. Successful social network marketing means making relevant and
genuine contributions to consumer conversations. “Nobody wants to be friends with a
brand,” says one online marketing executive. “Your job [as a brand] is to be part of other
friends’ conversations.”?!

Consumer-Generated Marketing. A growing part of the new customer dialogue is
consumer-generated marketing, by which consumers themselves are playing a bigger
role in shaping their own brand experiences and those of others. This might happen through
uninvited consumer-to-consumer exchanges in blogs, video-sharing sites, and other digital
forums. But increasingly, companies are inviting consumers to play a more active role in
shaping products and brand messages.

Some companies ask consumers for new product ideas. For example, Coca-Cola’s Vit-
aminwater brand recently set up a Facebook app to obtain consumer suggestions for a new
flavor, promising to manufacture and sell the winner (“Vitaminwater was our idea; the next
one will be yours.”). The new flavor—Connect (black cherry-lime with vitamins and a kick
of caffeine)—was a big hit. In the process, Vitaminwater doubled its Facebook fan base to
more than one million.”

Other companies are inviting customers to play an active role in shaping ads. For ex-
ample, PepsiCo, Southwest Airlines, MasterCard, Unilever, H.]. Heinz, and many other
companies have run contests for consumer-generated
commercials that have been aired on national televi-
sion. For the past several years, PepsiCo’s Doritos
brand has held a “Crash the Super Bowl” contest in
which it invites 30-second ads from consumers and
runs the best ones during the game. The consumer-
generated ads have been a huge success. Last year, con-
sumers submitted nearly 4,000 entries. The winning
fan-produced Doritos ad (called “Underdog”) placed
number two in the USA Today Ad Meter ratings, earning
the creator a $600,000 cash prize from PepsiCo. The
lowest-rated of the four consumer-made ads came in
17th out of 65 Super Bowl ads.”

However, harnessing consumer-generated content
can be a time-consuming and costly process, and compa-
nies may find it difficult to glean even a little gold from
all the garbage. @ For example, when Heinz invited con-

YouTube page, it ended up sifting through more than



Author | Marketers can't create
Comment | cystomer value and build
customer relationships by themselves.
They must work closely with other
company departments and partners
outside the firm.

Partner relationship management
Working closely with partners in other
company departments and outside the
company to jointly bring greater value to
customers.
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8,000 entries, of which it posted nearly 4,000. Some of the amateur ads were very good—en-
tertaining and potentially effective. Most, however, were so-so at best, and others were
downright dreadful. In one ad, a contestant chugged ketchup straight from the bottle. In an-
other, the would-be filmmaker brushed his teeth, washed his hair, and shaved his face with
Heinz’s product.**

Consumer-generated marketing, whether invited by marketers or not, has become a
significant marketing force. Through a profusion of consumer-generated videos, blogs, and
Web sites, consumers are playing an increasing role in shaping their own brand experiences.
Beyond creating brand conversations, customers are having an increasing say about every-
thing from product design, usage, and packaging to pricing and distribution.

Partner Relationship Management

When it comes to creating customer value and building strong customer relationships, to-
day’s marketers know that they can’t go it alone. They must work closely with a variety of
marketing partners. In addition to being good at customer relationship management, marketers
must also be good at partner relationship management. Major changes are occurring in
how marketers partner with others inside and outside the company to jointly bring more
value to customers.

Partners Inside the Company

Traditionally, marketers have been charged with understanding customers and repre-
senting customer needs to different company departments. The old thinking was that
marketing is done only by marketing, sales, and customer-support people. However, in
today’s more connected world, every functional area can interact with customers, espe-
cially electronically. The new thinking is that—no matter what your job is in a company—
you must understand marketing and be customer focused. David Packard, the late
cofounder of HP, wisely said, “Marketing is far too important to be left only to the mar-
keting department.”?

Today, rather than letting each department go its own way, firms are linking all depart-
ments in the cause of creating customer value. Rather than assigning only sales and market-
ing people to customers, they are forming cross-functional customer teams. For example,
P&G assigns customer development teams to each of its major retailer accounts. These
teams—consisting of sales and marketing people, operations specialists, market and finan-
cial analysts, and others—coordinate the efforts of many P&G departments toward helping
the retailer be more successful.

Marketing Partners Outside the Firm

Changes are also occurring in how marketers connect with their suppliers, channel partners,
and even competitors. Most companies today are networked companies, relying heavily on
partnerships with other firms.

Marketing channels consist of distributors, retailers, and others who connect the com-
pany to its buyers. The supply chain describes a longer channel, stretching from raw materi-
als to components to final products that are carried to final buyers. For example, the supply
chain for PCs consists of suppliers of computer chips and other components, the computer
manufacturer, and the distributors, retailers, and others who sell the computers.

Through supply chain management, many companies today are strengthening their con-
nections with partners all along the supply chain. They know that their fortunes rest not just
on how well they perform. Success at building customer relationships also rests on how well
their entire supply chain performs against competitors” supply chains. These companies
don’t just treat suppliers as vendors and distributors as customers. They treat both as part-
ners in delivering customer value. On the one hand, for example, Toyota works closely with
carefully selected suppliers to improve quality and operations efficiency. On the other hand,
it works with its franchise dealers to provide top-grade sales and service support that will
bring customers in the door and keep them coming back.
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d Author | Look back at Figure 1.1. h

Comment | | the first four steps of
the marketing process, the company
creates value for target customers and
builds strong relationships with them.
If it does that well, it can capture value
from customers in return in the form
of loyal customers who buy and
continue to buy the company’s brands.
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Customer lifetime value

The value of the entire stream of
purchases that the customer would make
over a lifetime of patronage.

@ Customer lifetime value: To keep customers coming back, Stew

Leonard’s has created the “Disneyland of Dairy Stores.” Rule #1—The . . . i
customer is always right. Rule #2—If the customer is ever wrong, a long-term relationship. This means that companies must

reread Rule #1.

— Capturing Value from Customers (p20-22)

The first four steps in the marketing process outlined in Figure 1.1 involve building cus-
tomer relationships by creating and delivering superior customer value. The final step in-
volves capturing value in return in the form of current and future sales, market share, and
profits. By creating superior customer value, the firm creates highly satisfied customers who
stay loyal and buy more. This, in turn, means greater long-run returns for the firm. Here, we
discuss the outcomes of creating customer value: customer loyalty and retention, share of
market and share of customer, and customer equity.

Creating Customer Loyalty and Retention

Good customer relationship management creates customer delight. In turn, delighted cus-
tomers remain loyal and talk favorably to others about the company and its products. Stud-
ies show big differences in the loyalty of customers who are less satisfied, somewhat
satisfied, and completely satisfied. Even a slight drop from complete satisfaction can create
an enormous drop in loyalty. Thus, the aim of customer relationship management is to cre-
ate not only customer satisfaction but also customer delight.

The recent economic recession put strong pressures on customer loyalty. It created a
new consumer frugality that will last well into the future. One recent study found that, even
in an improved economy, 55 percent of consumers say they would rather get the best price
than the best brand. Nearly two-thirds say they will now shop at a different store with lower
prices even if it’s less convenient. It’s five times cheaper to keep an old customer than ac-
quire a new one. Thus, companies today must shape their value propositions even more
carefully and treat their profitable customers well.®

Losing a customer means losing more than a single sale. It means losing the entire
stream of purchases that the customer would make over a lifetime of patronage. For exam-
ple, here is a dramatic illustration of customer lifetime value:

Stew Leonard, who operates a highly profitable four-store supermarket in Connecticut
and New York, says he sees $50,000 flying out of his store every time he sees a sulking
customer. Why? Because his average customer spends about $100 a week, shops 50 weeks
a year, and remains in the area for about 10 years. If this customer has an unhappy expe-
rience and switches to another supermarket, Stew Leonard’s has lost $50,000 in revenue.
The loss can be much greater if the disappointed customer shares the bad experience with
other customers and causes them to defect. To keep cus-
tomers coming back, Stew Leonard’s has created what the
New York Times has dubbed the “Disneyland of Dairy
Stores,” complete with costumed characters, scheduled
entertainment, a petting zoo, and animatronics through-
out the store. From its humble beginnings as a small dairy
store in 1969, Stew Leonard’s has grown at an amazing
pace. It’s built 29 additions onto the original store, which
now serves more than 300,000 customers each week. This
legion of loyal shoppers is largely a result of the store’s
passionate approach to customer service. @ “Rule #1: The
customer is always right. Rule #2: If the customer is ever
wrong, re-read rule #1.”%

Stew Leonard is not alone in assessing customer lifetime
value. Lexus, for example, estimates that a single satisfied
and loyal customer is worth more than $600,000 in lifetime
sales. And the estimated lifetime value of a young mobile
phone consumer is $26,000.”® In fact, a company can lose
money on a specific transaction but still benefit greatly from

aim high in building customer relationships. Customer de-



Share of customer

The portion of the customer’s purchasing
that a company gets in its product
categories.

Customer equity
The total combined customer lifetime
values of all of the company’s customers.
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light creates an emotional relationship with a brand, not just a rational preference. And that
relationship keeps customers coming back.

Growing Share of Customer

Beyond simply retaining good customers to capture customer lifetime value, good customer
relationship management can help marketers increase their share of customer—the share
they get of the customer’s purchasing in their product categories. Thus, banks want to in-
crease “share of wallet.” Supermarkets and restaurants want to get more “share of stom-
ach.” Car companies want to increase “share of garage,” and airlines want greater “share of
travel.”

To increase share of customer, firms can offer greater variety to current customers. Or
they can create programs to cross-sell and up-sell to market more products and services to
existing customers. For example, Amazon.com is highly skilled at leveraging relationships
with its 88 million customers to increase its share of each customer’s purchases. Originally
an online bookseller, Amazon.com now offers customers music, videos, gifts, toys, con-
sumer electronics, office products, home improvement items, lawn and garden products,
apparel and accessories, jewelry, tools, and even groceries. In addition, based on each cus-
tomer’s purchase history, previous product searches, and other data, the company recom-
mends related products that might be of interest. This recommendation system influences
up to 30 percent of all sales.” In these ways, Amazon.com captures a greater share of each
customer’s spending budget.

Building Customer Equity

We can now see the importance of not only acquiring customers but also keeping and grow-
ing them. One marketing consultant puts it this way: “The only value your company will
ever create is the value that comes from customers—the ones you have now and the ones
you will have in the future. Without customers, you don’t have a business.”*® Customer re-
lationship management takes a long-term view. Companies want not only to create prof-
itable customers but also “own” them for life, earn a greater share of their purchases, and
capture their customer lifetime value.

What Is Customer Equity?

The ultimate aim of customer relationship management is to produce high customer equity.*
Customer equity is the total combined customer lifetime values of all of the company’s
current and potential customers. As such, it’s a measure of the future value of the company’s
customer base. Clearly, the more loyal the firm’s profitable customers, the higher its cus-
tomer equity. Customer equity may be a better measure of a firm’s performance than cur-

rent sales or market share. Whereas sales and market share

@ Managing customer equity: To increase customer lifetime value ) ; e
and customer equity, Cadillac needs to come up with more stylish vigorous image didn’t win BMW the early market share
models and marketing that can attract younger buyers. war. However, it did win BMW younger customers with

reflect the past, customer equity suggests the future. @ Con-
sider Cadillac:*

In the 1970s and 1980s, Cadillac had some of the most
loyal customers in the industry. To an entire generation of
car buyers, the name Cadillac defined American luxury.
Cadillac’s share of the luxury car market reached a whop-
ping 51 percent in 1976. Based on market share and sales,
the brand’s future looked rosy. However, measures of
customer equity would have painted a bleaker picture.
Cadillac customers were getting older (average age 60)
and average customer lifetime value was falling. Many
Cadillac buyers were on their last cars. Thus, although
Cadillac’s market share was good, its customer equity
was not. Compare this with BMW. Its more youthful and
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4 Author | Marketing doesn't take
Comment | place in a vacuum. Now
that we've discussed the five steps in the
marketing process, let's examine how
the ever-changing marketplace affects
both consumers and the marketers who
serve them. We'll look more deeply into
these and other marketing environment

\factors in Chapter 3. )

higher customer lifetime values. The result: In the years that followed, BMW’s market
share and profits soared while Cadillac’s fortunes eroded badly.

In recent years, Cadillac has attempted to make the Caddy cool again by targeting
a younger generation of consumers. Still, the average age of its buyers remains a less-
than-youthful 62 (13 years older than typical BMW owners). Says one analyst, “no im-
age remake can fully succeed until Cadillac comes up with more stylish models and
marketing that can attract younger buyers. For now, the company’s image will likely re-
main dinged as it continues churning out land yachts such as its DTS, which . . . appeals
mainly to buyers in their 70s.” It's a real “geezer-mobile.” As a result, the brand’s for-
tunes continue to fall; last year was its worst sales year since 1953. The moral: Marketers
should care not just about current sales and market share. Customer lifetime value and
customer equity are the name of the game.

Building the Right Relationships with the Right Customers

Companies should manage customer equity carefully. They should view customers as assets
that must be managed and maximized. But not all customers, not even all loyal customers,
are good investments. Surprisingly, some loyal customers can be unprofitable, and some dis-
loyal customers can be profitable. Which customers should the company acquire and retain?

The company can classify customers according to their potential profitability and man-
age its relationships with them accordingly. One classification scheme defines four relation-
ship groups based on potential profitability and projected loyalty: strangers, butterflies, true
friends, and barnacles.*® Each group requires a different relationship management strategy.
For example, “strangers” show low potential profitability and little projected loyalty. There
is little fit between the company’s offerings and their needs. The relationship management
strategy for these customers is simple: Don’t invest anything in them.

“Butterflies” are potentially profitable but not loyal. There is a good fit between the
company’s offerings and their needs. However, like real butterflies, we can enjoy them for
only a short while and then they’re gone. An example is stock market investors who trade
shares often and in large amounts but who enjoy hunting out the best deals without build-
ing a regular relationship with any single brokerage company. Efforts to convert butterflies
into loyal customers are rarely successful. Instead, the company should enjoy the butterflies
for the moment. It should create satisfying and profitable transactions with them, capturing
as much of their business as possible in the short time during which they buy from the com-
pany. Then it should cease investing in them until the next time around.

“True friends” are both profitable and loyal. There is a strong fit between their needs
and the company’s offerings. The firm wants to make continuous relationship investments
to delight these customers and nurture, retain, and grow them. It wants to turn true friends
into “true believers,” those who come back regularly and tell others about their good expe-
riences with the company.

“Barnacles” are highly loyal but not very profitable. There is a limited fit between their
needs and the company’s offerings. An example is smaller bank customers who bank regu-
larly but do not generate enough returns to cover the costs of maintaining their accounts.
Like barnacles on the hull of a ship, they create drag. Barnacles are perhaps the most prob-
lematic customers. The company might be able to improve their profitability by selling them
more, raising their fees, or reducing service to them. However, if they cannot be made prof-
itable, they should be “fired.”

The point here is an important one: Different types of customers require different relation-
ship management strategies. The goal is to build the right relationships with the right customers.

The Changing Marketing Landscape p22-29

Every day, dramatic changes are occurring in the marketplace. Richard Love of HP ob-
served, “The pace of change is so rapid that the ability to change has now become a compet-
itive advantage.” Yogi Berra, the legendary New York Yankees catcher and manager,
summed it up more simply when he said, “The future ain’t what it used to be.” As the mar-
ketplace changes, so must those who serve it.
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value propositions. Target is now focusing squarely on the “pay less” side in an effort to coax cash-strapped customers into opening

of its “Expect More. Pay Less.” positioning.

Chapter 1 | Marketing: Creating and Capturing Customer Value 23

In this section, we examine the major trends and forces that are changing the market-
ing landscape and challenging marketing strategy. We look at five major developments: the
uncertain economic environment, the digital age, rapid globalization, the call for more
ethics and social responsibility, and the growth of not-for-profit marketing.

The Uncertain Economic Environment

Beginning in 2008, the United States and world economies experienced a stunning economic
meltdown, unlike anything since the Great Depression of the 1930s. The stock market
plunged, and trillions of dollars of market value simply evaporated. The financial crisis left
shell-shocked consumers short of both money and confidence as they faced losses in in-
come, a severe credit crunch, declining home values, and rising unemployment.

The so-called Great Recession caused many consumers to rethink their spending prior-
ities and cut back on their buying. After a decade of overspending, “frugality has made a
comeback,” says one analyst. More than just a temporary change, the new consumer buy-
ing attitudes and spending behavior will likely remain for many years to come. “The ‘new
frugality,” born of the Great Recession, . . . is now becoming entrenched consumer behavior
that is reshaping consumption patterns in ways that will persist even as the economy re-
bounds,” says another analyst.* Even in its aftermath, consumers are now spending more
carefully. (See Real Marketing 1.2.)

In response, companies in all industries—from discounters such as Target to luxury
brands such as Lexus—have aligned their marketing strategies with the new economic re-
alities. More than ever, marketers are emphasizing the value in their value propositions.
They are focusing on value-for-the-money, practicality, and durability in their product offer-
ings and marketing pitches. “Value is the magic word,” says a P&G marketing executive.
These days, “people are doing the math in their heads, and they’re being much more
thoughtful before making purchases. Now, we're going to be even more focused on helping
consumers see value.” For example, although it might cost a little more initially, P&G’s Tide
Total Care proclaims that the product “helps keep clothes like new even after 30 washes.”*

Similarly, in the past, discount retailer Target focused on the “expect more” side of its
“Expect More. Pay Less.” value proposition. ® But that has now changed.*

For years, Target’s carefully cultivated “upscale-discounter” image successfully differen-
tiated it from Walmart’s more hard-nosed “lowest price” position. But when the economy
soured, many consumers believed that Target’s trendier assortments and hip marketing
also meant steeper prices, and Target’s performance slipped relative to Walmart’s. So Tar-
get shifted its focus more to the “pay less” half of the slogan. It's now making certain that
its prices are in line with Walmart’s and that customers are aware of it. Although still
trendy, Target’s ads feature explicit low-price and sav-
ings appeals. “We're . . . trying to define and find the
right balance between “Expect More. Pay Less.”” says
Target’s CEO.

Even wealthier consumers have joined the trend to-
ward frugality. Conspicuous free spending is no longer so
fashionable. As a result, even luxury brands are stressing
value. For years, Lexus has emphasized status and perfor-
mance. For example, its pre-Christmas ads typically fea-
ture a loving spouse giving his or her significant other a
new Lexus wrapped in a big red bow. Lexus is still running
those ads, but it’s also hedging its bets by running other
ads with the tagline “lowest cost of ownership,” referring
to Lexus’ decent fuel economy, durability, and resale value.

In adjusting to the new economy, companies were
tempted to cut marketing budgets deeply and slash prices

their wallets. However, although cutting costs and offering
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Real Marketing 1.2

The New Era of Consumer Frugality

Frugality has made a comeback. Beaten down
by the recent Great Recession, Americans are
showing an enthusiasm for thriftiness not seen
in decades. This behavioral shift isn't simply
about spending less. The new frugality em-
phasizes stretching every dollar. It means by-
passing the fashion mall for the discount chain
store, buying secondhand clothes and furni-
ture, packing a lunch instead of eating out, or
trading down to store brands. Consumers are
clipping more coupons and swiping their
credit cards less. Says one analyst:

A shift in behavior has taken place. Consumers
across all income segments have responded to
the economy by reining in spending, postpon-
ing big purchases, and trading down when
possible. Above all else, they're seeking out the
best value for their money. Marketers must
take a different tack to reach these increasingly
pragmatic consumers: Forego the flash and
prove your products’ worth.

Not that long ago, yoga teacher Gisele
Sanders shopped at the Nordstrom in Port-
land, Oregon, and didn't think twice about
dropping $30 for a bottle of Chianti to go with
dinner. That was before the recession, when
her husband, a real estate agent, began to feel
the brunt of slowing home sales. Now, even
with the improved economy, Sanders picks up
grocery-store wine at $10 or less per bottle,
shops for used clothes, and takes her mother’s
advice about turning down the thermostat
during winter. “It's been a long time coming,”
she said. “We were so off the charts before.”

Such frugality is likely to be more than a
fad. “It is a whole reassessment of values,”
says a retailing consultant. “We had just been
shopping until we drop, and consuming and
buying it all, and replenishing before things
wear out. People [have learned] again to say,
‘No, not today."” Even people who can afford
to indulge themselves are doing so more spar-
ingly and then bargain hunting to offset the
big purchases.

When the recession hit, the housing bust,
credit crunch, and stock-market plunge ate
away at the retirement savings and confidence
of consumers who for years operated on a

buy-now, pay-later philosophy, chasing bigger
homes, bigger cars, and better brands. The
new economic realities have forced families to
bring their spending in line with their incomes
and rethink priorities. Notes a market analyst,
“The recession has tempered rampant and ex-
cessive consumption, which has given way to
more mindful choices.” Keeping up with the
Joneses and conspicuous consumption have
taken a backseat to practical consumption and
stretching buying dollars.

Even as the economy has recovered, it's
difficult to predict how long the pullback will
last, particularly among generations of con-
sumers who have never seen such a sharp eco-
nomic downturn. But experts agree that the
impact of the recession will
last well into the future. “The
newfound thrifty consumer
is not going anywhere,” de-
clares one business writer.
“Frugality’s in. Value's under
scrutiny. There's a new con-
sumer in town who's adapt-
ing to circumstances by
spending less and scrutiniz-
ing more.” Says another,
" Americans will continue to
pinch their pennies long into
the post-recession era.” Are-
cent survey asked consumers
whether they “intend to re-
vert back to my prerecession
buying habits” in several
specific categories during the
next year. In most categories,
fewer than one in five con-
sumers said they planned to
do so.

But most consumers
don't see the new frugality
as such a bad thing. The sur-
vey also showed that 78 per-
cent of people believed the
recession has changed their

-

way | shop versus two years ago.” According to
a researcher, “They look at their old spending
habits and are a bit embarrassed by their behav-
ior. The new consumer is wiser and in more
control, so while consumption may [not] be as
carefree and fun as it was before, consumers
seem to like their new outlook, mindfulness,
and strength.”

For example, in Maine, Sindi Card says
her husband’s job is now secure. However, be-
cause the couple has two sons in college in the
rebounding but still uncertain economy, she
fixed her broken 20-year-old clothes dryer her-
self. It was a stark change from the past, when
she would have taken the old model to the
dump and had a new one delivered. With help
from an appliance-repair Web site, she saved
hundreds of dollars. “We all need to find a
way to live within our means,” she said.

The new back-to-basics mentality applies
to all kinds of purchases. Indeed, some of the
behavior associated with the new frugality be-
trays an America having difficulty letting go of

HERE’S TO LESS.

A DIAMOND 15 FOREVER
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spending habits for the bet-
ter. In another survey, 79 per-
cent of consumers agreed
with the statement, “| feel a

lot smarter now about the frugal times.

The new consumer frugality: Today, marketers in all
industries must clearly spell out their value propositions.
Even diamond marketer De Beers has adjusted its long-
standing “a diamond is forever” promise to these more




expensive tastes. Donna Speigel has built a
Cincinnati-area chain of upscale consignment
shops called the Snooty Fox aimed at women
who still have to have their Louis Vuitton and
Ann Taylor products but want them at a frac-
tion of the retail price. Her sales were up
17 percent last October. In the suburbs of
Dallas, Kay Smith still drives a black Lexus but
now passes by the high-end malls and heads
to Walmart. “I think about everything | buy
now,” Ms. Smith says.

Still, the new frugality doesn’t mean that
consumers have resigned themselves to lives
of deprivation. As the economy improves,
they're starting to indulge in luxuries and
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(and others’) spending. So luxury is [again] on
the to-do’ list, but people are taking a more
mindful approach to where, how, and on what
they spend.”

What does the new era of frugality mean
to marketers? Whether it's for everyday prod-
ucts or expensive luxuries, marketers must
clearly spell out their value propositions: what
it is that makes their brands worth a cus-
tomer’s hard-earned money. “The saying has
always been, ‘Sell the sizzle, not the steak.’
Well, | think there's been too much sizzle,”
says one luxury goods marketer. “Image alone
doesn’t sell anymore—consumers want to
know what they're getting for their money.”

Even diamond marketer De Beers has ad-
justed its long-standing “A diamond is for-
ever” value proposition to these more frugal
times. One ad headlined "Here’s to Less,”
makes that next diamond purchase seem—
what else—downright practical. “Our lives are
filled with things. We're overwhelmed by pos-
sessions we own but do not treasure. Stuff we
buy but never love. To be thrown away in
weeks rather than passed down for genera-
tions. Perhaps we will be different now. Per-
haps now is an opportunity to reassess what
really matters. After all, if everything you ever
bought her disappeared overnight, what
would she truly miss? A diamond is forever.”

bigger-ticket purchases again, just more selec-
tively. “We're seeing an emergence in what
we call ‘conscious recklessness,” where con-
sumers actually plan out frivolous or indulgent
spending,” says the researcher. It's like some-
one on a diet who saves up calories by eating
prudently during the week and then lets loose
on Friday night. But “people are more mindful
now and aware of the consequences of their

Sources: Portions adapted from Dan Sewell, “New Frugality Emerges,” Washington Times, December 1, 2008;
with quotes, extracts, and other information from Noreen O’Leary, “Squeeze Play,” Adweek, January 12, 2009,
pp. 8-9; “Consumer ‘New Frugality’ May Be an Enduring Feature of Post-Recession Economy, Finds Booz &
Company Survey,” Business Wire, February 24, 2010; Piet Levy, “How to Reach the New Consumer,” Marketing
News, February 28, 2010, pp. 16-20; Mark Dolliver, “Will Traumatized Consumers Ever Recover?” Adweek, March
22,2010, accessed at www.adweek.com; “Is Shopping Behavior Permanently Muted?” USA Today (Magazine),
April 2010, pp. 3-4; and “Maybe Demand Isn’t so Pent Up,” Adweek, July 26, 2010, p. 19.

selected discounts can be important marketing tactics in a down economy, smart marketers un-
derstand that making cuts in the wrong places can damage long-term brand images and cus-
tomer relationships. The challenge is to balance the brand’s value proposition with the current
times while also enhancing its long-term equity.

A recession creates winners and losers just like a boom,” notes one economist. “When
a recession ends, when the road levels off and the world seems full of promise once more,
your position in the competitive pack will depend on how skillfully you managed [during
the tough times].”¥ Thus, rather than slashing prices, many marketers held the line on
prices and instead explained why their brands are worth it. And rather than cutting their
marketing budgets in the difficult times, companies such as Walmart, McDonald’s,
Hyundai, and General Mills maintained or actually increased their marketing spending.
The goal in uncertain economic times is to build market share and strengthen customer re-
lationships at the expense of competitors who cut back.

A troubled economy can present opportunities as well as threats. For example, the fact
that 40 percent of consumers say they are eating out less poses threats for many full-service
restaurants. However, it presents opportunities for fast-food marketers. For instance, dur-
ing the recession, a Seattle McDonald’s franchise operator took on Starbuck’s in its home-
town with billboards proclaiming “Large is the new grande” and “Four bucks is dumb.”
Playing on its cheap-eats value proposition, McDonald’s worldwide sales grew steadily
through the worst of the downturn, whereas Starbucks sales stuttered. The premier coffee
chain was forced to shutter many unprofitable stores.™

Similarly, the trend toward saving money by eating at home plays into the hands of
name-brand food makers, who have positioned their wares as convenient and—compared
with a restaurant meal—inexpensive. Rather than lowering prices, many food manufactur-
ers have instead pointed out the value of their products as compared to eating out. An ad
for Francesco Rinaldi pasta sauce asserts, “Now you can feed a family of four for under $10.”
Kraft’s DiGiorno pizza ads employ “DiGiornonomics,” showing that the price of a DiGiorno
pizza baked at home is half that of a delivery pizza.
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Internet

A vast public web of computer networks
that connects users of all types all around
the world to each other and to an
amazingly large information repository.

(@ Web 3.0—the third coming of the
Web—"will bring you a virtual world
you can carry in your pocket.”

The Digital Age

The recent technology boom has created a digital age. The explosive growth in computer,
communications, information, and other digital technologies has had a major impact on the
ways companies bring value to their customers. Now, more than ever before, we are all con-
nected to each other and to information anywhere in the world. Where it once took days or
weeks to receive news about important world events, we now learn about them as they are
occurring via live satellite broadcasts and news Web sites. Where it once took weeks to cor-
respond with others in distant places, they are now only moments away by cell phone, e-mail,
or Web cam. For better or worse, technology has become an indispensable part of our lives:¥

Karl and Dorsey Gude of East Lansing, Michigan, can remember simpler mornings not too
long ago. They sat together and chatted as they ate breakfast and read the newspaper and
competed only with the television for the attention of their two teenage sons. That was so
last century. Today, Karl wakes around 6:00 AM to check his work e-mail and his Facebook
and Twitter accounts. The two boys, Cole and Erik, start each morning with text messages,
video games, and Facebook. Dorsey cracks open her laptop right after breakfast. The
Gudes’ sons sleep with their phones next to their beds, so they start the day with text mes-
sages in place of alarm clocks. Karl, an instructor at Michigan State University, sends texts
to his two sons to wake them up. “We use texting as an in-house intercom,” he says. “I
could just walk up stairs, but they always answer their texts.” This is morning in the Inter-
net age. After six to eight hours of network deprivation—also known as sleep—people are
increasingly waking up and lunging for cell phones and laptops, sometimes even before
swinging their legs to the floor and tending to more biologically current activities.

The digital age has provided marketers with exciting new ways to learn about and
track customers and create products and services tailored to individual customer needs.
It’s helping marketers communicate with customers in large groups or one-to-one.
Through Web videoconferencing, marketing researchers at a company’s headquarters in
New York can look in on focus groups in Chicago or Paris without ever stepping onto a
plane. With only a few clicks of a mouse button, a direct marketer can tap into online data
services to learn anything from what car you drive to what you read to what flavor of ice
cream you prefer. Or, using today’s powerful computers, marketers can create their own
detailed customer databases and use them to target individual customers with offers de-
signed to meet their specific needs.

Digital technology has also brought a new wave of communication, advertising, and re-
lationship building tools—ranging from online advertising, video-sharing tools, and cell
phones to Web apps and online social networks. The digital shift means that marketers can no
longer expect consumers to always seek them out. Nor can they always control conversations
about their brands. The new digital world makes it easy for consumers to take marketing con-
tent that once lived only in advertising or on a brand Web site with them wherever they go and
share it with friends. More than just add-ons to traditional marketing channels, the new digi-
tal media must be fully integrated into the marketer’s customer-relationship-building efforts.

The most dramatic digital technology is the Internet. The number of Internet users world-
wide now stands at more than 1.8 billion and will reach an estimated 3.4 billion by 2015. On a
typical day, 58 percent of American adults check their e-mail, 50 percent use Google or another
search engine to find information, 38 percent get the news, 27 percent keep in touch with friends
on social-networking sites such as Facebook and LinkedIn, and 19 percent watch a video on a
video-sharing site such as YouTube. And by 2020, many experts believe, the Internet will be
accessed primarily via a mobile device operated by voice, touch, and even thought or “mind-
controlled human-computer interaction.”*

Whereas Web 1.0 connected people with information, the next generation Web 2.0 has
connected people with people, employing a fast-growing set of new Web technologies such
as blogs, social-networking sites, and video-sharing sites. @ Web 3.0, starting now, puts all
these information and people connections together in ways that will make our Internet ex-
perience more relevant, useful, and enjoyable.41

In Web 3.0, small, fast, customizable Internet applications, accessed through multifunc-
tion mobile devices, “will bring you a virtual world you can carry in your pocket. We will
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be carrying our amusements with us—best music collections, video collections, instant
news access—all tailored to our preferences and perpetually updatable. And as this cooler
stuff [evolves], we won’t be connecting to this new Web so much as walking around inside
it.”*? The interactive, community-building nature of these new Web technologies makes
them ideal for relating with customers.

Online marketing is now the fastest-growing form of marketing. These days, it’s hard
to find a company that doesn’t use the Web in a significant way. In addition to the click-only
dot-coms, most traditional brick-and-mortar companies have now become “click-and-
mortar” companies. They have ventured online to attract new customers and build stronger
relationships with existing ones. Today, more than 75 percent of American online users use
the Internet to shop.** Business-to-business (B-to-B) online commerce is also booming. It
seems that almost every business has created shops on the Web.

Thus, the technology boom is providing exciting new opportunities for marketers. We will
explore the impact of digital marketing technologies in future chapters, especially Chapter 17.

Rapid Globalization

As they are redefining their customer relationships, marketers are also taking a fresh look at
the ways in which they relate with the broader world around them. In an increasingly smaller
world, companies are now connected globally with their customers and marketing partners.
Today, almost every company, large or small, is touched in some way by global competi-
tion. A neighborhood florist buys its flowers from Mexican nurseries, and a large U.S. electron-
ics manufacturer competes in its home markets with giant Korean rivals. A fledgling Internet
retailer finds itself receiving orders from all over the world at the same time that an American
consumer-goods producer introduces new products into emerging markets abroad.
American firms have been challenged at home by the skillful marketing of European
and Asian multinationals. Companies such as Toyota, Nokia, Nestlé, and Samsung have
often outperformed their U.S. competitors in American markets. Similarly,
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@ U.S. companies in a wide range of industries have
developed truly global operations. Quintessentially

U.S. companies in a wide range of industries have developed truly global
operations, making and selling their products worldwide. ® Quintessen-
tially American McDonald’s now serves 60 million customers daily in more
than 32,000 local restaurants in 100 countries worldwide—65 percent of its
corporate revenues come from outside the United States. Similarly, Nike
markets in more than 180 countries, with non-U.S. sales accounting for
66 percent of its worldwide sales.* Today, companies are not only selling
more of their locally produced goods in international markets but also buy-
ing more supplies and components abroad.

Thus, managers in countries around the world are increasingly taking a
global, not just local, view of the company’s industry, competitors, and op-
portunities. They are asking: What is global marketing? How does it differ
from domestic marketing? How do global competitors and forces affect our
business? To what extent should we “go global”? We will discuss the global
marketplace in more detail in Chapter 19.

Sustainable Marketing—The Call
for More Social Responsibility

Marketers are reexamining their relationships with social values and responsi-
bilities and with the very Earth that sustains us. As the worldwide con-
sumerism and environmentalism movements mature, today’s marketers are
being called to develop sustainable marketing practices. Corporate ethics and
social responsibility have become hot topics for almost every business. And
few companies can ignore the renewed and very demanding environmental
movement. Every company action can affect customer relationships. Today’s

American McDonald’s captures 65 percent of its customers expect companies to deliver value in a socially and environmentally

revenues from outside the United States.

responsible way:.
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The social-responsibility and environmental move-
ments will place even stricter demands on companies in
the future. Some companies resist these movements,
budging only when forced by legislation or organized
consumer outcries. More forward-looking companies,
however, readily accept their responsibilities to the world
around them. They view sustainable marketing as an op-
portunity to do well by doing good. They seek ways to
profit by serving immediate needs and the best long-run
interests of their customers and communities.

Some companies, such as Patagonia, Ben & Jerry’s,
Timberland, Method, and others, practice “caring capi-
talism,” setting themselves apart by being civic minded
and responsible. They build social responsibility and ac-
tion into their company value and mission statements.
@ For example, when it comes to environmental respon-
sibility, outdoor gear marketer Patagonia is “committed
to the core.” “Those of us who work here share a strong
commitment to protecting undomesticated lands and

patagonia

waters,” says the company’s Web site. “We believe in us-
ing business to inspire solutions to the environmental
crisis.” Patagonia backs these words with actions. Each

ear it pledges at least 1 percent of its sales or 10 percent
@ Sustainable marketing: Patagonia believes in “using business to inspire y pleds P P

solutions to the environmental crisis.” It backs these words by pledging at ofits profits ’ Wthher; 1 grea.ter, to.tl.le protectTon of the
least 1 percent of its sales or 10 percent of its profits, whichever is greater, natural environment.™ We will revisit the topic of sus-
to the protection of the natural environment. tainable marketing in greater detail in Chapter 20.

The Growth of Not-for-Profit Marketing

In recent years, marketing also has become a major part of the strategies of many not-for-
profit organizations, such as colleges, hospitals, museums, zoos, symphony orchestras, and
even churches. The nation’s not-for-profits face stiff competition for support and member-
ship. Sound marketing can help them attract membership and support.** Consider the mar-
keting efforts of the American Society for the Prevention of Cruelty to Animals (ASPCA):*

The ASPCA gets its funding from more than one million active supporters. However, like
many not-for-profits, attracting new donors is tricky—that is, until singer-songwriter
Sarah McLachlan came along and created what many in not-for-profit circles call “The
Ad.” @ Produced by a small 12-person Canadian firm, Eagle-
Com, the two-minute television commercial features heart-
breaking photographs of dogs and cats scrolling across the
screen while McLachlan croons the haunting song “Angel” in
the background (see the “The Ad” at www.youtube.com/
watch?v=Iu_JgNdp2As). McLachlan appears only momentar-
ily to ask viewers to share her support for the ASPCA. The
heart-rending commercial has tugged at viewers” heartstrings
and opened their wallets. This one ad attracted 200,000 new
donors and raised roughly $30 million for the organization
since it started running in early 2007. That makes it a landmark
in nonprofit fund-raising, where such amounts are virtually
unimaginable for a single commercial. The donations from the
McLachlan commercial have enabled the ASPCA to buy prime-
time slots on national networks, such as CNN, which in turn
has generated more income. The ASPCA is now rolling out new

<%
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@ Not-for-profit marketing: A single two-minute TV McLachlan ads to further bolster its fund-raising efforts.
commercial—"The Ad"—has attracted 200,000 new donors and . . . .
raised roughly $30 million for the ASPCA since it started Government agencies have also shown an increased interest in

running in early 2007. marketing. For example, the U.S. military has a marketing plan to
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Comment | oytlining the marketing
process? Now, based on everything
we've discussed in this chapter, we'll
expand that figure to provide a road
map for learning marketing

throughout the remainder of this text.

This expanded version of Figure 1.1
at the beginning of the chapter
provides a good road map for the
rest of the text. The underlying
concept of the entire text is that
marketing creates value for
customers in order to capture
value from customers in return.

\

Chapter 1 | Marketing: Creating and Capturing Customer Value 29

attract recruits to its different services, and various government agencies are now designing
social marketing campaigns to encourage energy conservation and concern for the environ-
ment or discourage smoking, excessive drinking, and drug use. Even the once-stodgy U.S.
Postal Service has developed innovative marketing to sell commemorative stamps, promote
its priority mail services, and lift its image as a contemporary and competitive organization.
In all, the U.S. government is the nation’s 33rd largest advertiser, with an annual advertis-
ing budget of more than $1 billion.**

So, What Is Marketing?
Pulling It All Together (2930

At the start of this chapter, Figure 1.1 presented a simple model of the marketing process.
Now that we’ve discussed all the steps in the process, @ Figure 1.5 presents an expanded
model that will help you pull it all together. What is marketing? Simply put, marketing is
the process of building profitable customer relationships by creating value for customers
and capturing value in return.

The first four steps of the marketing process focus on creating value for customers. The com-
pany first gains a full understanding of the marketplace by researching customer needs and
managing marketing information. It then designs a customer-driven marketing strategy based on
the answers to two simple questions. The first question is “What consumers will we serve?” (mar-
ket segmentation and targeting). Good marketing companies know that they cannot serve all
customers in every way. Instead, they need to focus their resources on the customers they can
serve bestand most profitably. The second marketing strategy question is “How can we best serve
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targeted customers?” (differentiation and positioning). Here, the marketer outlines a value propo-
sition that spells out what values the company will deliver to win target customers.

With its marketing strategy chosen, the company now constructs an integrated market-
ing program—consisting of a blend of the four marketing mix elements—the four Ps—that
transforms the marketing strategy into real value for customers. The company develops
product offers and creates strong brand identities for them. It prices these offers to create
real customer value and distributes the offers to make them available to target consumers.
Finally, the company designs promotion programs that communicate the value proposition
to target customers and persuade them to act on the market offering.

Perhaps the most important step in the marketing process involves building value-
laden, profitable relationships with target customers. Throughout the process, marketers
practice customer relationship management to create customer satisfaction and delight. In
creating customer value and relationships, however, the company cannot go it alone. It must
work closely with marketing partners both inside the company and throughout its market-
ing system. Thus, beyond practicing good customer relationship management, firms must
also practice good partner relationship management.

The first four steps in the marketing process create value for customers. In the final step,
the company reaps the rewards of its strong customer relationships by capturing value from
customers. Delivering superior customer value creates highly satisfied customers who will
buy more and buy again. This helps the company capture customer lifetime value and
greater share of customer. The result is increased long-term customer equity for the firm.

Finally, in the face of today’s changing marketing landscape, companies must take into
account three additional factors. In building customer and partner relationships, they must
harness marketing technology, take advantage of global opportunities, and ensure that they
act in an ethical and socially responsible way.

Figure 1.5 provides a good road map to future chapters of this text. Chapters 1 and 2 intro-
duce the marketing process, with a focus on building customer relationships and capturing
value from customers. Chapters 3 through 6 address the first step of the marketing process—
understanding the marketing environment, managing marketing information, and understand-
ing consumer and business buyer behavior. In Chapter 7, we look more deeply into the two
major marketing strategy decisions: selecting which customers to serve (segmentation and tar-
geting) and determining a value proposition (differentiation and positioning). Chapters 8
through 17 discuss the marketing mix variables, one by one. Chapter 18 sums up customer-
driven marketing strategy and creating competitive advantage in the marketplace. The final
two chapters examine special marketing considerations: global marketing and sustainable
marketing.

REVIEWING Objectives aND key Terms

Today's successful companies—whether large or small, for-profit
or not-for-profit, domestic or global—share a strong customer
focus and a heavy commitment to marketing. The goal of mar-
keting is to build and manage customer relationships.

o CLVCRIN Define marketing and outline the
steps in the marketing process. (pp 4-5)

Marketing is the process by which companies create value for cus-
tomers and build strong customer relationships in order to capture
value from customers in return.

The marketing process involves five steps. The first four steps
create value for customers. First, marketers need to understand the
marketplace and customer needs and wants. Next, marketers de-

sign a customer-driven marketing strategy with the goal of getting,
keeping, and growing target customers. In the third step, marketers
construct a marketing program that actually delivers superior value.
All of these steps form the basis for the fourth step, building prof-
itable customer relationships and creating customer delight. In the
final step, the company reaps the rewards of strong customer rela-
tionships by capturing value from customers.

UIESOTEM Explain the importance of understanding
customers and the marketplace and identify the five core
marketplace concepts. (pp 6-8)

Outstanding marketing companies go to great lengths to learn

about and understand their customers’ needs, wants, and demands.
This understanding helps them to design want-satisfying market
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offerings and build value-laden customer relationships by which they
can capture customer lifetime value and greater share of customer.
The result is increased long-term customer equity for the firm.

The core marketplace concepts are needs, wants, and demands;
market offerings (products, services, and experiences); value and
satisfaction; exchange and relationships; and markets. Wants are
the form taken by human needs when shaped by culture and indi-
vidual personality. When backed by buying power, wants become
demands. Companies address needs by putting forth a value
proposition, a set of benefits that they promise to consumers to sat-
isfy their needs. The value proposition is fulfilled through a market
offering, which delivers customer value and satisfaction, resulting in
long-term exchange relationships with customers.

S CEACER dentify the key elements

of a customer-driven marketing strategy and discuss
the marketing management orientations that guide
marketing strategy. (pp 8-12)

To design a winning marketing strategy, the company must first
decide whom it will serve. It does this by dividing the market into
segments of customers (market segmentation) and selecting
which segments it will cultivate (target marketing). Next, the com-
pany must decide how it will serve targeted customers (how it will
differentiate and position itself in the marketplace).

Marketing management can adopt one of five competing mar-
ket orientations. The production concept holds that management’s
task is to improve production efficiency and bring down prices. The
product concept holds that consumers favor products that offer the
most in quality, performance, and innovative features; thus, little
promotional effort is required. The selling concept holds that con-
sumers will not buy enough of an organization’s products unless it
undertakes a large-scale selling and promotion effort. The
marketing concept holds that achieving organizational goals de-
pends on determining the needs and wants of target markets and
delivering the desired satisfactions more effectively and efficiently
than competitors do. The societal marketing concept holds that
generating customer satisfaction and long-run societal well-being
through sustainable marketing strategies keyed to both achieving
the company’s goals and fulfilling its responsibilities.

I LEOTEEN Discuss customer relationship

management and identify strategies for creating
value for customers and capturing value from
customers in return. (pp 12-22)

Broadly defined, customer relationship management is the
process of building and maintaining profitable customer relation-
ships by delivering superior customer value and satisfaction. The
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aim of customer relationship management is to produce high
customer equity, the total combined customer lifetime values of all
of the company’s customers. The key to building lasting relation-
ships is the creation of superior customer value and satisfaction.

Companies want not only to acquire profitable customers but
also build relationships that will keep them and grow “share of
customer.” Different types of customers require different cus-
tomer relationship management strategies. The marketer’s aim is
to build the right relationships with the right customers. In return
for creating value for targeted customers, the company captures
value from customers in the form of profits and customer equity.

In building customer relationships, good marketers realize that
they cannot go it alone. They must work closely with marketing
partners inside and outside the company. In addition to being
good at customer relationship management, they must also be
good at partner relationship management.

SN Describe the major trends and forces

that are changing the marketing landscape in this
age of relationships. (pp 22-30)

Dramatic changes are occurring in the marketing arena. The re-
cent Great Recession left many consumers short of both money
and confidence, creating a new age of consumer frugality that will
last well into the future. More than ever, marketers must now em-
phasize the value in their value propositions. The challenge is to
balance a brand’s value proposition with current times while also
enhancing its long-term equity.

The boom in computer, telecommunications, information,
transportation, and other technologies has created exciting new
ways to learn about and relate to individual customers. It has also
allowed new approaches by which marketers can target con-
sumers more selectively and build closer, two-way customer rela-
tionships in the Web 3.0 era.

In an increasingly smaller world, many marketers are now con-
nected globally with their customers and marketing partners. To-
day, almost every company, large or small, is touched in some way
by global competition. Today’s marketers are also reexamining
their ethical and societal responsibilities. Marketers are being
called to take greater responsibility for the social and environmen-
tal impact of their actions. Finally, in recent years, marketing also
has become a major part of the strategies of many not-for-profit
organizations, such as colleges, hospitals, museums, zoos, sym-
phony orchestras, and even churches.

Pulling it all together, as discussed throughout the chapter, the
major new developments in marketing can be summed up in a sin-
gle word: relationships. Today, marketers of all kinds are taking ad-
vantage of new opportunities for building relationships with their
customers, their marketing partners, and the world around them.

OBJECTIVE 1
Marketing (p 5) Exchange (p 7)

Market (p 7)

Marketing myopia (p 7)

Selling concept (p 10)
Marketing concept (p 10)
Societal marketing concept (p 11)

OBJECTIVE 2 OBJEC 3 OBJEC
Needs (p 6) BJE T.IVE BJECTIVE 4 . .

Wants (p 6) Marketl_ng management (p 8) Customer relationship management
Demands (p 6) Production concept (p 9) (p 12)

Market offerings (p 6)

Product concept (p 9)
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Customer-perceived value (p 12)
Customer satisfaction (p 13)
Customer-managed relationships (p 17)
Consumer-generated marketing (p 18)

(p 19)

mymarketinglab
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Partner relationship management

Customer lifetime value (p 20)
Share of customer (p 21)

Customer equity (p 21)

OBJECTIVE 5
Internet (p 26)

e Check your understanding of the concepts and key terms using the mypearsonmarketinglab study plan for this chapter.
e Apply the concepts in a business context using the simulation entitled What Is Marketing?

DISCUSSING & APPLYING THE Concepts

Discussing the Concepts

1. Define marketing and discuss how it is more than just “telling
and selling.” (AACSB: Communication; Reflective Thinking)

2. Marketing has been criticized because it “makes people buy
things they don't really need.” Refute or support this
accusation. (AACSB: Communication; Reflective Thinking)

3. Discuss the two important questions a marketing manager
must answer when designing a winning marketing strategy.
How should a manager approach finding answers to these
questions? (AACSB: Communication; Reflective Thinking)

4. What are the five different marketing management
orientations? Which orientation do you believe Apple follows
when marketing products such as the iPhone and iPad?
(AACSB: Communication; Reflective Thinking)

5. Explain the difference between share of customer and
customer equity. Why are these concepts important to
marketers? (AACSB: Communication; Reflective Thinking)

6. Discuss trends impacting marketing and the implications of
these trends on how marketers deliver value to customers.
(AACSB: Communication)

Applying the Concepts

1. Talk to five people, varying in age from young adult to senior
citizen, about their automobiles. Ask them what value means

to them with regard to an automobile and how the
manufacturer and dealer create such value. Write a brief
report of what you learned about customer value. (AACSB:
Communication; Reflective Thinking)

2. Select a retailer and calculate how much you are worth to
that retailer if you continue to shop there for the rest of your
life (your customer lifetime value). What factors should you
consider when deriving an estimate of your lifetime value to a
retailer? How can a retailer increase your lifetime value?
(AACSB: Communication; Reflective Thinking; Analytic
Reasoning)

3. Read Appendix 3 or go online to learn about careers in
marketing. Interview someone who works in one of the
marketing jobs described in the appendix and ask him or her
the following questions:

a. What does your job entail?

b. How did you get to this point in your career? Is this what
you thought you'd be doing when you grew up? What
influenced you to get into this field?

¢. What education is necessary for this job?

d. What advice can you give to college students?

e. Add one additional question that you create.

Write a brief report of the responses to your questions and
explain why you would or would not be interested in working
in this field. (AACSB: Communication; Reflective Thinking)

rocus oN Technology

In only a few short years, consumer-generated marketing has in-
creased exponentially. It's also known as consumer-generated media
and consumer-generated content. More than 100 million Web sites
contain user-generated content. You may be a contributor yourself
if you've ever posted something on a blog; reviewed a product at
Amazon.com; uploaded a video on YouTube; or sent a video from
your mobile phone to a news Web site, such as CNN.com or
FoxNews.com. This force has not gone unnoticed by marketers—
and with good reason. Nielsen, the TV ratings giant, found that most
consumers trust consumer opinions posted online. As a result, savvy
marketers encourage consumers to generate content. For example,
Coca-Cola has more than 3.5 million fans on Facebook, mothers can
share information at Pampers Village (www.pampers.com), and
Dorito’s scored a touchdown with consumer-created advertising dur-

ing the past several Super Bowls. Apple even encourages iPhone
users to develop applications for its device. However, consumer-
generated marketing is not without problems—just search “I hate
(insert company name)” in any search engine!

1. Find two examples (other than those discussed in the chapter)
of marketer-supported, consumer-generated content and two
examples of consumer-generated content that is not officially
supported by the company whose product is involved. Provide
the Web link to each and discuss how the information impacts
your attitude toward the companies involved. (AACSB:
Communication; Reflective Thinking; Technology)

2. Discuss the advantages and disadvantages of consumer-
generated marketing. (AACSB: Communication; Reflective)
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rocus ON Ethics

Sixty years ago, about 45 percent of Americans smoked cigarettes,
but now the smoking rate is less than 20 percent. This decline re-
sults from acquired knowledge on the potential health dangers of
smoking and marketing restrictions for this product. Although
smoking rates are declining in most developed nations, however,
more and more consumers in developing nations, such as Russia
and China, are puffing away. Smoker rates in some countries run
as high as 40 percent. Developing nations account for more than
70 percent of world tobacco consumption, and marketers are
fueling this growth. Most of these nations do not have the restric-
tions prevalent in developed nations, such as advertising bans,
warning labels, and distribution restrictions. Consequently, it is

predicted that one billion people worldwide will die this century
from smoking-related ailments.

1. Given the extreme health risks, should marketers stop selling
cigarettes even though they are legal and demanded by
consumers? Should cigarette marketers continue to use
marketing tactics that are restricted in one country in other
countries where they are not restricted? (AACSB:
Communication; Ethical Reasoning)

2. Research the history of cigarette marketing in the United States.
Are there any new restrictions with respect to marketing this
product? (AACSB: Communication; Reflective Thinking)

MARKETING & THE Economy

Hershey

During uncertain economic times, there are still some things that
today’s consumers just aren’t willing to give up—such as choco-
late. But as with eating out and clothing purchases, they are trad-
ing down. That is just fine with Hershey, America’s best-known
chocolate maker. For years, riding the good times, premium
chocolates grew faster than lower-priced confectionery products.
Slow to jump on the premium bandwagon, Hershey lost market
share to Mars Inc.’s Dove line. But as consumer frugality increased
during the Great Recession, the sales of premium chocolate
brands went flat. However, Hershey's sales, profits, and stock price
increased as many consumers passed up higher-end goods in fa-
vor of Hershey’s chocolate bars, Reese’s Peanut Butter Cups, and

Kit Kat wafers. Hershey seized the opportunity of this trend by
running new ads that stressed their value. It also cut costs by par-
ing back the varieties of products such as Hershey’s Kisses. As su-
permarkets reduced the shelf space they allotted to premium
chocolates, Hershey cashed in as consumers looked to affordable
Hershey favorites to satisfy their cravings. After all, even on a tight
budget, people need to indulge at least a little.

1. Is Hershey's resurgence based on a want or a need?

2. Evaluate the shift in chocolate sales based on benefits and
costs that customers perceive.

3. What other products are harmed or helped by the new
consumer frugality?

MARKETING BY THE Numbers

Marketing is expensive! A 30-second advertising spot during the
2010 Super Bowl cost $3 million, which doesnt include the
$500,000 or more necessary to produce the commercial.
Anheuser-Busch usually purchases multiple spots each year. Simi-
larly, sponsoring one car during one NASCAR race costs
$500,000. But Sprint, the sponsor of the popular Sprint Cup, pays
much more than that. What marketer sponsors only one car for
only one race? Do you want customers to order your product by
phone? That will cost you $8-$13 per order. Do you want a sales
representative calling on customers? That's about $100 per sales
call, and that's if the rep doesn’t have to get on an airplane and
stay in a hotel, which can be very costly considering some compa-
nies have thousands of sales reps calling on thousands of cus-
tomers. What about the $1 off coupon for Tropicana orange juice
that you found in the Sunday newspaper? It costs Tropicana more
than a $1 when you redeem it at the store. These are all examples
of just one marketing element—promotion. Marketing costs also
include the costs of product research and development (R&D), the

costs of distributing products to buyers, and the costs of all the
employees working in marketing.

1. Select a publically traded company and research how much
the company spent on marketing activities in the most recent
year of available data. What percentage of sales does
marketing expenditures represent? Have these expenditures
increased or decreased over the past five years? Write a brief
report of your findings. (AACSB Communication; Analytic
Reasoning)

2. Search the Internet for salary information regarding jobs in
marketing. Use www.marketingsalaries.com/home/
national_averages.htm?function=# or a similar Web site.
What is the national average for five different jobs in
marketing? How do the averages compare in different areas
of the country? Write a brief report on your findings.
(AACSB: Communication; Use of IT; Reflective Thinking)


www.marketingsalaries.com/home/national_averages.htm?function=#
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viDEO Case

Stew Leonard’s
Stew Leonard’s is a little-known grocery store chain based in Con-
necticut. It has only four stores. But its small number of locations
doesn’t begin to illustrate what customers experience when they
visit what has been called the “Disneyland of dairy stores.” Since
opening its first dairy store in 1969, the company has been known
for its customer-centric way of doing business. In fact, founder
Stew Leonard’s obsession with the concept of customer lifetime
value made him determined to keep every customer who entered
his store.

The video featuring Stew Leonard’s shows how the retailer has
delighted customers for more than 40 years. With singing anima-

tronics farm animals, associates in costume, petting zoos, and free
food and drink samples, this chain serves as many as 300,000 cus-
tomers per store every week and has achieved the highest sales
per square foot of any single store in the United States. After view-
ing the video, answer the following questions about the company.

1. What is Stew Leonard’s value proposition?

2. How does Stew Leonard's build long-term customer
relationships?

3. How has Stew Leonard's applied the concepts of customer
equity and customer lifetime value?

comraNy Case

JetBlue: Delighting Customers
Through Happy Jetting

In 2007, JetBlue was a thriving young airline with a strong reputa-
tion for outstanding service. In fact, the low-fare airline referred to
itself as a customer service company that just happened to fly
planes. But on Valentine’s Day 2007, JetBlue was hit by the per-
fect storm—literally—of events that led to an operational melt-
down. One of the most severe storms of the decade covered
JetBlue’s main hub at New York’s John F. Kennedy International
Airport with a thick layer of snow and ice. Small JetBlue did not
have the infrastructure to deal with such a crisis. The severity of
the storm, coupled with a series of poor management decisions,
left JetBlue passengers stranded in planes on the runway for up to
11 hours. Worse still, the ripple effect of the storm created major
JetBlue flight disruptions for six more days.

Understandably, customers were livid. JetBlue's efforts to clean
up the mess following the six-day Valentine’s Day nightmare cost
over $30 million dollars in overtime, flight refunds, vouchers for
future travel, and other expenses. But the blow to the company’s
previously stellar customer-service reputation stung far more than
the financial fallout. JetBlue became the butt of jokes by late night
talk show hosts. Some industry observers even predicted that this
would be the end of the seven-year-old airline.

But just three years later, the company is not only still flying, it is
growing, profitable, and hotter than ever. During the recent economic
downturn, even as most competing airlines were cutting routes, retir-
ing aircraft, laying off employees, and losing money, JetBlue was
adding planes, expanding into new cities, hiring thousands of new
employees, and turning profits. Even more, JetBlue's customers adore
the airline. For the fifth consecutive year (even including 2007), JetBlue
has had the highest J.D. Power and Associates customer satisfaction
score for the entire airline industry. Not only did JetBlue recover quickly
from the Valentine’s Day hiccup, it's now stronger than ever.

TRULY CUSTOMER FOCUSED

What's the secret to JetBlue's success? Quite simply, it's an obses-
sion with making sure that every customer experience lives up to
the company slogan, “Happy Jetting.” Lots of companies say they
focus on customers. But at JetBlue, customer well-being is in-
grained in the culture.

From the beginning, JetBlue set out to provide features that
would delight customers. For example, most air travelers expect
to be squashed when flying coach. But JetBlue has configured
its seats with three more inches of legroom than the average air-
line seat. That may not sound like much. But those three inches
allow six-foot three-inch Arianne Cohen, author of The Tall
Book: A Celebration of Life from on High, to stretch out and
even cross her legs. If that's not enough, for as little as $10 per
flight, travelers can reserve one of JetBlue's “Even More
Legroom” seats, which offer even more space and a flatter re-
cline position. Add the fact that every JetBlue seat is well padded
and covered in leather, and you already have an air travel expe-
rience that rivals first-class accommodations (something JetBlue
doesn't offer).

Food and beverage is another perk that JetBlue customers en-
joy. The airline doesn’t serve meals, but it offers the best selection
of free beverages and snacks to be found at 30,000 feet. In addi-
tion to the standard soft drinks, juices, and salty snacks, JetBlue
flyers enjoy Terra Blues chips, Immaculate Baking’s Chocobillys
cookies, and Dunkin’ Donuts coffee. But it isn't just the selection;
it's the fact that customers don't feel like they have to beg for a
nibble. One customer describes snacking on JetBlue as an “open
bar for snacks. They are constantly walking around offering it. |
never feel thirsty. | never feel hungry. It's not ‘Here, have a little
sip,” and ‘Good-bye, that's all you get."”

Airlines often can’t control flight delays, especially at busy air-
ports like JFK. So JetBlue wants to be sure that customers will be
entertained even in the event of a delay. That's why every seat has
its own LCD entertainment system. Customers can watch any of
36 channels on DirectTV or listen to 100+ channels on Sirius XM
Radio, free of charge. If that isn't enough, six bucks will buy a
movie or your favorite television show. JetBlue rounds out the
amenities with free Wi-Fi in terminals and free sending and receiv-
ing of e-mails and instant messages in the air.

Even JetBlue's main terminal, the new state-of-the-art -5 terminal
at JFK, is not the usual airline experience. With more security lanes
than any terminal in the country, travelers scurry right through. High
end dining (tapas, lobster tempura, and Kobe sliders, just to name a
few options) can be found among the terminal’s 22 restaurants. And
its 25 retail stores are characteristic of the latest mall offerings. A chil-
dren’s play zone, comfortable lounge areas, work spaces, and piped
in music from Sirius XM Radio make travelers hesitant to leave.
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MORE THAN AMENITIES
Although the tangible amenities that JetBlue offers are likely to de-
light most travelers, CEO David Barger recognizes that these things
are not nearly enough to provide a sustainable competitive advan-
tage. “The hard product—airplanes, leather seats, satellite TVs,
bricks and mortar—as long as you have a checkbook, they can be
replicated,” Barger tells a group of new hires in training. “It's the
culture that can't be replicated. It's how we treat each other. Do we
trust each other? Can we push back on each other? The human side
of the equation is the most important part of what we're doing.”
It's that culture that gives JetBlue customer service unlike that of
any other airline. Taking care of customers starts as early as a cus-
tomer's first encounter with a JetBlue call center. Many callers feel
like they are talking to the lady next door. That's because, in all like-
lihood, they are. JetBlue’s founder pioneered a reservation system
that employs part-time reps working from home. Mary Diriffill is one
of 700 at-home reservations agents in Salt Lake City alone. She logs
on to her computer and receives calls in her four-year-old daughter’s
bedroom, under the watchful eye of Raggedy Ann, Potbelly Bear,
and Chewy, the family Pomeranian-Chihuahua mix. “It’s the best
job I've ever had,” says Driffill. “Every day | talk to people who love
the company as much as | do. That reminds me I'm part of this.”
JetBlue employees are well acquainted with the company’s core
values: safety, integrity, caring, passion, and fun. If that sounds like
an awful lot of warm fuzzies, it's intentional. But JetBlue hires the
types of employees that fit these values. The values then provide the
basis for what Robin Hayes, JetBlue's chief commercial officer, calls
the company’s S.0.C.ILA.L. currency program. In JetBlue's words:

Standing for something. JetBlue was formed with the idea of
bringing humanity back to travel, and our engagement with our
customers is central to that mission.

Operationalizing the brand. Whether it be in the airport, on the
planes, on the phones, or online, the connection with our cus-
tomers is a key factor in how we do business.

Conversing with customers, broadly. To be properly in touch with
the community, it requires the ability to understand and react to
the collective conversation that occurs.

Involving, immersing employees. Social media involvement re-
quires understanding and involvement from all aspects and de-
partments of the company.

Advocating the brand. For JetBlue, we understand the ability to
market to a social community is dependent on our customers’ will-
ingness to hear and spread those marketing messages.

Listening. Waiving the carry-on bike fee . . . shows we quickly
identify and adapt new policies based on feedback we receive
through social media channels. It demonstrates our ability to lis-
ten and react holistically.

WHEN YOU LOVE YOUR CUSTOMERS,
THEY LOVE YOU BACK
Customers who spread positive word-of-mouth are called many
names—true friends, angels, apostles, evangelists. The religious
overtones of such labels come from the idea that loyal customers
are like true believers who share the good word like a missionary
would. JetBlue has an unusually high ratio of such customers.
Most airline customers are loyal because they have frequent flyer
points. If not for those points, most couldn’t care less with whom
they fly. For most, flying is a generally unpleasant experience re-
gardless of who operates the plane.

However, JetBlue customers are so enthralled with what the air-
line has to offer that they look forward to flying. And they want to
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keep in touch with the brand even when they aren't flying. JetBlue
has 1.1 million followers on Twitter, more than any other company
except Whole Foods Market and Zappos.com, two other customer
service legends. Twitter even features JetBlue as a case study on smart
corporate twittering. More broadly, by the metric of social currency (a
fancy term for networks of customers spreading by word of mouth),
JetBlue is the strongest U.S. brand, outperforming even Apple.

JetBlue's strong word of mouth has been fueled by the com-
pany’s ability to delight customers.

People love to talk about JetBlue because the experience is
so unexpected. Most airline travel has a particular pattern:
small seats, bad entertainment, and little (if any) food. Jet-
Blue breaks this pattern. Leather seats, your own entertain-
ment system with dozens of channels, and at least some
choice of food. People can't stop talking about the experi-
ence because they have to express their surprise, especially
given the “value” price. They are so used to airline travel be-
ing poor, late, or uncomfortable these days that cases
where a company seems to care and provide good service
seems noteworthy. Satisfaction itself is unexpected.

In ten short years, JetBlue has proven that an airline can deliver
low fares, excellent service, and steady profits. It has shown that
even in the airline business, a powerful brand can be built. Few
other airlines have been able to write this story. If you're thinking
Southwest Airlines, you'd be on target. In fact, JetBlue's founders
modeled the airline after Southwest. JetBlue has often been called,
“the Southwest of the Northeast.” JetBlue’s onboard crews even
greet customers onboard with jokes, songs, and humorous versions
of the safety routine, something Southwest has been known for
since the 1970s. But where Southwest has made customers happy
with no frills, JetBlue is arguably doing it all, including the frills.

Until last year, Southwest and JetBlue steered clear of each other.
But then both airlines added a Boston-Baltimore route. Boston is a
JetBlue stronghold; Baltimore is Southwest’s biggest market. But
with JetBlue's younger workforce and newer, more fuel-efficient
planes, its cost per available seat mile is 8.88 cents, whereas it's
9.76 cents for Southwest. That has allowed JetBlue to do something
that no other airline has done to Southwest; undercut it on price with
$39 tickets that are $20 cheaper than Southwest's lowest fare. It's
not clear yet how the battle of the low-fare, high-service airlines will
play out. But it may well turn out that as JetBlue and Southwest cross
paths on more routes, the losers will be the other airlines.

Questions for Discussion

1. Give examples of needs, wants, and demands that JetBlue
customers demonstrate, differentiating these three concepts.
What are the implications of each for JetBlue's practices?

2. Describe in detail all the facets of JetBlue's product. What is
being exchanged in a JetBlue transaction?

3. Which of the five marketing management concepts best
applies to JetBlue?

4. What value does JetBlue create for its customers?

5. Is JetBlue likely to continue being successful in building
customer relationships? Why or why not?

Sources: Stuart Elliott, “JetBlue Asks Its Fliers to Keep Spreading the Word,”
New York Times, May 10, 2010, p. B7; Marc Gunther, “Nothing Blue about
JetBlue,” Fortune, September 14, 2009, p. 114; Chuck Salter, “Calling Jet-
Blue,” Fast Company, May 1, 2004, accessed at www.fastcompany.com/
magazine/82/jetblue_agents.html; Kevin Randall, “Red, Hot, and Blue: The
Hottest American Brand Is Not Apple,” Fast Company, June 3, 2010, accessed
at www.fastcompany.com/1656066/apple-jetblue-social-currency-twitter.
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In the first chapter, we ex-

Chapter PreVleW plored the marketing process,

the process by which companies create value for consumers in order to
capture value from them in return. In this chapter, we dig deeper into
steps two and three of that process: designing customer-driven mar-
keting strategies and constructing marketing programs. First, we look
at the organization’s overall strategic planning, which guides market-
ing strategy and planning. Next, we discuss how, guided by the strate-
gic plan, marketers partner closely with others inside and outside the
firm to create value for customers. We then examine marketing strat-

Company and Marketing

Strategy

Partnering to Build
Customer Relationships

egy and planning—how marketers choose target markets, position
their market offerings, develop a marketing mix, and manage their
marketing programs. Finally, we look at the important step of measur-
ing and managing return on marketing investment (marketing ROI).

Let's begin by looking at Nike. Over the past several decades, Nike
has built the Nike swoosh into one of the world’s best-known brand
symbols. Nike’s outstanding success results from much more than just
making and selling good sports gear. It's based on a customer-focused
mission and strategy through which Nike creates valued brand experi-
ences and deep brand community with its customers.

Nike’s Mission: Creating Valued Brand Experiences and Deep Brand Community

he Nike swoosh—it’s everywhere! Just for fun, try count-

ing the number of swooshes whenever you pick up the

sports pages, watch a pickup basketball game, or tune

into a televised golf match. Through innovative market-
ing, Nike has built the ever-present swoosh into one of the best-
known brand symbols on the planet.

Some 47 years ago, when young CPA Phil Knight and col-
lege track coach Bill Bowerman cofounded the company, Nike
was a brash, young upstart in the athletic footwear industry. In
1964, the pair chipped in $500 apiece to start Blue Ribbon Sports.
In 1970, Bowerman cooked up a new sneaker tread by stuffing a
piece of rubber into his wife’s waffle iron. The Waffle Trainer
quickly became the nation’s best-selling training shoe. In 1972,
the company introduced its first Nike brand shoe, named after
the Greek goddess of victory. And, in 1978, the company
changed its name to Nike. By 1979, Nike had sprinted ahead of
the competition, owning 50 percent of the U.S. running shoe
market.

In the 1980s, Nike revolutionized sports marketing. To build
its brand image and market share, Nike lavishly outspent its com-
petitors on big-name endorsements, splashy promotional events,
and big-budget, in-your-face “Just Do It” ads. Nike gave cus-
tomers much more than just good athletic gear. Whereas competi-
tors stressed technical performance, Nike built customer
relationships. Beyond shoes, apparel, and equipment, Nike mar-
keted a way of life, a genuine passion for sports, a just-do-it atti-
tude. Customers didn’tjust wear their Nikes, they experienced them.
As the company stated on its Web page, “Nike has always known
the truth—it’s not so much the shoes but where they take you.”

Nike powered its way through the early 1990s, moving ag-
gressively into a dozen new sports, including baseball, golf,
skateboarding, wall climbing, bicycling, and hiking. The still-
brash young company slapped its familiar swoosh logo on
everything from sunglasses and soccer balls to batting gloves
and golf clubs. It seemed that things couldn’tbe going any better.

In the late 1990s, however, Nike stumbled, and its sales
slipped. As the company grew larger, its creative juices seemed to
run a bit dry. Its ads began to look like just more of the same, and
its ho-hum new sneaker designs collected dust on retailer shelves’
as buyers seeking a new look switched to competing brands.
Looking back, Nike’s biggest obstacle may have been its own in-
credible success. As sales approached the $10 billion mark, the
swoosh may have become too common to be cool. Instead of be-
ing antiestablishment, Nike was the establishment, and its hip,
once-hot relationship with customers cooled. Nike needed to
rekindle its meaning to its customers.

To turn things around, Nike returned to its roots: new-product
innovation and a focus on customer relationships. Its newly
minted mission: Nike wants “to bring inspiration and innova-
tion to every athlete* in the world (*if you have a body, you are
an athlete.)” With its deep pockets, as in the past, Nike can out-
spend most competitors on marketing by a wide margin. But
this time around, the sports marketer set out to create a new kind
of customer relationship—a deeper, more involving one. Now,
Nike no longer just talks at its customers through media ads and
celebrity endorsers. Instead, it uses cutting-edge marketing tools
to interact with customers to build brand experiences and deep
brand community.
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Nike still invests hundreds of mil-
lions of dollars each year on creative
advertising. However, it now spends
less than one-third of its $593 million
annual promotion budget on television
and other traditional media, down
from 55 percent 10 years ago. These
days, behind the bright lights, Nike
has developed a host of innovative
new relationship-building approaches.

Using community-oriented, digi-
tally led, social-networking tools, Nike
is now building communities of cus-
tomers who talk not just with the com-
pany about the brand but with each
other. “Nike’s latest masterstroke is so-
cial networking, online and off,” says
one Nike watcher. Whether customers
come to know Nike through ads, in-
person events at a Niketown store, a
local Nike running club, or at a one of
the company’s many community Web
sites, more and more people are
bonding closely with the Nike brand

experience. Consider this example:

Twice a week, 30 or more people gather at a Nike store in
Portland, Oregon, and go for an evening run. Afterward,
the members of the Niketown running club chat in the store
over refreshments. Nike’s staff keeps track of their per-
formances and hails members who have logged more than
100 miles. The event is a classic example of up-close-and-
personal relationship building with core customers.

Nike augments such events with an online social net-
work aimed at striking up meaningful and long-term interac-
tions with even more runners. The Nike+ running Web site
lets customers with iPod-linked Nike shoes monitor their
performances—the distance, pace, time, and calories burned
during their runs. Runners can upload and track their own per-
formances over time, compare them with those of other run-
ners, and even participate in local or worldwide challenges.

Talk about brand involvement. Nike+ can be the next
best thing to your own personal trainer or jogging buddy. The
Nike+ Web site offers a “Nike Coach” that provides advice
and training routines to help you prepare for competitive
races. When running, if you have earphones, at the end of
every mile a friendly voice tells you how far you’ve gone and
then counts down the final meters. If you hit the wall while
running, the push of a button brings up a personally selected
“power song” that gives you an extra boost and gets you go-
ing again. Back home again, after a quick upload of your run-
ning data, Nike+ charts and helps you analyze your run.

In four years, two million Nike+ members have logged
more than 233 million miles
on the site. Collectively,
the Nike+ community has
run the equivalent of 9,400
trips around the world or
490 journeys to the moon
and back. Last October, a
million runners competed

Nike's customer-focused mission and strategy have
helped Nike to build strong customer relationships and
a deep sense of brand community. As a result, while

other sports gear companies are gasping for breath,
Nike is sprinting ahead.

Nike creates deep
brand community
with its customers.
For example, the
Nike+ running
system can be the
next best thing to
your own personal
trainer or jogging

Thanks to efforts like Nike+, Nike has  buddy.
built a new kinship and sense of commu-
nity with and between its customers. More than just something
to buy, Nike products have once again become a part of cus-
tomers’ lives and times. As a result, the world’s largest sports-
wear company is once again achieving outstanding results. Over
the past five years, Nike’s global sales and profits have surged
nearly 40 percent. In the past three years, Nike’s share of the U.S.
running shoe market has grown from 48 percent to 61 percent. In
2008 and 2009, as the faltering economy had most sports apparel
and footwear competitors gasping for breath, Nike raced ahead.
It’s global sales grew 14 and 3 percent, respectively. In troubled
2010, despite flat sales, Nike’s profits shot ahead 28 percent. By
contrast, at largest rival Adidas, sales fell 7 percent, and profits
dropped by 68 percent.

In fact, Nike views uncertain economic times as “an incredible
opportunity” to take advantage of its strong brand. As in sports
competition, the strongest and best-prepared athlete has the best
chance of winning. With deep
customer relationships comes
a powerful competitive advan-
tage. And Nike is once again
very close to its customers. As
one writer notes, “Nike is blur-
ring the line between brand
and experience.”*

virtually in the second annual global
“Human Race” 10K, posting their
times on Nike+, comparing them-
selves with runners worldwide, and
seeing how their cities or countries
performed. The long-term goal is to
have 15 percent of the world’s 100 mil-
lion runners using the system.



Objective OUTLINE

Objective 1 Explain company-wide strategic planning and its four steps.

Objective 2

Objective 3

(45-47)

Objective 4

Objective 5

Company-Wide Strategic Planning: Defining Marketing’s Role (38-40)

Discuss how to design business portfolios and develop growth strategies.

Designing the Business Portfolio (40-45)

Explain marketing'’s role in strategic planning and how marketing works with its partners
to create and deliver customer value.

Planning Marketing: Partnering to Build Customer Relationships

Describe the elements of a customer-driven marketing strategy and mix and the forces
that influence it.

Marketing Strategy and the Marketing Mix (4s-53)

List the marketing management functions, including the elements of a marketing plan,
and discuss the importance of measuring and managing return on marketing investment.

Managing the Marketing Effort (53-57)
Measuring and Managing Return on Marketing Investment (57-58)

Author | Company-wide strategic
Comment | planning guides
marketing strategy and planning. Like
marketing strategy, the company’s
broad strategy must also be customer
focused.

Strategic planning

The process of developing and
maintaining a strategic fit between the
organization’s goals and capabilities and
its changing marketing opportunities.

lee Nike, outstanding marketing organizations employ strongly customer-
driven marketing strategies and programs that create customer value and relationships.
These marketing strategies and programs, however, are guided by broader company-wide
strategic plans, which must also be customer focused. Thus, to understand the role of mar-
keting, we must first understand the organization’s overall strategic planning process.

Company-Wide Strategic Planning:
Defining Marketing’s Role (p 35-4s)

Each company must find the game plan for long-run survival and growth that makes the
most sense given its specific situation, opportunities, objectives, and resources. This is the
focus of strategic planning—the process of developing and maintaining a strategic fit be-
tween the organization’s goals and capabilities and its changing marketing opportunities.

Strategic planning sets the stage for the rest of planning in the firm. Companies usually
prepare annual plans, long-range plans, and strategic plans. The annual and long-range
plans deal with the company’s current businesses and how to keep them going. In contrast,
the strategic plan involves adapting the firm to take advantage of opportunities in its con-
stantly changing environment.

At the corporate level, the company starts the strategic planning process by defining its
overall purpose and mission (see @ Figure 2.1). This mission is then turned into detailed
supporting objectives that guide the entire company. Next, headquarters decides what port-
folio of businesses and products is best for the company and how much support to give
each one. In turn, each business and product develops detailed marketing and other depart-
mental plans that support the company-wide plan. Thus, marketing planning occurs at the
business-unit, product, and market levels. It supports company strategic planning with
more detailed plans for specific marketing opportunities.
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Like the marketing strategy,

Business unit, product,

broad company strategy

must be customer focused. ™~ Defining
the company

mission

Corporate level and market level
Setting company Designing Planning marketing
9 objectives » the business : and other functional
and goals portfolio : strategies

@ FIGURE | 2.1
Steps in Strategic Planning

Mission statement

A statement of the organization’s
purpose—what it wants to accomplish in
the larger environment.

Company-wide strategic planning guides
marketing strategy and planning.

Defining a Market-Oriented Mission

An organization exists to accomplish something, and this purpose should be clearly stated.
Forging a sound mission begins with the following questions: What is our business? Who is
the customer? What do consumers value? What should our business be? These simple-sounding
questions are among the most difficult the company will ever have to answer. Successful
companies continuously raise these questions and answer them carefully and completely.

Many organizations develop formal mission statements that answer these questions. A
mission statement is a statement of the organization’s purpose—what it wants to accom-
plish in the larger environment. A clear mission statement acts as an “invisible hand” that
guides people in the organization.

Some companies define their missions myopically in product or technology terms
(“We make and sell furniture” or “We are a chemical-processing firm”). But mission state-
ments should be market oriented and defined in terms of satisfying basic customer needs.
Products and technologies eventually become outdated, but basic market needs may last
forever. Under Armour’s mission isn’t just to make performance sports apparel; it's “to
make all athletes better through passion, science, and the relentless pursuit of innovation.”
Likewise, Chipotle’s mission isn’t to sell burritos. Instead, the restaurant promises “Food
with Integrity,” highlighting its commitment to the immediate and long-term welfare of
customers and the environment. Chipotle’s serves only the very best natural, sustainable,
local ingredients raised “with respect for the animals, the environment, and the farmers.”
@ Table 2.1 provides several other examples of product-oriented versus market-oriented
business definitions.?

® TABLE | 2.1 Market-Oriented Business Definitions

Company Product-Oriented Definition Market-Oriented Definition

Charles Schwab We are a brokerage firm. We are the guardian of our customers’ financial dreams.

Hulu We are an online video service. We help people find and enjoy the world’s premium video content
when, where, and how they want it—all for free.

General Mills We make consumer food products. We nourish lives by making them healthier, easier, and richer.

Home Depot We sell tools and home repair and We empower consumers to achieve the homes of their dreams.

improvement items.

Nike We sell athletic shoes and apparel. We bring inspiration and innovation to every athlete* in the world.
(*If you have a body, you are an athlete.)

Revlon We make cosmetics. We sell lifestyle and self-expression; success and status; memories,
hopes, and dreams.

Ritz-Carlton We rent rooms. We create the Ritz-Carlton experience—one that enlivens the senses,

Hotels & Resorts

instills well-being, and fulfills even the unexpressed wishes and needs
of our guests.

Walmart We run discount stores. We deliver low prices every day and give ordinary folks the chance to

buy the same things as rich people. “Save Money. Live Better.”
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Business portfolio
The collection of businesses and products
that make up the company.

Mission statements should be meaningful and specific yet motivating. They should em-
phasize the company’s strengths in the marketplace. Too often, mission statements are writ-
ten for public relations purposes and lack specific, workable guidelines. Says marketing
consultant Jack Welch:?

Few leaders actually get the point of forging a mission with real grit and meaning,.
[Mission statements] have largely devolved into fat-headed jargon. Almost no one can
figure out what they mean. [So companies] sort of ignore them or gussy up a vague
package deal along the lines of: “our mission is to be the best fill-in-the-blank company
in our industry.” [Instead, Welch advises, CEOs should] make a choice about how your
company will win. Don’t mince words! Remember Nike’s old mission, “Crush
Reebok”? That’s directionally correct. And Google’s mission statement isn’t something
namby-pamby like “To be the world’s best search engine.” It's “To organize the
world’s information and make it universally accessible and useful.” That’s simultane-
ously inspirational, achievable, and completely graspable.

Finally, a company’s mission should not be stated as making more sales or profits; prof-
its are only a reward for creating value for customers. Instead, the mission should focus on
customers and the customer experience the company seeks to create. Thus, McDonald’s mis-
sion isn’t “to be the world’s best and most profitable quick-service restaurant”; it’s “to be our
customers’ favorite place and way to eat.” If McDonald’s accomplishes this customer-
focused mission, profits will follow (see Real Marketing 2.1).

Setting Company Objectives and Goals

The company needs to turn its mission into detailed supporting objectives for each level of
management. Each manager should have objectives and be responsible for reaching them. For
example, Kohler makes and markets familiar kitchen and bathroom fixtures—everything
from bathtubs and toilets to kitchen sinks. But Kohler also offers a breadth of other products
and services, including furniture, tile and stone, and even small engines and backup power
systems. It also owns resorts and spas in the United States and Scotland. Kohler ties this
diverse product portfolio together under the mission of “contributing to a higher level of
gracious living for those who are touched by our products and services.”

This broad mission leads to a hierarchy of objectives, including business objectives and
marketing objectives. Kohler’s overall objective is to build profitable customer relationships
by developing efficient yet beautiful products that embrace the “essence of gracious living”
mission. It does this by investing heavily in research and design. Research is expensive and
must be funded through improved profit, so improving profits becomes another major ob-
jective for Kohler. Profits can be improved by increasing sales or reducing costs. Sales can
be increased by improving the company’s share of domestic and international markets.
These goals then become the company’s current marketing objectives.

Marketing strategies and programs must be developed to support these marketing ob-
jectives. To increase its market share, Kohler might increase its products’ availability and
promotion in existing markets and expand into new markets. For example, Kohler is boost-
ing production capacity in India and China to better serve the Asian market.*

These are Kohler’s broad marketing strategies. Each broad marketing strategy must
then be defined in greater detail. For example, increasing the product’s promotion may re-
quire more salespeople, advertising, and public relations efforts; if so, both requirements
will need to be spelled out. In this way, the firm’s mission is translated into a set of objec-
tives for the current period.

Designing the Business Portfolio

Guided by the company’s mission statement and objectives, management now must plan
its business portfolio—the collection of businesses and products that make up the com-
pany. The best business portfolio is the one that best fits the company’s strengths and weak-
nesses to opportunities in the environment. Business portfolio planning involves two steps.
First, the company must analyze its current business portfolio and determine which busi-
nesses should receive more, less, or no investment. Second, it must shape the future portfo-
lio by developing strategies for growth and downsizing.
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Real Marketing 2]

McDonald’s: On a Customer-Focused Mission

More than half a century ago, Ray Kroc, a
52-year-old salesman of milk-shake-mixing
machines, set out on a mission to transform
the way Americans eat. In 1955, Kroc discov-
ered a string of seven restaurants owned by
Richard and Maurice McDonald. He saw the
McDonald brothers’ fast-food concept as a
perfect fit for America’s increasingly on-the-
go, time-squeezed, family-oriented lifestyles.
Kroc bought the small chain for $2.7 million,
and the rest is history.

From the start, Kroc preached a motto of
QSCV—quality, service, cleanliness, and value.
These goals became mainstays in McDonald’s
customer-focused mission statement. Apply-
ing these values, the company perfected the
fast-food concept—delivering convenient,
good-quality food at affordable prices.

McDonald’s grew quickly to become the
world’s largest fast-feeder. The fast-food gi-
ant’s more than 32,000 restaurants worldwide
now serve 60 million customers each day, rack-
ing up system-wide sales of more than $79 bil-
lion annually. The Golden Arches are one of
the world’s most familiar symbols, and other
than Santa Claus, no character in the world is
more recognizable than Ronald McDonald.

In the mid-1990s, however, McDonald's
fortunes began to turn. The company appeared
to fall out of touch with both its mission and its
customers. Americans were looking for fresher,
better-tasting food and more contemporary at-
mospheres. They were also seeking healthier
eating options. In a new age of health-conscious
consumers and $5 lattes at Starbucks,
McDonald’s seemed a bit out of step with the
times. One analyst sums it up this way:

McDonald’s was struggling to find its identity
amid a flurry of new competitors and changing
consumer tastes. The company careened from
one failed idea to another. It tried to keep pace
by offering pizza, toasted deli sandwiches, and
the Arch Deluxe, a heavily advertised new burger
that flopped. It bought into nonburger franchises
like Chipotle and Boston Market. It also tinkered
with its menu, no longer toasting the buns,
switching pickles, and changing the special sauce
on Big Macs. None of these things worked. All
the while, McDonald’s continued opening new
restaurants at a ferocious pace, as many as 2,000

per year. The new stores helped sales, but cus-
tomer service and cleanliness declined because
the company couldn't hire and train good work-
ers fast enough. Meanwhile, McDonald’s in-
creasingly became a target for animal-rights
activists, environmentalists, and nutritionists,
who accused the chain of contributing to the na-
tion's obesity epidemic with “super size” French
fries and sodas as well as Happy Meals that lure
kids with the reward of free toys.

Although McDonald’s remained the
world’s most visited fast-food chain, the once-
shiny Golden Arches lost some of their luster.
Sales growth slumped, and its market share fell
by more than 3 percent be-
tween 1997 and 2003. In
2002, the company posted its
first-ever quarterly loss. In the
face of changing customer
value expectations, the com-
pany had lost sight of its fun-
damental value proposition.
"We got distracted from the
most important thing: hot,
high-quality food at a great
value at the speed and con-
venience of McDonald’s,” says
current CEO Jim Skinner. The
company and its mission
needed to adapt.

In early 2003, a troubled
McDonald’s announced a turn-
around plan—what it now calls
its “Plan to Win.” At the heart
of this plan was a new mission
statement that refocused the
company on its customers. Ac-
cording to the analyst:

The company’s mission was
changed from “being the
world’s  best quick-service
restaurant” to “being our
customers’ favorite place and
way to eat.” The Plan to Win
lays out where McDonald's
wants to be and how it plans
to get there, all centered on
five basics of an exceptional
customer experience: people,

products, place, price, and promotion. While
the five Ps smack of corny corporate speak,
company officials maintain that they have pro-
foundly changed McDonald’s direction and pri-
orities. The plan, and the seemingly simple shift
in mission, forced McDonald’s and its employ-
ees to focus on quality, service, and the restau-
rant experience rather than simply providing the
cheapest, most convenient option to cus-
tomers. The Plan to Win—which barely fits on a
single sheet of paper—is now treated as sacred
inside the company.

Under the Plan to Win, McDonald's got
back to the basic business of taking care of
customers. The goal was to get “better, not
just bigger.” The company halted rapid expan-
sion and instead poured money back into
improving the food, the service, the atmo-
sphere, and marketing at existing outlets.
McDonald’s redecorated its restaurants with
clean, simple, more-modern interiors and

McDonald’s new mission—"being our customers’ favorite
place and way to eat”—coupled with its Plan to Win, got
the company back to the basics of creating exceptional
customer experiences.

Continued on next page
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amenities such as live plants, wireless Internet
access, and flat-screen TVs showing cable
news. Play areas in some new restaurants now
feature video games and even stationary bicy-
cles with video screens. To make the customer
experience more convenient, McDonald’s
stores now open earlier to extend breakfast
hours and stay open longer to serve late-night
diners—more than one-third of McDonald’s
restaurants are now open 24 hours a day.

A reworked menu, crafted by Chef Daniel
Coudreaut, a Culinary Institute of America
graduate and former chef at the Four Seasons
in Dallas, now provides more choice and vari-

it"—that underscores the important interplay
between eating right and staying active.
McDonald’s rediscovered dedication to cus-
tomer value sparked a remarkable turnaround.
Since announcing its Plan to Win, McDonald’s
sales have increased by more than 50 percent,
and profits have more than quadrupled. In 2008,
when the stock market lost one-third of its
value—the worst loss since the Great Depres-
sion—McDonald’s stock gained nearly 6 percent,
making it one of only two companies in the Dow
Jones Industrial Average whose share price rose
during that year (the other was Walmart).
Through 2010, as the economy and the restau-

McDonald’s outperformed its competitors by a
notable margin. Despite the tough times,
McDonald’s achieved a lofty 15.5 percent three-
year compound annual total return to investors
versus the S&P 500 average of —5.6 percent.

Thus, McDonald’s now appears to have
the right mission for the times. Now, once
again, when you think McDonald’s, you think
value—whether it’s a college student buying a
sandwich for a buck or a working mother at the
drive-through grabbing a breakfast latte that's
a dollar cheaper than Starbucks. And that has
customers and the company alike humming
the chain’s catchy jingle, “i'm lovin it.”

ety, including healthier options, such as rantindustry as a whole continued to struggle,
Chicken McNuggets made with white meat, a
line of Snack Wraps, low-fat “milk jugs,” apple
slices, Premium Salads, and the Angus burger.
Within only a year of introducing its Premium
Salads, McDonald’s became the world’s largest
salad seller. The company also launched a ma-
jor multifaceted education campaign—themed
“it's what i eat and what i do . . . i'm lovin’

Sources: Extracts based on information found in Andrew Martin, “At McDonald's, the Happiest Meal Is Hot
Profits,” New York Times, January 11, 2009; Jeremy Adamy, “McDonald’s Seeks Ways to Keep Sizzling,” Wall Street
Journal, March 10, 2009, p. A1; and John Cloud, “McDonald’s Has a Chef?” Time, February 22, 2010, pp. 88-91.
Financial and other information and facts from www.aboutmcdonalds.com/mcd/media_center.html/invest.html,
accessed October 2010.

Analyzing the Current Business Portfolio

The major activity in strategic planning is business portfolio analysis, whereby manage-
ment evaluates the products and businesses that make up the company. The company will
want to put strong resources into its more profitable businesses and phase down or drop its
weaker ones.

Portfolio analysis

The process by which management
evaluates the products and businesses
that make up the company.

Management'’s first step is to identify the key businesses that make up the company,
called strategic business units (SBUs). An SBU can be a company division, a product line
within a division, or sometimes a single product or brand. The company next assesses the
attractiveness of its various SBUs and decides how much support each deserves. When de-
signing a business portfolio, it’s a good idea to add and support products and businesses
that fit closely with the firm’s core philosophy and competencies.

The purpose of strategic planning is to find ways in which the company can best use its
strengths to take advantage of attractive opportunities in the environment. So most stan-
dard portfolio analysis methods evaluate SBUs on two important dimensions: the attractive-
ness of the SBU’s market or industry and the strength of the SBU’s position in that market
or industry. The best-known portfolio-planning method was developed by the Boston Con-
sulting Group, a leading management consulting firm.

The Boston Consulting Group Approach. Using the now-classic Boston Consulting
Group (BCG) approach, a company classifies all its SBUs according to the growth-share
matrix, as shown in @ Figure 2.2. On the vertical axis, market growth rate provides a mea-
sure of market attractiveness. On the horizontal axis, relative market share serves as a measure
of company strength in the market. The growth-share matrix defines four types of SBUs:

Growth-share matrix

A portfolio-planning method that evaluates
a company’s SBUs in terms of its market
growth rate and relative market share.

1. Stars. Stars are high-growth, high-share businesses or products. They often need heavy
investments to finance their rapid growth. Eventually their growth will slow down, and
they will turn into cash cows.

2. Cash Cows. Cash cows are low-growth, high-share businesses or products. These estab-
lished and successful SBUs need less investment to hold their market share. Thus, they
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@ FIGURE | 2.2
The BCG Growth-Share Matrix

Under the classic BCG portfolio planning approach,
the company invests funds from mature, successful
products and businesses (cash cows) to support
promising products and businesses in faster-growing
markets (stars and question marks), hoping to turn
them into future cash cows.
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Star Question mark

High

Market growth rate

: AN

D

Low

The company must decide
how much it will invest in

Cash cow Dog each product or business
(SBU). For each SBU, it must
High Low decide whether to build, hold,

Relative market share harvest, or divest

produce a lot of the cash that the company uses to pay its bills and support other SBUs
that need investment.

3. Question Marks. Question marks are low-share business units in high-growth markets.
They require a lot of cash to hold their share, let alone increase it. Management has to
think hard about which question marks it should try to build into stars and which
should be phased out.

4. Dogs. Dogs are low-growth, low-share businesses and products. They may generate
enough cash to maintain themselves but do not promise to be large sources of cash.

The 10 circles in the growth-share matrix represent the company’s 10 current SBUs. The
company has two stars, two cash cows, three question marks, and three dogs. The areas of
the circles are proportional to the SBU’s dollar sales. This company is in fair shape, although
not in good shape. It wants to invest in the more promising question marks to make them
stars and maintain the stars so that they will become cash cows as their markets mature. For-
tunately, it has two good-sized cash cows. Income from these cash cows will help finance
the company’s question marks, stars, and dogs. The company should take some decisive ac-
tion concerning its dogs and its question marks.

Once it has classified its SBUs, the company must determine what role each will play in
the future. It can pursue one of four strategies for each SBU. It can invest more in the business
unit to build its share. Or it can invest just enough to hold the SBU’s share at the current level.
It can harvest the SBU, milking its short-term cash flow regardless of the long-term effect. Fi-
nally, it can divest the SBU by selling it or phasing it out and using the resources elsewhere.

As time passes, SBUs change their positions in the growth-share matrix. Many SBUs start
out as question marks and move into the star category if they succeed. They later become cash
cows as market growth falls and then finally die off or turn into dogs toward the end of their
life cycle. The company needs to add new products and units continuously so that some of
them will become stars and, eventually, cash cows that will help finance other SBUs.

Problems with Matrix Approaches. The BCG and other formal methods revolutionized
strategic planning. However, such centralized approaches have limitations: They can be dif-
ficult, time-consuming, and costly to implement. Management may find it difficult to define
SBUs and measure market share and growth. In addition, these approaches focus on classi-
fying current businesses but provide little advice for future planning.

Because of such problems, many companies have dropped formal matrix methods in
favor of more customized approaches that better suit their specific situations. Moreover, un-
like former strategic-planning efforts that rested mostly in the hands of senior managers at
company headquarters, today’s strategic planning has been decentralized. Increasingly,
companies are placing responsibility for strategic planning in the hands of cross-functional
teams of divisional managers who are close to their markets.
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For example, consider The Walt Disney Company. @ Most
people think of Disney as theme parks and wholesome family en-
tertainment. But in the mid-1980s, Disney set up a powerful, cen-
tralized strategic planning group to guide its direction and
growth. Over the next two decades, the strategic planning group
turned The Walt Disney Company into a huge and diverse collec-
tion of media and entertainment businesses. The sprawling com-
pany grew to include everything from theme resorts and film
studios (Walt Disney Pictures, Touchstone Pictures, Hollywood
Pictures, and others) to media networks (ABC plus Disney Chan-
nel, ESPN, A&E, History Channel, and a half dozen others) to con-
sumer products and a cruise line.

The newly transformed company proved hard to manage and
performed unevenly. To improve performance, Disney disbanded
the centralized strategic planning unit, decentralizing its functions
to Disney division managers. As a result, Disney reclaimed its po-
sition at the head of the world’s media conglomerates. And despite
recently facing “the weakest economy in our lifetime,” Disney’s
sound strategic management of its broad mix of businesses has
helped it fare better than rival media companies.®

Developing Strategies for Growth
and Downsizing

Beyond evaluating current businesses, designing the business
portfolio involves finding businesses and products the company
should consider in the future. Companies need growth if they are

to compete more effectively, satisfy their stakeholders, and at-
@ Managing the business portfolio: Most people think of Disney tract top talent. At the same time, a firm must be careful not to
as theme parks and wholesome family entertainment, but over
the past two decades, it's become a sprawling collection of media
and entertainment businesses that requires big doses of the
famed “Disney Magic” to manage. Marketing has the main responsibility for achieving prof-

itable growth for the company. Marketing needs to identify, eval-

make growth itself an objective. The company’s objective must
be to manage “profitable growth.”

uate, and select market opportunities and establish strategies for capturing them. One

Product/market expansion grid useful device for identifying growth opportunities is the product/market expansion
A portfolio-planning tool for identifying grid, shown in @ Figure 2.3.” We apply it here to performance sports apparel maker Un-
company growth opportunities through der Armour. Only 14 years ago, Under Armour introduced its innovative line of comfy,

market penetration, market development,

TR moisture-wicking shirts and shorts. Since then, it has grown rapidly in its performance-wear
product development, or diversification.

niche. Over just the past three years, even as retail sales slumped across the board in the

Market penetration down economy, Under Armour’s sales more than doubled, and profits grew 22 percent.

Company growth by increasing sales of Looking forward, the company must look for new ways to keep growing.®

current products to current market First, Under Armour might consider whether the company can achieve deeper market
segments without changing the product. penetration—making more sales without changing its original product. It can spur growth
@ FIGURE | 2.3 Existing New
The Product/Market products Bigducts
Expansion Grid Existing Market Product
markets penetration development Through diversification, companies can

- ~ v grow by starting up or buying businesses

Companies can grow by better penetrating outside their current product/ma_rkets‘ For

current markets with current products. For New Market Diversification 4 example, Under Armour can begin making

example, Under Armour offers an ever- markets development and marketing fitness equipment. But it must

increasing range of styles and colors, has be careful not to overextend its positioning.

boosted its promotion spending, and
recently added new direct distribution
channels—its own retail stores, Web site,
and toll-free call center.
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@ Growth: Under Armour has grown at a blistering rate under its

multipronged growth strategy.

Market development

Company growth by identifying and
developing new market segments for
current company products.

Product development
Company growth by offering modified or

new products to current market segments.

Diversification

Company growth through starting up or
acquiring businesses outside the
company’s current products and markets.

Vs

Comment | create superior customer
value. Under the company-wide
strategic plan, marketers must work
closely with other departments to form
an effective internal company value
chain and with other companies in the
marketing system to create an overall
external value delivery network that
jointly serves customers.
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through marketing mix improvements—adjustments to its
product design, advertising, pricing, and distribution efforts.
For example, Under Armour offers an ever-increasing range of
styles and colors in its original apparel lines. It recently boosted
its promotion spending in an effort to drive home its “perfor-
mance and authenticity” positioning. The company also added
direct-to-consumer distribution channels, including its own re-
tail stores, Web site, and toll-free call center. Direct-to-consumer
sales grew almost 50 percent last year and now account for more
than 15 percent of total revenues.

Second, Under Armour might consider possibilities for
market development—identifying and developing new mar-
kets for its current products. Under Armour could review new
demographic markets. @ For instance, the company recently stepped
up its emphasis on women consumers and predicts that its
women'’s apparel business will someday be larger than its men’s
apparel business. The Under Armour “Athletes Run” advertising
campaign includes a 30-second “women’s only” spot. Under Ar-
mour could also pursue new geographical markets. For example, the
brand has announced its intentions to expand internationally.

Third, Under Armour could consider product develop-
ment—offering modified or new products to current markets. In
2008, in an effort to transform itself from a niche player to a main-
stream brand, Under Armour entered the $19 billion athletic
footwear market with a line of cross-trainer shoes. Last year, it in-
troduced high-performance running shoes. Although this puts
the company into direct competition with sports heavyweights
Nike and Adidas, it also offers promise for big growth.

Finally, Under Armour might consider diversification—
starting up or buying businesses beyond its current products
and markets. For example, it could move into nonperformance
leisurewear or begin making and marketing Under Armour fitness equipment. When diver-
sifying, companies must be careful not to overextend their brands’ positioning.

Companies must not only develop strategies for growing their business portfolios but
also strategies for downsizing them. There are many reasons that a firm might want to aban-
don products or markets. The firm may have grown too fast or entered areas where it lacks
experience. This can occur when a firm enters too many international markets without the
proper research or when a company introduces new products that do not offer superior cus-
tomer value. The market environment might change, making some products or markets less
profitable. For example, in difficult economic times, many firms prune out weaker, less-
profitable products and markets to focus their more limited resources on the strongest ones.
Finally, some products or business units simply age and die.

When a firm finds brands or businesses that are unprofitable or that no longer fit its
overall strategy, it must carefully prune, harvest, or divest them. Weak businesses usually
require a disproportionate amount of management attention. Managers should focus on
promising growth opportunities, not fritter away energy trying to salvage fading ones.

Planning Marketing: Partnering to Build
Customer Relationships pas-7)

The company’s strategic plan establishes what kinds of businesses the company will oper-
ate and its objectives for each. Then, within each business unit, more detailed planning takes
place. The major functional departments in each unit—marketing, finance, accounting, pur-
chasing, operations, information systems, human resources, and others—must work to-
gether to accomplish strategic objectives.
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Value chain

The series of internal departments that
carry out value-creating activities to
design, produce, market, deliver, and
support a firm’s products.

Defining Marketing and the Marketing Process

Marketing plays a key role in the company’s strategic planning in several ways. First,
marketing provides a guiding philosophy—the marketing concept—that suggests that com-
pany strategy should revolve around building profitable relationships with important con-
sumer groups. Second, marketing provides inputs to strategic planners by helping to
identify attractive market opportunities and assessing the firm’s potential to take advan-
tage of them. Finally, within individual business units, marketing designs strategies for
reaching the unit’s objectives. Once the unit’s objectives are set, marketing’s task is to help
carry them out profitably.

Customer value is the key ingredient in the marketer’s formula for success. However,
as we noted in Chapter 1, marketers alone cannot produce superior value for customers. Al-
though marketing plays a leading role, it can be only a partner in attracting, keeping, and
growing customers. In addition to customer relationship management, marketers must also
practice partner relationship management. They must work closely with partners in other com-
pany departments to form an effective internal value chain that serves customers. Moreover,
they must partner effectively with other companies in the marketing system to form a com-
petitively superior external value delivery network. We now take a closer look at the concepts
of a company value chain and a value delivery network.

Partnering with Other Company Departments

Each company department can be thought of as a link in the company’s internal value
chain’® That is, each department carries out value-creating activities to design, produce,
market, deliver, and support the firm’s products. The firm’s success depends not only on
how well each department performs its work but also on how well the various departments
coordinate their activities.

For example, Walmart’s goal is to create customer value and satisfaction by providing
shoppers with the products they want at the lowest possible prices. Marketers at Walmart
play an important role. They learn what customers need and stock the stores” shelves with
the desired products at unbeatable low prices. They prepare advertising and merchandising
programs and assist shoppers with customer service. Through these and other activities,
Walmart’s marketers help deliver value to customers.

However, the marketing department needs help from the company’s other depart-
ments. Walmart’s ability to offer the right products at low prices depends on the purchasing
department’s skill in developing the needed suppliers and buying from them at low cost.
Walmart’s information technology department must provide fast and accurate information
about which products are selling in each store. And its operations people must provide ef-
fective, low-cost merchandise handling.

A company’s value chain is only as strong as its weakest
link. Success depends on how well each department per-
forms its work of adding customer value and on how the com-
pany coordinates the activities of various departments. @ At
Walmart, if purchasing can’t obtain the lowest prices from
suppliers, or if operations can’t distribute merchandise at the
lowest costs, then marketing can’t deliver on its promise of
unbeatable low prices.

Ideally, then, a company’s different functions should
work in harmony to produce value for consumers. But, in
practice, departmental relations are full of conflicts and mis-
understandings. The marketing department takes the con-
sumer’s point of view. But when marketing tries to develop
customer satisfaction, it can cause other departments to do a
poorer job in their terms. Marketing department actions can

increase purchasing costs, disrupt production schedules, in-

@ The value chain: Walmart's ability to help you “Save money. Live
Better.” by offering the right products at lower prices depends on
the contributions of people in every department.

crease inventories, and create budget headaches. Thus, other
departments may resist the marketing department’s efforts.
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Value delivery network

The network made up of the company, its
suppliers, its distributors, and, ultimately,
its customers who partner with each
other to improve the performance of the
entire system.

Yet marketers must find ways to get all departments to “think consumer” and develop
a smoothly functioning value chain. One marketing expert puts it this way: “True market
orientation does not mean becoming marketing-driven; it means that the entire company
obsesses over creating value for the customer and views itself as a bundle of processes that
profitably define, create, communicate, and deliver value to its target customers. . . . Every-
one must do marketing regardless of function or department.”’® Thus, whether you're an ac-
countant, an operations manager, a financial analyst, an IT specialist, or a human resources
manager, you need to understand marketing and your role in creating customer value.

Partnering with Others in the Marketing System

In its quest to create customer value, the firm needs to look beyond its own internal value
chain and into the value chains of its suppliers, distributors, and, ultimately, its customers.
Consider McDonald’s. People do not swarm to McDonald’s only because they love the
chain’s hamburgers. Consumers flock to the McDonald’s system, not only to its food prod-
ucts. Throughout the world, McDonald’s finely tuned value delivery system delivers a high
standard of QSCV—quality, service, cleanliness, and value. McDonald’s is effective only to
the extent that it successfully partners with its franchisees, suppliers, and others to jointly
create “our customers’ favorite place and way to eat.”

More companies today are partnering with other members of the supply chain—suppliers,
distributors, and, ultimately, customers—to improve the performance of the customer
value delivery network. ® For example, cosmetics maker L'Oréal knows the importance
of building close relationships with its extensive network of suppliers, who supply every-

thing from polymers and fats to spray cans and packaging to production

equipment and office supplies:"

PARIiIS

LOREAL

L’Oréal is the world’s largest cosmetics manufacturer, with 25 brands
ranging from Maybelline and Kiehl’s to Lancome and Redken. The
company’s supplier network is crucial to its success. As a result,
L’Oréal treats suppliers as respected partners. On the one hand, it ex-
pects a lot from suppliers in terms of design innovation, quality, and
socially responsible actions. The company carefully screens new sup-
pliers and regularly assesses the performance of current suppliers. On
the other hand, L'Oréal works closely with suppliers to help them
meet its exacting standards. Whereas some companies make unrea-
sonable demands of their suppliers and “squeeze” them for short-term
gains, L'Oréal builds long-term supplier relationships based on mu-
tual benefit and growth. According to the company’s supplier Web
site, it treats suppliers with “fundamental respect for their business,
their culture, their growth, and the individuals who work there. Each
relationship is based on . . . shared efforts aimed at promoting growth
and mutual profits that make it possible for suppliers to invest, innovate,
and compete.” As a result, more than 75 percent of L'Oréal’s supplier-
partners have been working with the company for 10 years or more
and the majority of them for several decades. Says the company’s head
of purchasing, “The CEO wants to make L'Oréal a top performer and
one of the world’s most respected companies. Being respected also
means being respected by our suppliers.”

Increasingly in today’s marketplace, competition no longer takes place
between individual competitors. Rather, it takes place between the entire

@ The value delivery system: L'Oréal builds long-term
supplier relationships based on mutual benefit and
growth. It “wants to make L'Oréal a top performer and

value delivery networks created by these competitors. Thus, Toyota’s perfor-
mance against Ford depends on the quality of Toyota’s overall value delivery
network versus Ford’s. Even if Toyota makes the best cars, it might lose in the

one of the world’s most respected companies. Being marketplace if Ford’s dealer network provides more customer-satisfying
respected also means being respected by our suppliers.” sales and service.
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Author | Now that we've set the
Comment | context in terms of
company-wide strategy, it's time to
discuss customer-driven marketing
strategies and programs.

Marketing strategy

The marketing logic by which the
company hopes to create customer value
and achieve profitable customer
relationships.

@ FIGURE | 2.4
Managing Marketing Strategies
and the Marketing Mix

about creating customer
value and profitable
customer relationships.

At its core, marketing is all

Marketing Strategy
and the Marketing Mix (p ss-53)

The strategic plan defines the company’s overall mission and objectives. Marketing’s role is
shown in @ Figure 2.4, which summarizes the major activities involved in managing a
customer-driven marketing strategy and the marketing mix.

Consumers are in the center. The goal is to create value for customers and build prof-
itable customer relationships. Next comes marketing strategy—the marketing logic by
which the company hopes to create this customer value and achieve these profitable rela-
tionships. The company decides which customers it will serve (segmentation and targeting)
and how (differentiation and positioning). It identifies the total market and then divides it
into smaller segments, selects the most promising segments, and focuses on serving and sat-
isfying the customers in these segments.

Guided by marketing strategy, the company designs an integrated marketing mix made
up of factors under its control—product, price, place, and promotion (the four Ps). To find
the best marketing strategy and mix, the company engages in marketing analysis, planning,
implementation, and control. Through these activities, the company watches and adapts to
the actors and forces in the marketing environment. We will now look briefly at each activ-
ity. In later chapters, we will discuss each one in more depth.

Customer-Driven Marketing Strategy

As emphasized throughout Chapter 1, to succeed in today’s competitive marketplace, com-
panies must be customer centered. They must win customers from competitors and then
keep and grow them by delivering greater value. But before it can satisfy customers, a com-
pany must first understand customer needs and wants. Thus, sound marketing requires
careful customer analysis.

Companies know that they cannot profitably serve all consumers in a given market—
at least not all consumers in the same way. There are too many different kinds of consumers
with too many different kinds of needs. Most companies are in a position to serve some seg-
ments better than others. Thus, each company must divide up the total market, choose the
best segments, and design strategies for profitably serving chosen segments. This process
involves market segmentation, market targeting, differentiation, and positioning.

Marketing /J\ Competitors

intermediaries

Customer
value and
relationships

Marketing strategy involves two key

questions: Which customers will we
serve (segmentation and targeting)?
and How will we create value for
them (differentiation and
positioning)? Then, the company
designs a marketing program—the
four Ps—that delivers the intended

kvalue to targeted consumers.

J

Suppliers Publics
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Market segmentation

Dividing a market into distinct groups of
buyers who have different needs,
characteristics, or behaviors, and who
might require separate products or
marketing programs.

Market segment

A group of consumers who respond in a
similar way to a given set of marketing
efforts.

Market targeting

The process of evaluating each market
segment’s attractiveness and selecting
one or more segments to enter.

Positioning

Arranging for a product to occupy a clear,
distinctive, and desirable place relative to
competing products in the minds of
target consumers.
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Market Segmentation

The market consists of many types of customers, products, and needs. The marketer must
determine which segments offer the best opportunities. Consumers can be grouped and
served in various ways based on geographic, demographic, psychographic, and behavioral
factors. The process of dividing a market into distinct groups of buyers who have different
needs, characteristics, or behaviors, and who might require separate products or marketing
programs is called market segmentation.

Every market has segments, but not all ways of segmenting a market are equally use-
ful. For example, Tylenol would gain little by distinguishing between low-income and high-
income pain reliever users if both respond the same way to marketing efforts. A market
segment consists of consumers who respond in a similar way to a given set of marketing
efforts. In the car market, for example, consumers who want the biggest, most comfortable
car regardless of price make up one market segment. Consumers who care mainly about
price and operating economy make up another segment. It would be difficult to make one
car model that was the first choice of consumers in both segments. Companies are wise to
focus their efforts on meeting the distinct needs of individual market segments.

Market Targeting

After a company has defined its market segments, it can enter one or many of these seg-
ments. Market targeting involves evaluating each market segment’s attractiveness and
selecting one or more segments to enter. A company should target segments in which it can
profitably generate the greatest customer value and sustain it over time.

A company with limited resources might decide to serve only one or a few special seg-
ments or market niches. Such nichers specialize in serving customer segments that major com-
petitors overlook or ignore. For example, Ferrari sells only 1,500 of its very high-performance
cars in the United States each year but at very high prices—from an eye-opening $229,500
for its Ferrari F430 F1 Spider convertible to an astonishing more than $2 million for its FXX
super sports car, which can be driven only on race tracks (it usually sells 10 in the United
States each year). Most nichers aren’t quite so exotic. White Wave, the maker of Silk Soymilk,
has found its niche as the nation’s largest soymilk producer. And although Logitech is only
a fraction the size of giant Microsoft, through skillful niching, it dominates the PC mouse
market, with Microsoft as its runner up (see Real Marketing 2.2).

Alternatively, a company might choose to serve several related segments—perhaps
those with different kinds of customers but with the same basic wants. Abercrombie & Fitch,
for example, targets college students, teens, and kids with the same upscale, casual clothes
and accessories in three different outlets: the original Abercrombie & Fitch, Hollister, and
Abercrombie. Or a large company might decide to offer a complete range of products to
serve all market segments. Large car companies such as Honda and Ford do this.

Most companies enter a new market by serving a single segment, and, if this proves
successful, they add more segments. For example, Nike started with innovative running
shoes for serious runners. Large companies eventually seek full market coverage. Nike now
makes and sells a broad range of sports products for just about anyone and everyone, with
the goal of “helping athletes at every level of ability reach their potential.”*? It has different
products designed to meet the special needs of each segment it serves.

Market Differentiation and Positioning

After a company has decided which market segments to enter, it must decide how it will dif-
ferentiate its market offering for each targeted segment and what positions it wants to oc-
cupy in those segments. A product’s position is the place it occupies relative to competitors’
products in consumers’ minds. Marketers want to develop unique market positions for their
products. If a product is perceived to be exactly like others on the market, consumers would
have no reason to buy it.

Positioning is arranging for a product to occupy a clear, distinctive, and desirable
place relative to competing products in the minds of target consumers. Marketers plan po-
sitions that distinguish their products from competing brands and give them the greatest
advantage in their target markets.
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Real Marketing ).

Logitech: The Little Mouse That Roars

Among the big tech companies, market leader
Microsoft is the king of the jungle. When giant
Microsoft looms, even large competitors
quake. But when it comes to dominating spe-
cific market niches, overall size isn't always the
most important thing. For example, in its own
corner of the high-tech jungle, Logitech Inter-
national is the little mouse that roars. In its
niches, small but mighty Logitech is the undis-
puted market leader.

Logitech focuses on what it calls “personal
peripherals”—interface devices for PC navigation,
Internet communications, home-entertainment
systems, and gaming and wireless devices. Log-
itech’s rapidly expanding product portfolio now
includes everything from cordless mice and key-
boards, gaming controllers, and remote controls
to Webcams, PC speakers, headsets, notebook
stands, and cooling pads. But it all started with
computer mice.

Logitech makes every variation of mouse
imaginable. Over the years, it has flooded the
world with more than one billion computer mice
of all varieties, mice for left- and right-handed
people, wireless mice, travel mice, mini mice, 3-D
mice, mice shaped like real mice for children, and
even an “air mouse” that uses motion sensors to
let you navigate your computer from a distance.

In the PC mouse market, Logitech competes
head-on with Microsoft. At first glance, it looks
like an unfair contest. With more than $58 billion
in sales, Microsoft is nearly 30 times bigger than
$2.2 billion Logitech. But when it comes to mice
and other peripherals, Logitech has a depth of
focus and knowledge that no other company
in the world—including Microsoft—can match.
Whereas mice and other interface devices are
pretty much a sideline for software maker
Microsoft—almost a distraction—they are the
main attraction for Logitech. As a result, each new
Logitech device is a true work of both art and sci-
ence. Logitech’s mice, for example, receive raves
from designers, expert reviewers, and users alike.

A BusinessWeek analyst gives us a
behind-the-scenes look at Logitech’s deep de-
sign and development prowess:

One engineer, given the moniker “Teflon Tim”
by amused colleagues, spent three months

scouring the Far East to find just the right non-
stick coatings and sound-deadening foam. An-
other spent hours taking apart wind-up toys.
Others pored over the contours of luxury BMW
motorcycles, searching for designs to crib.
They were members of a most unusual team
that spent thousands of hours during a two-
year period on a single goal: to build a better
mouse. The result: Logitech’s revolutionary MX
Revolution, the next-generation mouse that hit
consumer electronics shelves like a flash of
lightning. It represented the company’s most
ambitious attempt yet to refashion the lowly
computer mouse into a kind of control center
for a host of PC applications. The sheer scope of
the secret mission—which crammed 420 com-
ponents, including a tiny motor, into a palm-
sized device that wusually holds about
20—brought together nearly three dozen en-
gineers, designers, and marketers from around
the globe.

Part of Logitech’s product-development
strategy is defensive. Once content to design
mice and other peripherals for PC makers to
slap their own names on, Logitech over the
past half-decade has increasingly focused on
selling its branded add-on equipment directly
to consumers. Nearly 90 percent of Logitech’s
annual sales now come from retail. That forces
Logitech to deliver regular
improvements and new de-

up to 30 feet away. There’s also a cool-factor at
play. Wielding the MX Air is like holding a work
of art.

And at Logitech, it's not just about mice
anymore. Logitech now applies its cool-factor
to create sleek, stylish, and functional devices
that enhance not only your PC experience but
also help you get the most out of everything
from Internet navigation to all the new gadgets
in today’s digital home. For example, Logitech’s
family of Harmony advanced universal remote
controls helps even technology challenged
novices tame the complexities of their home-
entertainment systems.

Breeding mice and other peripherals has
been very good for nicher Logitech. For exam-
ple, thanks to its dedication to creating the
next best mouse, Logitech has captured a
dominating 40 percent share of the world
mouse market, with giant Microsoft as its
runner-up. And although Logitech isn’t nearly
as big as Microsoft, pound for pound it's more
profitable. Over the past seven years, despite
tough economic times for the PC and con-
sumer electronics industries, Logitech’s sales
and profits have more than doubled. Looking
ahead, as Logitech forges forward in its per-
sonal peripherals niche, Logitech is well posi-
tioned to weather the recent economic storms
and emerge stronger than ever.

"Our business is about the last inch be-
tween people and content and technology,”
explains Logitech CEO Guerrino De Luca. No-
body spans that last inch better than Logitech.
The next time you navigate your PC, watch or
listen to downloaded Web audio or video con-

vices to entice new shoppers
and purchases.

“We think of mice as
pretty simple,” says one in-
dustry analyst, “but there’s a
pretty aggressive technology
battle going on to prove
what the mouse can do.”
One of Logitech’s latest feats
of cutting-edge wizardry is its
MX  Air, which promises to
change the very definition of
the computer mouse as we
know it. More like an airborne
remote control than a tradi-

tional mouse, you can surf the
Web, play games, and control

your home theater PC from runner-up.

Nichers: In its own corner of the high-tech jungle, Logitech
is a little mouse that roars, with giant Microsoft as its
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tent, or pick up an entertainment-system re-
mote, it's a pretty good bet that you'll have your
hand on a Logitech device. It's also a good bet

Sources: Lisa Johnston and John Laposky, “Logitech Intros Accessories, Ships Billion Mouse,” TWICE, December 15,
2008, p. 84; Cliff Edwards, “Here Comes Mighty Mouse,” Business\Week, September 4, 2006, p. 76; Cliff Edwards,

: ) “The Mouse That Soars,” BusinessWeek, August 20, 2007, p. 22; Haig Simonian, “Logitech Warns of Gloom

that you'll really like the way it works and feels.  ape.q « £7.com, January 21, 2009, wwww. ft.com/cms/s/0/ba17c7ed-e75b-11dd-aef2-0000779fd2ac html: “Logitech
“The goal [is] passing the ‘0oooh’ test,” says a  |nternational S.A.," Hoover's Company Records, May 13, 2010, p. 42459; and annual reports and other information
Logitech project leader, “creating a visceral ex-  from http://ir.logitech.com/overview.cfm?cl=us.en and www.logitech.com, accessed October 2010.

perience that communicates both performance

and luxury.”

BMW is “The ultimate driving machine.” The Ford Escape promises “So much fun. So
little fuel.” At video site Hulu, you can “Watch Your Favorites. Anytime. Free.” YouTube let’s
you “Broadcast Yourself.” At McDonald’s you'll be saying “i’'m lovin’ it,” whereas at Burger
King you can “Have it your way.” Such deceptively simple statements form the backbone

of a product’s marketing strategy. @ For example,

Burger King designs its entire worldwide integrated

marketing campaign—from television and print
commercials to its Web sites—around the “Have it
your way” positioning.

In positioning its product(s), the company first
identifies possible customer value differences that
provide competitive advantages on which to build
the position. The company can offer greater customer
value by either charging lower prices than competi-
tors or offering more benefits to justify higher prices.
But if the company promises greater value, it must
then deliver that greater value. Thus, effective posi-
tioning begins with differentiation—actually dif-
ferentiating the company’s market offering so that it
gives consumers more value. Once the company has
chosen a desired position, it must take strong steps to

deliver and communicate that position to target con-

@ Positioning: Burger King builds its entire worldwide marketing campaign sumers. The company’s entire marketing program

around its “Have it your way" positioning. should support the chosen positioning strategy.

Developing an Integrated Marketing Mix

Differentiation After determining its overall marketing strategy, the company is ready to begin planning the
Actually differentiating the market details of the marketing mix, one of the major concepts in modern marketing. The
offering to create superior customer value. marketing mix is the set of tactical marketing tools that the firm blends to produce the re-
Marketing mix sponse it wants in the target market. The marketing mix consists of everything the firm can
The set of tactical marketing tools— do to influence the demand for its product. The many possibilities can be collected into four
product, price, place, and promotion— groups of variables—the four Ps. Figure 2.5 shows the marketing tools under each P.

that the firm blends to produce the

response it wants in the target market. Product means the goods-and-services combination the company offers to the target

market. Thus, a Ford Escape consists of nuts and bolts, spark plugs, pistons, headlights,
and thousands of other parts. Ford offers several Escape models and dozens of optional
features. The car comes fully serviced and with a comprehensive warranty that is as
much a part of the product as the tailpipe.


www.ft.com/cms/s/0/ba17c7e4-e75b-11dd-aef2-0000779fd2ac.html
http://ir.logitech.com/overview.cfm?cl=us.en
www.logitech.com
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@ FIGURE | 2.5
The Four Ps of the Marketing Mix
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® Priceis the amount of money customers must pay to obtain the product. Ford calculates
suggested retail prices that its dealers might charge for each Escape. But Ford dealers
rarely charge the full sticker price. Instead, they negotiate the price with each customer,
offering discounts, trade-in allowances, and credit terms. These actions adjust prices for
the current competitive and economic situations and bring them into line with the
buyer’s perception of the car’s value.

e Place includes company activities that make the product available to target con-
sumers. Ford partners with a large body of independently owned dealerships that
sell the company’s many different models. Ford selects its dealers carefully and
strongly supports them. The dealers keep an inventory of Ford automobiles, demon-
strate them to potential buyers, negotiate prices, close sales, and service the cars af-
ter the sale.

* Promotion means activities that communicate the merits of the product and persuade
target customers to buy it. Ford spends more than $1.5 billion each year on U.S. adver-
tising to tell consumers about the company and its many products.”® Dealership sales-
people assist potential buyers and persuade them that Ford is the best car for them.
Ford and its dealers offer special promotions—sales, cash rebates, and low financing
rates—as added purchase incentives.

An effective marketing program blends each marketing mix element into an integrated
marketing program designed to achieve the company’s marketing objectives by delivering
value to consumers. The marketing mix constitutes the company’s tactical tool kit for estab-
lishing strong positioning in target markets.

Some critics think that the four Ps may omit or underemphasize certain important ac-
tivities. For example, they ask, “Where are services?” Just because they don’t start with a P
doesn’t justify omitting them. The answer is that services, such as banking, airline, and re-
tailing services, are products too. We might call them service products. “Where is packaging?”
the critics might ask. Marketers would answer that they include packaging as one of many
product decisions. All said, as @ Figure 2.5 suggests, many marketing activities that might
appear to be left out of the marketing mix are subsumed under one of the four Ps. The issue
is not whether there should be four, six, or ten Ps so much as what framework is most help-
ful in designing integrated marketing programs.

There is another concern, however, that is valid. It holds that the four Ps concept
takes the seller’s view of the market, not the buyer’s view. From the buyer’s viewpoint,

Product Price
Variety List price
Quality Discounts
Design Allowances
Features Payment period
Brand name Credit terms
Packaging
Services
Target The marketing mix—or the four
customers Ps—consists of tactical marketing
tools blended into an integrated
marketing program that actually
I“t.e.nde.d delivers the intended value
positioning to target customers.
Promotion Place
Advertising Channels
Personal selling Coverage
Sales promotion Locations
Public relations Inventory
Transportation
Logistics
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So far we've focused on

the marketing in

marketing management. Now, let’s

turn to the

management.

SWOT analysis

An overall evaluation of the company’s

strengths (S)
opportunitie

, weaknesses (W),
s (0), and threats (T).

@ FIGURE | 2.6

Managing Marketing: Analysis,
Planning, Implementation, and

Control

The first part of the chapter dealt
with this—developing
company-wide and marketing
strategies and plans
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in this age of customer value and relationships, the four Ps might be better described as
the four Cs:**

4Ps 4Cs

Product Customer solution
Price Customer cost
Place Convenience
Promotion Communication

Thus, whereas marketers see themselves as selling products, customers see themselves
as buying value or solutions to their problems. And customers are interested in more than
just the price; they are interested in the total costs of obtaining, using, and disposing of a
product. Customers want the product and service to be as conveniently available as possi-
ble. Finally, they want two-way communication. Marketers would do well to think through
the four Cs first and then build the four Ps on that platform.

Managing the Marketing Effort (p s3-s7)

In addition to being good at the marketing in marketing management, companies also need to
pay attention to the management. Managing the marketing process requires the four marketing
management functions shown in @ Figure 2.6—analysis, planning, implementation, and control.
The company first develops company-wide strategic plans and then translates them into mar-
keting and other plans for each division, product, and brand. Through implementation, the
company turns the plans into actions. Control consists of measuring and evaluating the results
of marketing activities and taking corrective action where needed. Finally, marketing analysis
provides information and evaluations needed for all the other marketing activities.

Marketing Analysis

Managing the marketing function begins with a complete analysis of the company’s situation.
The marketer should conduct a SWOT analysis (pronounced “swat” analysis), by which it
evaluates the company’s overall strengths (S), weaknesses (W), opportunities (O), and
threats (T) (see @ Figure 2.7). Strengths include internal capabilities, resources, and positive
situational factors that may help the company serve its customers and achieve its objectives.
Weaknesses include internal limitations and negative situational factors that may interfere
with the company’s performance. Opportunities
are favorable factors or trends in the external envi-

We'll close the chapter by looking at how marketers
manage those strategies and plans—how they
implement marketing strategies and programs and
evaluate the results.

ronment that the company may be able to exploit to

/

| Analysis / |
& & &

Planning Implementation ﬁ Control

Develop strategic Carry out the Measure results
plans plans l

- I Evaluate results

Develop marketing '
plans Take corrective
action
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@ FIGURE | 2.7
SWOT Analysis: Strengths
(S), Weaknesses (W),
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Strengths
Internal capabilities that
may help the company

Weaknesses
Internal limitations that may
interfere with the company’s

Hang on to this figure! SWOT analysis
(pronounced “swat” analysis) is a
widely used tool for conducting a

Opportunities (O), and : o
PP ©), Internal reach its objectives ability to achieve its situation analysis. You'llfind yourself
Threats (T) objectives using it a lot in the future, especially
when analyzing business cases
Opportunities Threats
External External factors that the Current and emerging

The goal of SWOT analysis is to match
the company’s strengths to attractive

opportunities in the environment, while

eliminating or overcoming the

weaknesses and minimizing the threats

Marketing implementation

Turning marketing strategies and plans

into marketing actions to accomplish

strategic marketing objectives.

company may be able to
exploit to its advantage

external factors that may
challenge the company’s
performance

Positive Negative

its advantage. And threats are unfavorable external factors or trends that may present chal-
lenges to performance.

The company should analyze its markets and marketing environment to find attractive
opportunities and identify environmental threats. It should analyze company strengths and
weaknesses as well as current and possible marketing actions to determine which opportu-
nities it can best pursue. The goal is to match the company’s strengths to attractive oppor-
tunities in the environment, while eliminating or overcoming the weaknesses and
minimizing the threats. Marketing analysis provides inputs to each of the other marketing
management functions. We discuss marketing analysis more fully in Chapter 3.

Marketing Planning

Through strategic planning, the company decides what it wants to do with each business
unit. Marketing planning involves choosing marketing strategies that will help the com-
pany attain its overall strategic objectives. A detailed marketing plan is needed for each
business, product, or brand. What does a marketing plan look like? Our discussion focuses
on product or brand marketing plans.

@ Table 2.2 outlines the major sections of a typical product or brand marketing plan.
(See Appendix 1 for a sample marketing plan.) The plan begins with an executive summary
that quickly reviews major assessments, goals, and recommendations. The main section of
the plan presents a detailed SWOT analysis of the current marketing situation as well as po-
tential threats and opportunities. The plan next states major objectives for the brand and
outlines the specifics of a marketing strategy for achieving them.

A marketing strategy consists of specific strategies for target markets, positioning, the
marketing mix, and marketing expenditure levels. It outlines how the company intends to
create value for target customers in order to capture value in return. In this section, the plan-
ner explains how each strategy responds to the threats, opportunities, and critical issues
spelled out earlier in the plan. Additional sections of the marketing plan lay out an action
program for implementing the marketing strategy along with the details of a supporting
marketing budget. The last section outlines the controls that will be used to monitor progress,
measure return on marketing investment, and take corrective action.

Marketing Implementation

Planning good strategies is only a start toward successful marketing. A brilliant marketing strat-
egy counts for little if the company fails to implement it properly. Marketing implementation
is the process that turns marketing plans into marketing actions to accomplish strategic market-
ing objectives. Whereas marketing planning addresses the what and why of marketing activities,
implementation addresses the who, where, when, and how.

Many managers think that “doing things right” (implementation) is as important as, or
even more important than, “doing the right things” (strategy). The fact is that both are critical
to success, and companies can gain competitive advantages through effective implementation.
One firm can have essentially the same strategy as another, yet win in the marketplace through
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Contents of a Marketing Plan

Section

Purpose

Executive summary

Current marketing
situation

Threats and
opportunities analysis

Objectives and issues

Marketing strategy

Action programs

Budgets

Controls

Presents a brief summary of the main goals and recommendations of the plan for management review, helping
top management find the plan’s major points quickly. A table of contents should follow the executive summary.

Describes the target market and a company’s position in it, including information about the market, product
performance, competition, and distribution. This section includes the following:

o A market description that defines the market and major segments and then reviews customer needs and
factors in the marketing environment that may affect customer purchasing.

e A product review that shows sales, prices, and gross margins of the major products in the product line.

¢ A review of competition that identifies major competitors and assesses their market positions and strategies
for product quality, pricing, distribution, and promotion.

e A review of distribution that evaluates recent sales trends and other developments in major distribution channels.

Assesses major threats and opportunities that the product might face, helping management to anticipate
important positive or negative developments that might have an impact on the firm and its strategies.

States the marketing objectives that the company would like to attain during the plan’s term and discusses key
issues that will affect their attainment. For example, if the goal is to achieve a 15 percent market share, this
section looks at how this goal might be achieved.

Outlines the broad marketing logic by which the business unit hopes to create customer value and
relationships and the specifics of target markets, positioning, and marketing expenditure levels. How will the
company create value for customers in order to capture value from customers in return? This section also
outlines specific strategies for each marketing mix element and explains how each responds to the threats,
opportunities, and critical issues spelled out earlier in the plan.

Spells out how marketing strategies will be turned into specific action programs that answer the following
questions: What will be done? When will it be done? Who will do it? How much will it cost?

Details a supporting marketing budget that is essentially a projected profit-and-loss statement. It shows expected
revenues (forecasted number of units sold and the average net price) and expected costs of production, distribution,
and marketing. The difference is the projected profit. Once approved by higher management, the budget becomes
the basis for materials buying, production scheduling, personnel planning, and marketing operations.

Outlines the control that will be used to monitor progress and allow higher management to review implementation
results and spot products that are not meeting their goals. It includes measures of return on marketing investment.

faster or better execution. Still, implementation is difficult—it is often easier to think up good
marketing strategies than it is to carry them out.

In an increasingly connected world, people at all levels of the marketing system must
work together to implement marketing strategies and plans. At John Deere, for example,
marketing implementation for the company’s residential, commercial, agricultural, and in-
dustrial equipment requires day-to-day decisions and actions by thousands of people both
inside and outside the organization. Marketing managers make decisions about target seg-
ments, branding, product development, pricing, promotion, and distribution. They talk
with engineering about product design, with manufacturing about production and inven-
tory levels, and with finance about funding and cash flows. They also connect with outside
people, such as advertising agencies to plan ad campaigns and the news media to obtain
publicity support. The sales force urges and supports John Deere dealers and large retailers
like Lowe’s in their efforts to convince residential, agricultural, and industrial customers that
“Nothing Runs Like a Deere.”

Marketing Department Organization

The company must design a marketing organization that can carry out marketing strategies
and plans. If the company is very small, one person might do all the research, selling, adver-
tising, customer service, and other marketing work. As the company expands, however, a
marketing department emerges to plan and carry out marketing activities. In large companies,
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this department contains many specialists. It includes
product and market managers, sales managers and
salespeople, market researchers, advertising experts,
and many other specialists.

To head up such large marketing organizations,
many companies have now created a chief marketing of-
ficer (or CMO) position. This person heads up the com-
pany’s entire marketing operation and represents
marketing on the company’s top management team.
The CMO position puts marketing on equal footing
with other C-level executives, such as the chief operat-
ing officer (COO) and the chief financial officer (CFO)."

Modern marketing departments can be arranged
in several ways. The most common form of marketing
organization is the functional organization. Under this
organization, different marketing activities are headed
by a functional specialist—a sales manager, an adver-
tising manager, a marketing research manager, a cus-

@ Marketers must continually plan their analysis, implementation, and

control activities.

Marketing control

Measuring and evaluating the results of
marketing strategies and plans and taking
corrective action to ensure that the
objectives are achieved.

tomer service manager, or a new product manager. A
company that sells across the country or internation-
ally often uses a geographic organization. Its sales and
marketing people are assigned to specific countries, regions, and districts. Geographic orga-
nization allows salespeople to settle into a territory, get to know their customers, and work
with a minimum of travel time and cost. Companies with many very different products or
brands often create a product management organization. Using this approach, a product man-
ager develops and implements a complete strategy and marketing program for a specific
product or brand.

For companies that sell one product line to many different types of markets and cus-
tomers who have different needs and preferences, a market or customer management organiza-
tion might be best. A market management organization is similar to the product management
organization. Market managers are responsible for developing marketing strategies and
plans for their specific markets or customers. This system’s main advantage is that the com-
pany is organized around the needs of specific customer segments. Many companies develop
special organizations to manage their relationships with large customers. For example, com-
panies such as P&G and Stanley Black & Decker have created large teams, or even whole di-
visions, to serve large customers, such as Walmart, Target, Safeway, or Home Depot.

Large companies that produce many different products flowing into many different ge-
ographic and customer markets usually employ some combination of the functional, geo-
graphic, product, and market organization forms.

Marketing organization has become an increasingly important issue in recent years.
More and more, companies are shifting their brand management focus toward customer
management—moving away from managing only product or brand profitability and toward
managing customer profitability and customer equity. They think of themselves not as man-
aging portfolios of brands but as managing portfolios of customers. And rather than man-
aging the fortunes or a brand, they see themselves as managing customer-brand experiences
and relationships.

Marketing Control

Because many surprises occur during the implementation of marketing plans, marketers
must practice constant marketing control—evaluating the results of marketing strategies
and plans and taking corrective action to ensure that the objectives are attained. Marketing
control involves four steps. Management first sets specific marketing goals. It then measures
its performance in the marketplace and evaluates the causes of any differences between ex-
pected and actual performance. Finally, management takes corrective action to close the
gaps between goals and performance. This may require changing the action programs or
even changing the goals.



4 Author | Measuring return on h
Comment | marketing investment has
become a major marketing emphasis.
But it can be difficult. For example, a
Super Bowl ad reaches more than 100
million consumers but may cost as
much as $3 million for 30 seconds of
airtime. How do you measure the
specific return on such an investment
in terms of sales, profits, and building
customer relationships? We'll look at

\this question again in Chapter 15.

/

Return on marketing investment
(or marketing ROI)

The net return from a marketing
investment divided by the costs of the
marketing investment.
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Operating control involves checking ongoing performance against the annual plan and
taking corrective action when necessary. Its purpose is to ensure that the company achieves
the sales, profits, and other goals set out in its annual plan. It also involves determining the
profitability of different products, territories, markets, and channels. Strategic control in-
volves looking at whether the company’s basic strategies are well matched to its opportuni-
ties. Marketing strategies and programs can quickly become outdated, and each company
should periodically reassess its overall approach to the marketplace.

Measuring and Managing Return
on Marketing Investment (o s57-s8)

Marketing managers must ensure that their marketing dollars are being well spent. In the
past, many marketers spent freely on big, expensive marketing programs, often without
thinking carefully about the financial returns on their spending. They believed that mar-
keting produces intangible creative outcomes, which do not lend themselves readily to
measures of productivity or return. But in today’s more constrained economy, all that is
changing:'®

For years, corporate marketers have walked into budget meetings like neighborhood
junkies. They couldn’t always justify how well they spent past handouts or what dif-
ference it all made. They just wanted more money—for flashy TV ads, for big-ticket
events, for, you know, getting out the message and building up the brand. But those
heady days of blind budget increases are fast being replaced with a new mantra: mea-
surement and accountability. “Marketers have been pretty unaccountable for many
years,” notes one expert. “Now they are under big pressure to estimate their impact.”
Another analyst puts in more bluntly: “Marketing needs to stop fostering ‘rock star’
behavior and focus on rock-steady results.”

According to a recent study, as finances have tightened, marketers see return on mar-
keting investment as the second biggest issue after the economy. “Increasingly, it is impor-
tant for marketers to be able to justify their expenses,” says one marketer. For every brand
and marketing program, says another, marketers need to ask themselves, “Do I have the
right combination of strategy and tactics that will generate the most return in terms of share,
revenue and/or profit objectives from my investment?””

In response, marketers are developing better measures of marketing ROI. Return on
marketing investment (or marketing ROI) is the net return from a marketing investment
divided by the costs of the marketing investment. It measures the profits generated by in-
vestments in marketing activities.

Marketing ROI can be difficult to measure. In measuring financial ROI, both the R
and the I are uniformly measured in dollars. But there is, as of yet, no consistent defini-
tion of marketing ROL “It’s tough to measure, more so than for other business expenses,”
says one analyst. “You can imagine buying a piece of equipment . . . and then measuring
the productivity gains that result from the purchase,” he says. “But in marketing, bene-
fits like advertising impact aren’t easily put into dollar returns. It takes a leap of faith to
come up with a number.”*

Arecent survey found that although two-thirds of companies have implemented return
on marketing investment programs in recent years, only 22 percent of companies report
making good progress in measuring marketing ROI. Another survey of chief financial offi-
cers reported that 93 percent of those surveyed are dissatisfied with their ability to measure
marketing ROI The major problem is figuring out what specific measures to use and obtain-
ing good data on these measures."

A company can assess marketing ROI in terms of standard marketing performance
measures, such as brand awareness, sales, or market share. ® Many companies are assem-
bling such measures into marketing dashboards—meaningful sets of marketing perfor-
mance measures in a single display used to monitor strategic marketing performance. Just
as automobile dashboards present drivers with details on how their cars are performing,
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the marketing dashboard gives marketers
the detailed measures they need to assess
and adjust their marketing strategies. For ex-
ample, VF Corporation uses a marketing
dashboard to track the performance of its
30 lifestyle apparel brands—including Wran-
gler, Lee, The North Face, Vans, Nautica, 7 For
All Mankind, and others. VF’s marketing
dashboard tracks brand equity and trends,
share of voice, market share, online senti-
ment, and marketing ROI in key markets
worldwide, not only for VF brands but also
for competing brands.”

Increasingly, however, beyond standard
performance measures, marketers are using
customer-centered measures of marketing
impact, such as customer acquisition, cus-
tomer retention, customer lifetime value, and
customer equity. These measures capture not
only current marketing performance but also

(@ Many companies are assembling marketing dashboards—meaningful sets of )
marketing performance measures in a single display used to set and adjust their future performance resulting from stronger
marketing strategies. customer relationships. @ Figure 2.8 views

marketing expenditures as investments that
produce returns in the form of more profitable customer relationships.! Marketing invest-
ments result in improved customer value and satisfaction, which in turn increases customer
attraction and retention. This increases individual customer lifetime values and the firm’s

overall customer equity. Increased customer equity, in relation to the cost of the marketing
investments, determines return on marketing investment.

Regardless of how it’s defined or measured, the marketing ROI concept is here to stay.
“In good times and bad, whether or not marketers are ready for it, they're going to be asked
to justify their spending with financial data,” says one marketer. Adds another, marketers
“have got to know how to count.”?

@ FIGURE | 2.8 ) Marketing investments
Return on Marketing Investment
Source: Adapted from Roland T. Rust, *

Katherine N. Lemon, and Valerie A. Zeithaml,
“Return on Marketing: Using Consumer Equity
to Focus Marketing Strategy,” Journal of
Marketing, January 2004, p. 112.

Marketing returns

Improved customer value and satisfaction

Increased customer Increased customer Cost of marketing
attraction retention investment

Beyond measuring return on marketing

investment in terms of standard performance * *
measures such as sales or market share,

many companies are using customer- Increased customer lifetime values
relationship measures, such as customer and customer equity

satisfaction, retention, and equity. These are
more difficult to measure but capture both
current and future performance. ‘

Return on marketing investment
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REVIEWING Objectives aND kY Terms

In Chapter 1, we defined marketing and outlined the steps in
the marketing process. In this chapter, we examined company-
wide strategic planning and marketing’s role in the organiza-
tion. Then we looked more deeply into marketing strategy and
the marketing mix and reviewed the major marketing manage-
ment functions. So you've now had a pretty good overview of
the fundamentals of modern marketing.

L CLVERI Explain company-wide strategic
planning and its four steps. (pp 38-40)

Strategic planning sets the stage for the rest of the company’s
planning. Marketing contributes to strategic planning, and the
overall plan defines marketing’s role in the company.

Strategic planning involves developing a strategy for long-run
survival and growth. It consists of four steps: (1) defining the com-
pany’s mission, (2) setting objectives and goals, (3) designing a
business portfolio, and (4) developing functional plans. The com-
pany’'s mission should be market oriented, realistic, specific, moti-
vating, and consistent with the market environment. The mission
is then transformed into detailed supporting goals and objectives,
which in turn guide decisions about the business portfolio. Then
each business and product unit must develop detailed marketing
plans in line with the company-wide plan.

LSRN Discuss how to design business
portfolios and develop growth strategies.

(pp 40-45)

Guided by the company’s mission statement and objectives,
management plans its business portfolio, or the collection of
businesses and products that make up the company. The firm
wants to produce a business portfolio that best fits its strengths
and weaknesses to opportunities in the environment. To do this,
it must analyze and adjust its current business portfolio and de-
velop growth and downsizing strategies for adjusting the future
portfolio. The company might use a formal portfolio-planning
method. But many companies are now designing more-customized
portfolio-planning approaches that better suit their unique
situations.

S COEEN Explain marketing’s role in strategic
planning and how marketing works with its partners

to create and deliver customer value. (pp 45-47)

Under the strategic plan, the major functional departments—
marketing, finance, accounting, purchasing, operations, informa-
tion systems, human resources, and others—must work together to
accomplish strategic objectives. Marketing plays a key role in the
company’s strategic planning by providing a marketing concept
philosophy and inputs regarding attractive market opportunities.

Within individual business units, marketing designs strategies for
reaching the unit’s objectives and helps to carry them out profitably.

Marketers alone cannot produce superior value for customers.
Marketers must practice partner relationship management, work-
ing closely with partners in other departments to form an effec-
tive value chain that serves the customer. And they must partner
effectively with other companies in the marketing system to form
a competitively superior value delivery network.

L CSOTEN Describe the elements of a customer-
driven marketing strategy and mix and the forces
that influence it. (pp 48-53)

Customer value and relationships are at the center of marketing
strategy and programs. Through market segmentation, targeting,
differentiation, and positioning, the company divides the total
market into smaller segments, selects segments it can best serve,
and decides how it wants to bring value to target consumers in
the selected segments. It then designs an integrated marketing
mix to produce the response it wants in the target market. The
marketing mix consists of product, price, place, and promotion
decisions (the four Ps).

NN List the marketing management
functions, including the elements of a marketing

plan, and discuss the importance of measuring and
managing return on marketing investment. (pp 53-58)

To find the best strategy and mix and to put them into action, the
company engages in marketing analysis, planning, implementa-
tion, and control. The main components of a marketing plan are
the executive summary, the current marketing situation, threats
and opportunities, objectives and issues, marketing strategies, ac-
tion programs, budgets, and controls. To plan good strategies is
often easier than to carry them out. To be successful, companies
must also be effective at implementation—turning marketing
strategies into marketing actions.

Marketing departments can be organized in one or a combina-
tion of ways: functional marketing organization, geographic organi-
zation, product management organization, or market management
organization. In this age of customer relationships, more and more
companies are now changing their organizational focus from prod-
uct or territory management to customer relationship management.
Marketing organizations carry out marketing control, both operat-
ing control and strategic control.

Marketing managers must ensure that their marketing dollars
are being well spent. In a tighter economy, today’s marketers face
growing pressures to show that they are adding value in line with
their costs. In response, marketers are developing better measures
of return on marketing investment. Increasingly, they are using
customer-centered measures of marketing impact as a key input
into their strategic decision making.
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KEY lerms

OBJECTIVE 1

Strategic planning (p 38)

Mission statement (p 39) OBJECTIVE 3

OBJECTIVE 2

Business portfolio (p 40)

Portfolio analysis (p 42)
Growth-share matrix (p 42)
Product/market expansion grid (p 44)
Market penetration (p 44)

Market development (p 45)

OBJECTIVE 4

mymarketinglab

Product development (p 45)
Diversification (p 45)

Value chain (p 46)
Value delivery network (p 47)

Marketing strategy (p 48)
Market segmentation (p 49)
Market segment (p 49)

Market targeting (p 49)
Positioning (p 49)
Differentiation (p 51)
Marketing mix (p 51)

OBJECTIVE 5

SWOT analysis (p 53)

Marketing implementation (p 54)
Marketing control (p 56)

Return on marketing investment (p 57)

e Check your understanding of the concepts and key terms using the mypearsonmarketinglab study plan for this chapter.
e Apply the concepts in a business context using the simulations entitled Strategic Marketing and The Marketing Mix.

DISCUSSING & APPLYING THE Concepts

Discussing the Concepts

1. Explain what is meant by a market-oriented mission
statement and discuss the characteristics of effective mission
statements. (AACSB: Communication)

2. Define strategic planning and briefly describe the four steps
that lead managers and a firm through the strategic planning
process. Discuss the role marketing plays in this process.
(AACSB: Communication)

3. Explain why it is important for all departments of an
organization—marketing, accounting, finance, operations
management, human resources, and so on—to “think
consumer.” Why is it important that even people who are not
in marketing understand it? (AACSB: Communication)

4. Define positioning and explain how it is accomplished.
Describe the positioning for the following brands: Wendy’s,
the Chevy Volt, Amazon.com, Twitter, and Coca-Cola.
(AACSB: Communication; Reflective Thinking)

5. Define each of the four Ps. What insights might a firm gain
by considering the four Cs rather than the four Ps? (AACSB:
Communication; Reflective Thinking)

6. What is marketing ROI? Why is it difficult to measure?
(AACSB: Communication; Reflective Thinking)

Applying the Concepts

1. In a small group, conduct a SWOT analysis, develop
objectives, and create a marketing strategy for your school, a
student organization you might be involved in, or a local
business. (AACSB: Communication; Reflective Thinking)

2. Explain the role of a chief marketing officer. Summarize an
article that describes the importance of this position, the
characteristics of an effective officer, or any issues
surrounding this position. (AACSB: Communication;
Reflective Thinking)

3. Marketers are increasingly held accountable for
demonstrating marketing success. Research the various
marketing metrics, in addition to those described in the
chapter and Appendix 2, used by marketers to measure
marketing performance. Write a brief report of your findings.
(AACSB: Communication; Reflective Thinking)

rocus oN Technology

Did you buy a Google Nexus One smartphone when it hit the mar-
ket in early 2010? Didn't think so—few people did. That's why
Google stopped selling them in the United States. The phone car-
ried Google’s brand and was powered by the Google Android op-
erating system, which was found on other manufacturers’ phones.

With the Nexus One, Google made several mistakes. First, in an
effort to get products to market faster and make more money
through direct sales, Google tried to change the way wireless
phones are distributed. Rather than the typical carrier distribution

model (buying a phone through AT&T, Verizon Wireless, or an-
other wireless provider), it used a Web-based sales model. The
only way to buy a Nexus One was at Google's Web site. Looking
back, notes one executive, Google would probably have sold more
of the phones through the traditional carrier network. To make
matters worse, Google invested little in advertising for the Nexus
One. And it was ill-equipped to handle customer service queries,
attempting at first to handle them through e-mail instead of offer-
ing dedicated customer-service support. Finally, analysts said the
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phone wasn't much better than other Android phones already on
the market. No wonder the Nexus One failed. However, although
Google discontinued the phone, its Android operating system re-
mains strong, powering 27 percent of all U.S. smartphones, ahead
of second place Apple’s 23 percent.

1. Name and describe the four product and market expansion
grid strategies and explain which strategy Google
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implemented with the Nexus One. (AACSB: Communication;
Reflective Thinking)

2. Discuss the marketing strategy and tactical mistakes Google
made when introducing the Nexus One. (AACSB:
Communication; Reflective Thinking)

rFOCUs ON Ethics

With 64 percent of the women in the United States overweight or
obese and less than half participating in regular physical activity,
athletic shoe marketers saw an opportunity: “toning shoes.” Mar-
keters tout these shoes as revolutionary; you can tone your mus-
cles, lose weight, and improve your posture just by wearing them
and going about your daily business. The claims are based on
shoemaker-sponsored studies, and the Podiatric Medical Associa-
tion agrees that toning shoes have some health value. They pur-
portedly perform their magic by destabilizing a person’s gait,
making leg muscles work harder. Consumers, particularly women,
are buying it. Toning shoe sales reached an estimated $1.5 billion
in 2010. Sketchers saw a 69 percent increase in sales due to its
shoe that looks like a rocking chair on the bottom. Reebok ex-
pected toning shoe sales to increase tenfold to $10 million in 2010.
Toning shoes accounted for 20 percent of the women’s perfor-
mance footwear category in 2009, with prices ranging from $80
to more than $200.

However, these shoes have their critics, who claim a shoe that
comes with an instruction booklet and an educational DVD to ex-

plain proper usage should wave warning flags to consumers.
Some doctors claim the shoes are dangerous, causing strained
Achilles tendons or worse; one wearer broke her ankle while
wearing them. A study by the American Council on Exercise found
no benefit in toning shoes over regular walking or other exercise.
Noticeably absent from the toning shoe feeding frenzy is Nike,
which thinks it's all hype and is sticking to traditional performance
athletic shoes. This leader in the women’s shoe market, however,
is losing market share to competitors.

1. Should these shoemakers capitalize on consumers who want
to be fit without doing the work to achieve that goal? Do you
think that basing claims on research sponsored by the
company is ethical? Explain your reasoning. (AACSB:
Communication; Ethical Reasoning)

2. Should Nike have entered this product category instead of
giving up market share to competitors? Explain your
reasoning. (AACSB: Communication; Ethical Reasoning)

MARKETING & THE Economy

Southwest Airlines

As more and more consumers cut back on spending, perhaps no
industry has been hit harder than the airline industry. Even South-
west Airlines, which has posted profits in every one of its 37 years
of operation, has felt the pinch. Although Southwest Airlines has
suffered less than other airlines, recent passenger traffic has de-
clined, driving down revenues in each of the last two years, which
has also hit the company’s profits and stock price.

So what'’s Southwest Airlines doing? For starters, it is expanding
beyond the 70-plus cities it now serves and is beginning new flights
to heavily trafficked airports. It is also attempting to sweeten the
ride by boosting wine and coffee service and rolling out onboard
Wi-Fi. But perhaps more important is what no-frills Southwest Air-

lines isn't doing—adding fees. Other airlines are generating mil-
lions of dollars in revenues by charging for basics, such as checking
baggage, sitting in aisle seats, or using pillows. But Southwest Airlines
insists that such fees are no way to grow an airline. Other attempts
to jump-start demand include an ad campaign urging consumers to
continue traveling despite the still-sluggish economy and a company-
wide fare sale with one-way rates as low as $49. It hopes that these
efforts will bring customers back and curb the revenue slide.

1. Consider every tactic that Southwest Airlines is employing to
curtail slumping sales. Evaluate the degree to which each is
effective at accomplishing its goal.

2. Are the company’s efforts enough? Is it possible for Southwest
Airlines to reverse the effects of a strong industry slump?

MARKETING BY THE Numbers

Appendix 2 discusses other marketing profitability metrics beyond
the marketing ROl measure described in this chapter. On the next
page are the profit-and-loss statements for two businesses. Re-
view Appendix 2 and answer the following questions.

1. Calculate marketing return on sales and marketing ROI for
both companies, as described in Appendix 2. (AACSB:
Communication; Analytic Thinking)
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2. Which company is doing better overall and with respect to
marketing? Explain. (AACSB: Communication; Analytic
Reasoning; Reflective Thinking)

Defining Marketing and the Marketing Process

Business A Business B
Net sales $800,000,000 Net sales $900,000,000
Cost of goods sold 375,000,000 Cost of goods sold 400,000,000
Gross margin $425,000,000 Gross margin $500,000,000
Marketing expenses Marketing expenses
Sales expenses $70,000,000 Sales expenses $90,000,000
Promotion expenses 30,000,000 Promotion expenses 50,000,000
100,000,000 140,000,000
General and administrative expenses General and administrative expenses
Marketing salaries and expenses $10,000,000 Marketing salaries and expenses ~ $ 20,000,000
Indirect overhead 80,000,000 Indirect overhead 100,000,000
90,000,000 120,000,000
Net profit before income tax $235,000,000 Net profit before income tax $240,000,000

viIDEO Case

Live Nation

Live Nation may not be a household name. But if you've been to
a concert in the past few years, chances are you've purchased a
Live Nation product. In fact, Live Nation has been the country’s
largest concert promoter for many years, promoting as many as
29,000 events annually. But through very savvy strategic planning,
Live Nation is shaking up the structure of the music industry.

A recent $120 million deal with Madonna illustrates how this
concert promoter is diving into other businesses as well. Under this
deal, Live Nation will become Madonna’s record label, concert pro-
moter, ticket vendor, and merchandise agent. Similar deals have
been reached with other performers such as Jay-Z and U2.

But contracting with artists is only part of the picture. Live Na-
tion is partnering with other corporations as well. A venture with

Citi will expand its reach to potential customers through a lever-
aging of database technologies. Joining forces with ticket reseller
powerhouses such as StubHub will give Live Nation a position in
the thriving business of secondary ticket sales.

After viewing the video featuring Live Nation, answer the fol-
lowing questions about the role of strategic planning:

1. What is Live Nation’s mission?

2. Based on the product/market expansion grid, provide support
for the strategy that Live Nation is pursuing.

3. How does Live Nation's strategy provide better value for
customers?

comprany Case

Trap-Ease America: The Big
Cheese of Mousetraps

CONVENTIONAL WISDOM

One April morning, Martha House, president of Trap-Ease Amer-
ica, entered her office in Costa Mesa, California. She paused for a
moment to contemplate the Ralph Waldo Emerson quote that she
had framed and hung near her desk:

If a man [can] . .. make a better mousetrap than his neighbor

... the world will make a beaten path to his door.

Perhaps, she mused, Emerson knew something that she didn't.
She had the better mousetrap—Trap-Ease—but the world didn‘t
seem all that excited about it.

The National Hardware Show Martha had just returned from the
National Hardware Show in Chicago. Standing in the trade show
display booth for long hours and answering the same questions
hundreds of times had been tiring. Yet, all the hard work had paid
off. Each year, National Hardware Show officials held a contest to
select the best new product introduced at that year’s show. The
Trap-Ease had won the contest this year, beating out over 300 new
products.

Such notoriety was not new for the Trap-Ease mousetrap, how-
ever. People magazine had run a feature article on the trap, and
the trap had been the subject of numerous talk shows and articles
in various popular press and trade publications.

Despite all of this attention, however, the expected demand for
the trap had not materialized. Martha hoped that this award
might stimulate increased interest and sales.
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BACKGROUND

A group of investors had formed Trap-Ease America in January af-
ter it had obtained worldwide rights to market the innovative
mousetrap. In return for marketing rights, the group agreed to pay
the inventor and patent holder, a retired rancher, a royalty fee for
each trap sold. The group then hired Martha to serve as president
and to develop and manage the Trap-Ease America organization.

Trap-Ease America contracted with a plastics-manufacturing
firm to produce the traps. The trap consisted of a square, plastic
tube measuring about 6 inches long and 1-1/2 inches in diameter.
The tube bent in the middle at a 30-degree angle, so that when
the front part of the tube rested on a flat surface, the other end
was elevated. The elevated end held a removable cap into which
the user placed bait (cheese, dog food, or some other aromatic
tidbit). The front end of the tube had a hinged door. When the
trap was “open,” this door rested on two narrow “stilts” attached
to the two bottom corners of the door. (See Exhibit 1.)

The simple trap worked very efficiently. A mouse, smelling the
bait, entered the tube through the open end. As it walked up the
angled bottom toward the bait, its weight made the elevated end
of the trap drop downward. This action elevated the open end, al-
lowing the hinged door to swing closed, trapping the mouse.
Small teeth on the ends of the stilts caught in a groove on the bot-
tom of the trap, locking the door closed. The user could then dis-
pose of the mouse while it was still alive, or the user could leave
it alone for a few hours to suffocate in the trap.

Martha believed the trap had many advantages for the consumer
when compared with traditional spring-loaded traps or poisons.
Consumers could use it safely and easily with no risk of catching
their fingers while loading it. It posed no injury or poisoning threat
to children or pets. Furthermore, with Trap-Ease, consumers avoided
the unpleasant “mess” they often encountered with the violent
spring-loaded traps. The Trap-Ease created no “clean-up” problem.
Finally, the user could reuse the trap or simply throw it away.

Martha’s early research suggested that women were the best tar-
get market for the Trap-Ease. Men, it seemed, were more willing to
buy and use the traditional, spring-loaded trap. The targeted
women, however, did not like the traditional trap. These women of-
ten stayed at home and took care of their children. Thus, they
wanted a means of dealing with the mouse problem that avoided the
unpleasantness and risks that the standard trap created in the home.

To reach this target market, Martha decided to distribute Trap-
Ease through national grocery, hardware, and drug chains such as
Safeway, Kmart, Hechingers, and CB Drug. She sold the trap directly
to these large retailers, avoiding any wholesalers or other middlemen.

The traps sold in packages of two, with a suggested retail price
of $2.49. Although this price made the Trap-Ease about five to ten
times more expensive than smaller, standard traps, consumers ap-
peared to offer little initial price resistance. The manufacturing
cost for the Trap-Ease, including freight and packaging costs, was
about 31 cents per unit. The company paid an additional 8.2 cents
per unit in royalty fees. Martha priced the traps to retailers at
99 cents per unit (two units to a package) and estimated that,
after sales and volume discounts, Trap-Ease would produce net
revenue from retailers of 75 cents per unit.

To promote the product, Martha had budgeted approximately
$60,000 for the first year. She planned to use $50,000 of this amount
for travel costs to visit trade shows and to make sales calls on retail-
ers. She planned to use the remaining $10,000 for advertising. So far,
however, because the mousetrap had generated so much publicity,
she had not felt that she needed to do much advertising. Still, she had
placed advertising in Good Housekeeping (after all, the trap had
earned the Good Housekeeping Seal of Approval) and in other
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“home and shelter” magazines.
Martha was the company’s only
salesperson, but she intended to
hire more salespeople soon.

Martha had initially forecasted
Trap-Ease’s first-year sales at five
million units. Through April, how-
ever, the company had only sold
several hundred thousand units.
Martha wondered if most new
products got off to such a slow
start, or if she was doing some-
thing wrong. She had detected
some problems, although none
seemed overly serious. For one,
there had not been enough repeat
buying. For another, she had noted
that many of the retailers upon
whom she called kept their sample
mousetraps on their desks as con-
versation pieces—she wanted the
traps to be used and demonstrated. Martha wondered if consumers
were also buying the traps as novelties rather than as solutions to their
mouse problems.

Martha knew that the investor group believed that Trap-Ease
America had a "“once-in-a-lifetime chance” with its innovative
mousetrap, and she sensed the group’s impatience with the com-
pany’s progress so far. She had budgeted approximately $250,000
in administrative and fixed costs for the first year (not including mar-
keting costs). To keep the investors happy, the company needed to
sell enough traps to cover those costs and make a reasonable profit.

—
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BACK TO THE DRAWING BOARD

In these first few months, Martha had learned that marketing a
new product was not an easy task. Some customers were very de-
manding. For example, one national retailer had placed a large or-
der with instructions that Trap-Ease America was to deliver the
order to the loading dock at one of the retailer’s warehouses be-
tween 1:00 and 3:00 p.m. on a specified day. When the truck de-
livering the order arrived after 3:00 p.m., the retailer had refused
to accept the shipment. The retailer had told Martha it would be
a year before she got another chance.

As Martha sat down at her desk, she realized she needed to re-
think her marketing strategy. Perhaps she had missed something or
made some mistake that was causing sales to be so slow. Glancing at
the quotation again, she thought that perhaps she should send the
picky retailer and other customers a copy of Emerson’s famous quote.

Questions for Discussion

1. Martha and the Trap-Ease America investors believe they face a
once-in-a-lifetime opportunity. What information do they need
to evaluate this opportunity? How do you think the group
would write its mission statement? How would you write it?

2. Has Martha identified the best target market for Trap-Ease?
What other market segments might the firm target?

3. How has the company positioned the Trap-Ease for the chosen
target market? Could it position the product in other ways?

4. Describe the current marketing mix for Trap-Ease. Do you see
any problems with this mix?

5. Who is Trap-Ease America’s competition?

6. How would you change Trap-Ease’s marketing strategy? What
kinds of control procedures would you establish for this strategy?
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. In Part 1, you learned about
Chapter PreVIQW the basic concepts of market-
ing and the steps in the marketing process for building profitable rela-
tionships with targeted consumers. In Part 2, we'll look deeper into the
first step of the marketing process—understanding the marketplace
and customer needs and wants. In this chapter, you'll see that market-
ing operates in a complex and changing environment. Other actors in
this environment—suppliers, intermediaries, customers, competitors,
publics, and others—may work with or against the company. Major
environmental forces—demographic, economic, natural, technologi-
cal, political, and cultural—shape marketing opportunities, pose

Analyzin.g the Marketing
Environment

threats, and affect the company’s ability to build customer relation-
ships. To develop effective marketing strategies, you must first under-
stand the environment in which marketing operates.

We start by looking at an American icon, Xerox. A half-century
ago, this venerable old company harnessed changing technology to
create a whole new industry—photocopying—and dominated that in-
dustry for decades. But did you know that, barely a decade ago, Xerox
was on the verge of bankruptcy? Don’t worry, the company is once
again sound. But Xerox's harrowing experience provides a cautionary
tale of what can happen when a company—even a dominant market
leader—fails to adapt to its changing marketing environment.

Xerox: Adapting to the Turbulent Marketing Environment

erox introduced the first plain-paper office copier
50 years ago. In the decades that followed, the company
that invented photocopying flat-out dominated the in-
dustry it had created. The name Xerox became almost
generic for copying (as in “I'll Xerox this for you”). Through the
years, Xerox fought off round after round of rivals to stay atop the
fiercely competitive copier industry. In 1998, Xerox’s profits were
growing at 20 percent a year, and its stock price was soaring.

Then things went terribly wrong for Xerox. The legendary
company’s stock and fortunes took a stomach-churning dive. In
only 18 months, Xerox lost some $38 billion in market value. By
mid-2001, its stock price had plunged from almost $70 in 1999 to
under $5. The once-dominant market leader found itself on the
brink of bankruptcy. What happened? Blame it on change or—
rather—on Xerox’'s failure to adapt to its rapidly changing mar-
keting environment. The world was quickly going digital, but
Xerox hadn’t kept up.

In the new digital environment, Xerox customers no longer
relied on the company’s flagship products—stand-alone copiers—
to share information and documents. Rather than pumping out
and distributing stacks of black-and-white copies, they created
digital documents and shared them electronically. Or they popped
out copies on their nearby networked printer. On a broader level,
while Xerox was busy perfecting copy machines, customers were
looking for more sophisticated “document management solu-
tions.” They wanted systems that would let them scan documents

in Frankfurt, weave them into colorful, customized showpieces in
San Francisco, and print them on demand in London—even alter-
ing for American spelling.

As digital technology changed, so did Xerox’s customers and
competitors. Instead of selling copiers to equipment purchasing
managers, Xerox found itself developing and selling document
management systems to high-level information technology man-
agers. Instead of competing head-on with copy machine competi-
tors like Sharp, Canon, and Ricoh, Xerox was now squaring off
against information technology companies like HP and IBM.

Xerox’s large and long-respected sales force—made up of
people in toner-stained shirts trained to sell and repair copy
machines—simply wasn’t equipped to deal effectively in the
brave new world of digital document solutions. Xerox, the
iconic “copier company,” just wasn’t cutting it in the new dig-
ital environment. Increasingly, Xerox found itself occupying
the dusty and dying “copy machine” corner of the analog
office.

Since those dark days on the brink, however, Xerox has
rethought, redefined, and reinvented itself. The company has
undergone a remarkable transformation. Xerox no longer de-
fines itself as a “copier company.” In fact, it doesn’t even make
stand-alone copiers anymore. Instead, Xerox bills itself as a lead-
ing global document-management and business-process tech-
nology and services enterprise. It wants to help companies and
people “be smarter about their documents.”
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Documenting any communica-
tion used to mean committing it
to paper, getting it down in black
and white. Now communication
is generally scanned, sent,
searched, archived, merged, and
personalized—often in color. It
can move back and forth, many
times, from physical to digital. So
when we say our mission is to
help people be smarter about
their documents, it really means
giving them a range of tools and
techniques to capture, organize,
facilitate, and enhance how they
communicate. In any form. To an
audience of one or many millions.

The Xerox transformation
started with a new focus on the
customer. Before developing new
products, Xerox researchers held
seemingly endless customer focus
groups. Sophie Vandebroek, Xe-
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rox’s chief technology officer,
called this “dreaming with the cus-
tomer.” The goal, she argued, is “involving experts who know
the technology with customers who know the pain points. . . .
Ultimately innovation is about delighting the customer.” The
new Xerox believes that understanding customers is just as im-
portant as understanding technology.

As a result of this new thinking, Xerox now offers a broad
portfolio of customer-focused products, software, and services
that help its customers manage documents and information.
Xerox has introduced more than 130 innovative new products in
the past four years. It now offers digital products and systems
ranging from network printers and multifunction devices to
color printing and publishing systems, digital presses, and
“book factories.” It also offers an impressive array of print-
management consulting and outsourcing services that help
businesses develop online document archives, operate in-house
print shops or mailrooms, analyze how employees can most ef-
ficiently share documents and knowledge, and build Web-based
processes for personalizing direct mail, invoices, and brochures.

Thus, Xerox isn’t an old, rusty copier company anymore.
Thanks to a truly remarkable turnaround, Xerox is now on solid
footing in today’s digital world. Xerox’s former chairman
summed things up this way: “We have transformed Xerox into a
business that connects closely with customers in a content-rich
digital marketplace. We have expanded into new markets, created
new businesses, acquired
new capabilities, developed
technologies that launched
new industries—to ensure
we make it easier, faster, and
less costly for our customers
to share information.”

However, just as Xerox's
turnaround seemed com-

Xerox invented photocopying and for decades flat-out
dominated the industry it had created. But Xerox's
experience provides a cautionary tale of what can

happen when a company—even a dominant market
leader—fails to adapt to its changing marketing
environment.

®

Xerox isn't an old,
fusty copier
company anymore.
It now provides a
broad portfolio of
digital print-
management and
IT-processing
equipment and
services that help
customers be
“Ready for Real
Business.”

plete, yet another challenging environmen-
tal force arose—the Great Recession. The
recession severely depressed Xerox’s core
printing and copying equipment and ser-
vices business, and the company’s sales and
stock price tumbled once again. So in a ma-
jor move to maintain its transition momen-
tum, Xerox recently acquired Affiliated
Computer Services (ACS), a $6.4 billion IT
services company. With the ACS acquisi-
tion, Xerox can now help clients manage not
only their document-related processes but
also their even-faster growing IT processes.
Xerox’s newly expanded mission is to pro-
vide clients with the technologies and services they need to man-
age their documents, data, and work processes more efficiently
and effectively. That leaves clients free to focus on what matters
most—their real businesses.

Xerox knows that change and renewal are ongoing and never-
ending. “The one thing that’s predictable about business is that it's
fundamentally unpredictable,” says the company’s most recent
annual report. “Macroforces such as globalization, emerging
technologies, and, most recently, depressed financial markets bring
new challenges every day to businesses of all sizes.” The message
is clear. Even the most domi-
nant companies can be vul-
nerable to the often turbulent
and changing marketing en-
vironment. Companies that
understand and adapt well
to their environments can
thrive. Those that don’t risk
their very survival.!



Objective OUTLINE

Objective 1

Objective 2

Objective 3

Objective 4

Objective 5

Describe the environmental forces that affect the company’s ability to serve its customers.
The Microenvironment (66-69)
The Macroenvironment (70)

Explain how changes in the demographic and economic environments affect marketing
decisions.

The Demographic Environment (70-77)
The Economic Environment (77-78)

Identify the major trends in the firm’s natural and technological environments.
The Natural Environment (78-79)
The Technological Environment (8o-81)

Explain the key changes in the political and cultural environments.
The Political and Social Environment (81-85)
The Cultural Environment (s6-88)

Discuss how companies can react to the marketing environment.

Responding to the Marketing Environment (89-91)

J . . .
Marketing environment A Company S marketing environment consists of the actors and forces
The actors and forces outside marketing outside marketing that affect marketing management’s ability to build and maintain suc-

that affect marketing management’s
ability to build and maintain successful
relationships with target customers.

Microenvironment

The actors close to the company that
affect its ability to serve its customers—
the company, suppliers, marketing
intermediaries, customer markets,

competitors, and publics.

Macroenvironment

The larger societal forces that affect the

cessful relationships with target customers. Like Xerox, companies constantly watch and
adapt to the changing environment.

More than any other group in the company, marketers must be environmental trend
trackers and opportunity seekers. Although every manager in an organization should watch
the outside environment, marketers have two special aptitudes. They have disciplined
methods—marketing research and marketing intelligence—for collecting information
about the marketing environment. They also spend more time in customer and competitor
environments. By carefully studying the environment, marketers can adapt their strategies
to meet new marketplace challenges and opportunities.

The marketing environment consists of a microenvironment and a macroenvironment. The
microenvironment consists of the actors close to the company that affect its ability to serve
its customers—the company, suppliers, marketing intermediaries, customer markets, com-

microenvironment—demographic petitors, and publics. The macroenvironment consists of the larger societal forces that af-

economic, natural, technological, political, fect the microenvironment—demographic, economic, natural, technological, political, and

and cultural forces.

cultural forces. We look first at the company’s microenvironment.

Author | The microenvironment The Microenvironment (pp 66-69)

Comment | includes all the actors
close to the company that affect, Marketing management’s job is to build relationships with customers by creating customer

positively or negatively, its ability to
create value for and relationships with

its customers.

value and satisfaction. However, marketing managers cannot do this alone. @ Figure 3.1
shows the major actors in the marketer’s microenvironment. Marketing success requires

66

building relationships with other company departments, suppliers, marketing intermedi-
aries, competitors, various publics, and customers, which combine to make up the com-
pany’s value delivery network.



In creating value for customers, marketers must
partner with other firms in the company’s value
delivery network. For example, Lexus can't create a
high-quality ownership experience for its customers
unless its suppliers provide quality parts and its
dealers provide high sales and service quality.

)
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Marketers must work in harmony with
other company departments to create
customer value and relationships. For
example, Walmart's marketers can't
promise us low prices unless its
operations department delivers low costs

@ FIGURE | 3.1
Actors in the Microenvironment

Customers are the most
important actors in the
company’s microenvironment.
The aim of the entire value
delivery system is to serve
target customers and create
strong relationships with them.

The Company

In designing marketing plans, marketing management takes other company groups into
account—groups such as top management, finance, research and development (R&D), pur-
chasing, operations, and accounting. All of these interrelated groups form the internal envi-

ronment. Top management sets the company’s mission, objectives, broad strategies, and
policies. Marketing managers make decisions within the strategies and plans made by top
management.

As we discussed in Chapter 2, marketing managers must work closely with other
company departments. Other departments have an impact on the marketing depart-
ment’s plans and actions. And, under the marketing concept, all of these functions must
“think consumer.” According to a former Xerox CEO, to provide a great customer expe-
rience, Xerox must “find out what customers are facing—what their problems and op-
portunities are. Everyone at Xerox shares this responsibility. That includes people and
departments that have not always been customer-facing, like finance, legal, and human
resources.”?

Suppliers

Suppliers form an important link in the company’s overall customer value delivery net-
work. They provide the resources needed by the company to produce its goods and services.
Supplier problems can seriously affect marketing. Marketing managers must watch supply
availability and costs. Supply shortages or delays, labor strikes, and other events can cost
sales in the short run and damage customer satisfaction in the long run. Rising supply costs
may force price increases that can harm the company’s sales volume.

Most marketers today treat their suppliers as partners in creating and delivering customer
value. For example, Toyota knows the importance of building close relationships with its sup-
pliers. In fact, it even includes the phrase achieve supplier satisfaction in its mission statement.

Toyota’s competitors often alienate suppliers through self-serving, heavy-handed deal-
ings. According to one supplier, U.S. automakers “set annual cost-reduction targets [for
the parts they buy]. To realize those targets, they’ll do anything. [They’ve unleashed] a
reign of terror, and it gets worse every year.” By contrast, rather than bullying suppli-
ers, Toyota partners with them and helps them meet its very high expectations. Toyota
learns about their businesses, conducts joint improvement activities, helps train sup-
plier employees, gives daily performance feedback, and actively seeks out supplier con-
cerns. It even recognizes top performers with annual performance awards. High
supplier satisfaction means that Toyota can rely on suppliers to help it improve its own
quality, reduce costs, and quickly develop new products. Even after the recent massive
recall following unanticipated acceleration problems with some Toyota models, the
company didn’t point blame at the accelerator part supplier. Instead, Toyota took blame
for a faulty part design and even issued a statement supporting the “long-term and val-
ued supplier.” In all, creating satisfied suppliers helps Toyota produce lower-cost,

higher-quality cars, which in turn results in more satisfied customers.’



68 Part Two | Understanding the Marketplace and Consumers

Marketing intermediaries
Firms that help the company to promote,
sell, and distribute its goods to final buyers.

@ Partnering with marketing intermediaries: Coca-
Cola provides its retail partners with much more
than just soft drinks. It also pledges powerful we want to help in any way we can.” Such intense partnering efforts have

marketing support.

Marketing Intermediaries

Marketing intermediaries help the company promote, sell, and distribute its products to
final buyers. They include resellers, physical distribution firms, marketing services agen-
cies, and financial intermediaries. Resellers are distribution channel firms that help the com-
pany find customers or make sales to them. These include wholesalers and retailers who
buy and resell merchandise. Selecting and partnering with resellers is not easy. No longer
do manufacturers have many small, independent resellers from which to choose. They now
face large and growing reseller organizations, such as Walmart, Target, Home Depot,
Costco, and Best Buy. These organizations frequently have enough power to dictate terms
or even shut smaller manufacturers out of large markets.

Physical distribution firms help the company stock and move goods from their points of
origin to their destinations. Marketing services agencies are the marketing research firms, adver-
tising agencies, media firms, and marketing consulting firms that help the company target and
promote its products to the right markets. Financial intermediaries include banks, credit com-
panies, insurance companies, and other businesses that help finance transactions
or insure against the risks associated with the buying and selling of goods.

Like suppliers, marketing intermediaries form an important component
of the company’s overall value delivery network. In its quest to create satis-
fying customer relationships, the company must do more than just optimize
its own performance. It must partner effectively with marketing intermedi-
aries to optimize the performance of the entire system.

Thus, today’s marketers recognize the importance of working with their inter-
mediaries as partners rather than simply as channels through which they sell their
products. @ For example, when Coca-Cola signs on as the exclusive beverage
provider for a fast-food chain, such as McDonald’s, Wendy’s, or Subway, it provides
much more than just soft drinks. It also pledges powerful marketing support.*

Coca-Cola assigns cross-functional teams dedicated to understanding the
finer points of each retail partner’s business. It conducts a staggering amount
of research on beverage consumers and shares these insights with its partners.
It analyzes the demographics of U.S. zip code areas and helps partners deter-
mine which Coke brands are preferred in their areas. Coca-Cola has even
studied the design of drive-through menu boards to better understand which
layouts, fonts, letter sizes, colors, and visuals induce consumers to order more
food and drink. Based on such insights, the Coca-Cola Food Service group de-
velops marketing programs and merchandising tools that help its retail part-
ners improve their beverage sales and profits. For example, Coca-Cola Food
Service’s Web site, www.CokeSolutions.com, provides retailers with a wealth
of information, business solutions, and merchandising tips. “We know that
you're passionate about delighting guests and enhancing their real experi-
ences on every level,” says Coca-Cola to its retail partners. “As your partner,

made Coca-Cola a runaway leader in the U.S. fountain soft-drink market.

Competitors

The marketing concept states that, to be successful, a company must provide greater cus-
tomer value and satisfaction than its competitors do. Thus, marketers must do more than sim-
ply adapt to the needs of target consumers. They also must gain strategic advantage by
positioning their offerings strongly against competitors’ offerings in the minds of consumers.

No single competitive marketing strategy is best for all companies. Each firm should
consider its own size and industry position compared to those of its competitors. Large
firms with dominant positions in an industry can use certain strategies that smaller firms
cannot afford. But being large is not enough. There are winning strategies for large firms,
but there are also losing ones. And small firms can develop strategies that give them better
rates of return than large firms enjoy.


www.CokeSolutions.com

Public

Any group that has an actual or potential
interest in or impact on an organization’s
ability to achieve its objectives.
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Publics

The company’s marketing environment also includes various publics. A publicis any group
that has an actual or potential interest in or impact on an organization’s ability to achieve its
objectives. We can identify seven types of publics:

*  Financial publics. This group influences the company’s ability to obtain funds. Banks, in-
vestment analysts, and stockholders are the major financial publics.

e Media publics. This group carries news, features, and editorial opinion. It includes news-
papers, magazines, television stations, and blogs and other Internet media.

*  Government publics. Management must take government developments into account.
Marketers must often consult the company’s lawyers on issues of product safety, truth
in advertising, and other matters.

e Citizen-action publics. A company’s marketing decisions may be questioned by con-
sumer organizations, environmental groups, minority groups, and others. Its public re-
lations department can help it stay in touch with consumer and citizen groups.

® Local publics. This group includes neighborhood residents and community organiza-
tions. Large companies usually create departments and programs that deal with local
community issues and provide community support. @ For example, the P&G Tide
Loads of Hope program recognizes the impor-

What people are saying.

4 that is awesome!l Yau guys are really iryng Read mose

tance of community publics. It provides mobile
laundromats and loads of clean laundry to fam-
ilies in disaster-stricken areas. P&G washes,
dries, and folds clothes for these families for
free because “we’ve learned [that] sometimes
even the littlest things can make a difference.”

You too can h
difeclod by General public. A company needs to be con-
" cerned about the general public’s attitude to-
ward its products and activities. The public’s
image of the company affects its buying.

Cantfing v
e Internal publics. This group includes workers,
managers, volunteers, and the board of direc-
tors. Large companies use newsletters and
other means to inform and motivate their in-

& oo ternal publics. When employees feel good

Revews [<] hope' about the companies they work for, this posi-

tive attitude spills over to the external publics.

@ Publics: P&G's Tide Loads of Hope program recognizes the importance of
community publics. It washes, dries, and folds loads of clothes for families struck

by local disasters.

A company can prepare marketing plans for
these major publics as well as for its customer
markets. Suppose the company wants a specific response from a particular public, such as
goodwill, favorable word of mouth, or donations of time or money. The company would have
to design an offer to this public that is attractive enough to produce the desired response.

Customers

As we’ve emphasized throughout, customers are the most important actors in the company’s
microenvironment. The aim of the entire value delivery network is to serve target customers
and create strong relationships with them. The company might target any or all five types of
customer markets. Consumer markets consist of individuals and households that buy goods
and services for personal consumption. Business markets buy goods and services for further
processing or use in their production processes, whereas reseller markets buy goods and
services to resell at a profit. Government markets consist of government agencies that buy goods
and services to produce public services or transfer the goods and services to others who need
them. Finally, international markets consist of these buyers in other countries, including con-
sumers, producers, resellers, and governments. Each market type has special characteristics
that call for careful study by the seller.
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Author | The macroenvironment
Comment | consists of broader forces
that affect the actors in the
microenvironment.

Author | Changes in demographics
Comment | mean changes in markets,
so they are very important to
marketers. We first look at the biggest
demographic trend—the changing age
structure of the population.

Demography

The study of human populations in terms
of size, density, location, age, gender,
race, occupation, and other statistics.

(@ Demographics and business: In China, Starbucks targets the “Me
generation,” positioning itself as a new kind of informal but population diversity. Here, we discuss the most important

indulgent meeting place.

Baby boomers

The 78 million people born during years
following World War Il and lasting

until 1964.

The Macroenvironment p 70-ss)

The company and all of the other actors operate in a larger macroenvironment of forces that
shape opportunities and pose threats to the company. @ Figure 3.2 shows the six major
forces in the company’s macroenvironment. In the remaining sections of this chapter, we ex-
amine these forces and show how they affect marketing plans.

The Demographic Environment

Demography is the study of human populations in terms of size, density, location, age,
gender, race, occupation, and other statistics. The demographic environment is of major in-
terest to marketers because it involves people, and people make up markets. The world pop-
ulation is growing at an explosive rate. It now exceeds 6.8 billion people and is expected to
grow to more than 8 billion by the year 2030.° The world’s large and highly diverse popula-
tion poses both opportunities and challenges.

Changes in the world demographic environment have major implications for business.
For example, consider China. Thirty years ago, to curb its skyrocketing population, the Chi-
nese government passed regulations limiting families to one child each. As a result, China’s
youth born after 1980—called “balinghou” or the “Me generation” by their elders—have
been showered with attention and luxuries resulting in what’s known as the “little emperor”
or “little empress” syndrome. As many as six adults, two parents, and four doting grand-
parents may be indulging the whims of each only child—all 600 million of them (almost
twice the entire U.S. population). Parents with only one child at home now spend about
40 percent of their income on their cherished child.”

China’s Me generation, now ranging in age from newborns to their early 30s, is affect-
ing markets for everything from children’s products to financial services, cell phone services,
and luxury goods. @ For example, Starbucks is targeting China’s Me generation, position-
ing itself as new kind of informal but indulgent meeting place.®

China’s one-child rule created a generation of people who have been pampered by par-
ents and grandparents and have the means to make indulgent purchases. Instead of be-
lieving in traditional Chinese collective goals, these

young people embrace individuality. “Their view of this
world is very different,” says the president of Starbucks
Greater China. “They have never gone through the hard-
ships of our generation.” Starbucks is in sync with that, he
says, given its customized drinks, personalized service,
and original music compilations. “In the U.S., most of
Starbucks’ business is takeaway,” says one analyst. “It is
the opposite in China. [Young] people go to [Starbucks] as
a destination and spend hours there. They like to be seen
as chic and cosmopolitan.”

Thus, marketers keep a close eye on demographic trends
and developments in their markets—both at home and
abroad. They analyze changing age and family structures, ge-
ographic population shifts, educational characteristics, and

demographic trends in the United States.

The Changing Age Structure of the Population

The U.S. population is currently about 310 million and may reach almost 364 million by 2030.°
The single most important demographic trend in the United States is the changing age struc-
ture of the population. The U.S. population contains several generational groups. Here, we
discuss the three largest groups—the baby boomers, Generation X, and the Millennials—and
their impact on today’s marketing strategies.

The Baby Boomers. The post-World War II baby boom produced 78 million baby
boomers, who were born between 1946 and 1964. Over the years, the baby boomers have



Concern for the natural environment has spawned

a so-called green movement in industries ranging
from PCs to diesel locomotives. For example, last
year HP recovered and recycled 250 million pounds
of electronics globally, equivalent to some 800 jumbo
jets. The goal of many companies today is
environmental sustainability—strategies and
practices that the planet can support indefinitely.

Changing demographics mean changes in markets,
which in turn require changes in marketing strategies.
For example, Merrill Lynch now targets aging baby
boomers to help them overcome the hurdles to
retirement planning.

@ FIGURE | 3.2
Major Forces in the Company’s
Macroenvironment
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Marketers also want to be
socially responsible citizens
in their markets and
communities. For example,
shoe brand TOMS was
founded on a cause: “No
complicated formulas. It's
simple,” says the company’s
founder. “You buy a pair of
TOMS and | give a pair to a
kahi\d on your behalf.”

‘\; / Gompany Q/’

been one of the most powerful forces shaping the marketing environment. The youngest
boomers are now in their mid-forties; the oldest are in their sixties and approaching retire-

ment. The maturing boomers are rethinking the purpose and value of their work, responsi-
bilities, and relationships.

After years of prosperity, free spending, and saving little, the Great Recession hit many
baby boomers hard, especially the preretirement boomers. A sharp decline in stock prices
and home values ate into their nest eggs and retirement prospects. As a result, many
boomers are now spending more carefully and planning to work longer. “You have a huge
group of preretirement baby boomers, a huge number of people who are asking, ‘Can I live
off my savings and Social Security for the rest of my life?”” says one economist. “A whop-

-

retire

(@ Targeting Baby Boomers: Merrill Lynch’s
help2retire campaign aims to help boomers
overcome the hurdles to retirement planning. It's not
just about “the numbers” but also about “life goals.”

ping 70 percent of Americans currently age 45 to 74 plan to work during their
retirement years . . . both for enjoyment and because they need the money,”
notes another.'

However, although some might be feeling the postrecession pinch, the baby
boomers are still the wealthiest generation in U.S. history. Today’s baby boomers
account for about 25 percent of the U.S. population but hold 75 percent of the
nation’s financial assets and account for about 50 percent of total consumer
spending. They spend about $2 trillion a year."" As they reach their peak earning
and spending years, the boomers will continue to constitute a lucrative market
for financial services, new housing and home remodeling, travel and entertain-
ment, eating out, health and fitness products, and just about everything else.

It would be a mistake to think of the older boomers as phasing out or slow-
ing down. Today’s boomers think young no matter how old they are. One study
showed that boomers, on average, see themselves 12 years younger than they
actually are. And rather than viewing themselves as phasing out, they see
themselves as entering new life phases. The more active boomers—sometimes
called zoomers, or baby boomers with zip—have no intention of abandoning
their youthful lifestyles as they age."?

“Itis time to throw out the notion that the only things marketable to [the older
boomers) are chiropractic mattresses, arthritis drugs, and [staid] cruises,” says one
marketer. “Boomers have sought the fountain of youth through all stages of life
and have incorporated aspects of play and fun into everything from careers to
cars.”*® Toyota recognizes these changing boomer life phases. Ads for its Toyota
Highlander show empty-nest boomers and declare “For your newfound free-
dom.” Similarly, Curves fitness centers targets boomer women. Curves’ older reg-
ulars “want to be strong and fit,” says one expert. “They just don’t want to go into
Gold’s Gym and be surrounded by spandex-clad Barbie dolls.”**

Perhaps no one is targeting the baby boomers more fervently than the fi-
nancial services industry. Collectively, the baby boomers have earned $3.7 tril-
lion, more than twice as much as members of the prior generation. They’ll also
be inheriting $7.2 trillion as their parents pass away. Thus, especially in the
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Generation X
The 45 million people born between

1965 and 1976 in the “birth dearth”

following the baby boom.

I's at the heart of avery

@ Targeting Gen Xers: Virginia tourism now aims its well-
known “Virginia is for Lovers” campaign at Gen X families, who

aftermath of the Great Recession, the boomers will need lots of money management help as
they approach retirement. Merrill Lynch recently launched a marketing campaign aimed at
helping boomers with retirement planning:*®

Stereotypical retirement ads from financial institutions show attractive older couples
on the beach enjoying their idyllic golden years. “In this industry, everybody [most al-
ways] talks about the future and when you retire,” says the head of Merrill Lynch’s
Wealth Management unit. But the new Merrill Lynch retirement planning campaign
talks about now—about the retirement hurdles that people face in getting ready for re-
tirement. @ Themed “help2retire ” (read “help2retire blank”), the campaign en-
courages 50-plus year olds to “fill in the blank” with aspects of their current working
and financial lives that they’d like so they can focus on what matters most in retirement
planning. Different ads suggest words such as help2retire Confusion, or Cold Feet, or
Guesswork. Merrill Lynch research shows that recession-tempered boomers are cau-
tiously optimistic about retirement but need help planning for it. Merrill wants to pro-
vide that help in the form of personalized financial advice. Merrill is approaching the
topic from both a rational and an emotional standpoint. It's not just about “the num-
bers” but also about “life goals.” Says the head of Merrill Lynch Wealth Management:
“It’s not just about aspiring to get a second home in a warm location [anymore]. It's
about spending more time with your family and friends and relieving the anxiety

around the guesswork that so many [boomers] are feeling.”

Generation X. The baby boom was followed by a “birth dearth,” creating another gener-
ation of 49 million people born between 1965 and 1976. Author Douglas Coupland calls
them Generation X because they lie in the shadow of the boomers and lack obvious distin-
guishing characteristics.

The Generation Xers are defined as much by their shared experiences as by their age. In-
creasing parental divorce rates and higher employment for their mothers made them the first
generation of latchkey kids. Although they seek success, they are
less materialistic; they prize experience, not acquisition. For many
of the Gen Xers who are parents, family comes first—both children
and their aging parents—and career second. From a marketing
standpoint, the Gen Xers are a more skeptical bunch. They tend to
research products before they consider a purchase, prefer quality to
quantity, and tend to be less receptive to overt marketing pitches.

Once labeled as “the MTV generation” and viewed as body-
piercing slackers who whined about “McJobs,” the Gen Xers have
grown up and are now taking over. They are increasingly displacing
the lifestyles, culture, and values of the baby boomers. They are mov-
ing up in their careers, and many are proud homeowners with young,
growing families. They are the most educated generation to date, and
they possess hefty annual purchasing power. However, like the baby
boomers, the Gen Xers now face growing economic pressures. Like al-
most everyone else these days, they are spending more carefully.'®

Still, with so much potential, many brands and organizations
are focusing on Gen Xers as a prime target segment. @ For exam-
ple, the Virginia Tourism Corporation, the state’s tourism arm, is
now targeting Gen X families:"”

Virginia’s 40-year romance with the baby boomer generation
is waning. The Virginia Tourism Corporation (VTC), best
known for its enduring “Virginia is for Lovers” campaign, is
now wooing a new audience: Generation X. They're younger
and more adventuresome, and they spend more money on
travel in Virginia. VTC research showed that Generation X

want new experiences close to home. “Love: Its at the heart of households contribute about 45 percent of the $19.2 billion

every Virginia vacation.”

spent on travel in Virginia each year. Whereas most boomers



Millennials (or Generation Y)
The 83 million children of the baby
boomers, born between 1977 and 2000.

Chapter 3 | Analyzing the Marketing Environment 73

are done or almost done with child rearing and lean toward more exotic travel loca-
tions farther from home, “the Generation Xers are new families who need new experi-
ences close to home,” says Alisa Bailey, CEO and president of VIC. “They want
beaches, good places to relax, warm, friendly people. They love amusement and theme
parks, and they want places that are good for what we call soft adventure, like canoe-
ing, and hiking.” Don’t worry; the slogan won’t change. “What will change,” explains
Bailey, “is our strategy toward the younger market. We will be showing more Gen X
families in our marketing. It will be a more family-oriented campaign.” VTC plans to
use Facebook, Twitter, and blogs to help reach Generation X households.

Millennials. Both the baby boomers and Gen Xers will one day be passing the reins to the
Millennials (also called Generation Y or the echo boomers). Born between 1977 and 2000,
these children of the baby boomers number 83 million, dwarfing the Gen Xers and larger
even than the baby boomer segment. This group includes several age cohorts: tweens (ages
10-12), teens (13-18), and young adults (19-33). With total purchasing power of more than
$733 billion, the Millennials are a huge and attractive market.'8

One thing that all the Millennials have in common is their utter fluency and comfort
with digital technology. They don’t just embrace technology; it's a way of life. The Millen-
nials were the first generation to grow up in a world filled with computers, cell phones,
satellite TV, iPods, and online social networks. A recent study found that 91 percent of Mil-
lennials are on the Web, making up 32 percent of all U.S. Internet users. According to an-
other study, 77 percent of Millennials frequent social-networking sites, and 71 percent use
instant messaging. “All generations are comfortable with technology, but this is the genera-
tion that’s been formed by technology,” says a Yahoo! executive. For them, “it’s not some-
thing separate. It’s just something they do.”"

Marketers of all kinds now target the Millennials segment, from automakers to political
campaigns. The Millennials are bombarded with marketing messages coming at them from all
directions. However, rather than having mass marketing messages pushed at them, they pre-
fer to seek out information and engage in two-way brand conversations. Thus, reaching these
message-saturated consumers effectively requires creative marketing approaches. @ Con-
sider how the Barack Obama presidential campaign succeeded in reaching this group:*

“Barack Obama was the first presidential candidate to be marketed like a high-end con-
sumer brand,” observed a Newsweek reporter. His rising-sun logo echoes the one-world
icons of PepsiCo, AT&T, and Apple. But what really set the Obama
campaign apart was its immense appeal to Millennials, the country’s
youngest voters. The campaign’s mastery of cutting-edge social media,
such as the www.my.barackobama.com Web site, was optimized for
Millennial appeal. For this generation, “the new pronoun is me, my,”
says a marketing expert. “Young people want to be in control of their
relationship with a brand. They want to customize and personalize.”
The Obama campaign site allowed just that, with its use of tagging, dis-
cussion boards, photo uploads, and other interactive elements.

In addition, Obama enlisted eight million volunteers using social-
networking sites, attracted two million friends on Facebook, and drew
90 million viewers to his video presentations on YouTube. On Election
Day, the Obama team sent text messages to millions of young support-
ers. The Obama campaign didn’t merely use young volunteers, as most
campaigns do. It created a campaign specifically designed by and for
today’s tech-happy Millennial generation, using the communication

tools young people rely on and trust. The result? Young people turned
out at the polls in record numbers, with fully 66 percent favoring
Obama, turning the tide his way in several key states.

@ Reaching Millennials: The Barack Obama presidential

campaign’s mastery of cutting-edge social media, such as
www.my.barackobama.com, was optimized for ) I
Millennial appeal. It still is. You can connect with ucts and marketing programs for each generation? Some experts warn that

marketers need to be careful about turning off one generation each time

“Obama everywhere.”

Generational Marketing. Do marketers need to create separate prod-
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they craft a product or message that appeals effectively to another. Others caution that each
generation spans decades of time and many socioeconomic levels. For example, marketers of-
ten split the baby boomers into three smaller groups—leading-edge boomers, core boomers,
and trailing-edge boomers—each with its own beliefs and behaviors. Similarly, they split the
Millennials into tweens, teens, and young adults.

Thus, marketers need to form more precise age-specific segments within each group.
More important, defining people by their birth date may be less effective than segmenting
them by their lifestyle, life stage, or the common values they seek in the products they buy.
We will discuss many other ways to segment markets in Chapter 7.

The Changing American Family

The traditional household consists of a husband, wife, and children (and sometimes grand-
parents). Yet, the once American ideal of the two-child, two-car suburban family has lately
been losing some of its luster.

In the United States today, married couples with children represent only 22 percent of
the nation’s 117 million households, married couples without children represent 29 percent,
and single parents are another 11 percent. A full 38 percent are nonfamily households—
singles living alone or adults of one or both sexes living together.? More people are divorc-
ing or separating, choosing not to marry, marrying later, or marrying without intending to
have children. Marketers must increasingly consider the special needs of nontraditional
households because they are now growing more rapidly than traditional households. Each
group has distinctive needs and buying habits.

The number of working women has also increased greatly, growing from under 40 per-
cent of the U.S. workforce in the late 1950s to 59 percent today. Both husband and wife work
in 59 percent of all married-couple families. Meanwhile, more men are staying home with
their children, managing the household while their wives go to work. According to the U.S.
Census Bureau, the number of stay-at-home dads has risen 18 percent since 1994—some
158,000 fathers now stay at home.”

The significant number of women in the workforce has spawned the child day-care busi-
ness and increased the consumption of career-oriented women'’s clothing, financial services,
and convenience foods and services. Royal Caribbean targets time-crunched working moms
with budget-friendly family vacations that are easy to plan and certain to wow the family.
Royal Caribbean estimates that, although vacations are a joint decision, 80 percent of all trips
are planned and booked by women—moms who are pressed for time, whether they work or
not. “We want to make sure that you're the hero, that when your family comes on our ship, it’s
going to be a great experience for all of them,” says a senior marketer at Royal Caribbean, “and
that you, mom, who has done all the planning and scheduling, get to enjoy that vacation.”*

Geographic Shifts in Population

This is a period of great migratory movements between and within countries. Americans, for
example, are a mobile people, with about 15 percent of all U.S. residents moving each year.
Over the past two decades, the U.S. population has shifted toward the Sunbelt states. The West
and South have grown, whereas the Midwest and Northeast states have lost population.”*
Such population shifts interest marketers because people in different regions buy differently.
For example, people in the Midwest buy more winter clothing than people in the Southeast.
Also, for more than a century, Americans have been moving from rural to metropolitan
areas. In the 1950s, they made a massive exit from the cities to the suburbs. Today, the migra-
tion to the suburbs continues. And more and more Americans are moving to “micropolitan
areas,” small cities located beyond congested metropolitan areas, such as Bozeman, Montana;
Natchez, Mississippi; and Torrington, Connecticut. Drawing refugees from rural and subur-
ban America, these smaller micros offer many of the advantages of metro areas—jobs, restau-
rants, diversions, community organizations—but without the population crush, traffic jams,
high crime rates, and high property taxes often associated with heavily urbanized areas.”
The shift in where people live has also caused a shift in where they work. For exam-
ple, the migration toward micropolitan and suburban areas has resulted in a rapid increase
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in the number of people who “telecommute”—work at home
s’ or in a remote office and conduct their business by phone, fax,
modem, or the Internet. This trend, in turn, has created a
booming SOHO (small office/home office) market. An increas-
ing number of people are working from home with the help of
electronic conveniences such as PCs, smartphones, and broad-
band Internet access. One recent study estimates that more
than one-half of American businesses now support some kind
of telecommuting program, and 5.9 million Americans work
solely from home.?

Locking for enterprise
snlutlogs‘?

Many marketers are actively courting the lucrative
telecommuting market. @ For example, WebEx, the Web-
conferencing division of Cisco, helps overcome the isolation

B that often accompanies telecommuting. With WebEx, people can

@ Cisco targets the growing telecommuter market with WebEx,
which lets people meet and collaborate online, no matter what

their work location.

meet and collaborate online via computer or smartphone, no
matter what their work location. “All you need to run effective
online meetings is a browser and a phone,” says the company.
With WebEx, people working anywhere can interact with other individuals or small groups
to make presentations, exchange documents, and share desktops, complete with audio and
full-motion video.”

A Better-Educated, More White-Collar,
More Professional Population

The U.S. population is becoming better educated. For example, in 2007, 87 percent of the U.S.
population over age 25 had completed high school, and 30 percent had completed college,
compared with 69 percent and 17 percent, respectively, in 1980. Moreover, nearly two-thirds
of high school graduates now enroll in college within 12 months of graduating.” The rising
number of educated people will increase the demand for quality products, books, travel,
computers, and Internet services.

The workforce also is becoming more white collar. Between 1983 and 2007, the proportion
of managers and professionals in the workforce increased from 23 percent to more than 36 per-
cent. Job growth is now strongest for professional workers and weakest for manufacturing
workers. Between 2008 and 2018, the number of professional workers is expected to increase
17 percent, while manufacturing workers are expected to decline more than 24 percent.”

Increasing Diversity

Countries vary in their ethnic and racial makeup. At one extreme is Japan, where almost
everyone is Japanese. At the other extreme is the United States, with people from virtually
all nations. The United States has often been called a melting pot, where diverse groups from
many nations and cultures have melted into a single, more homogenous whole. Instead, the
United States seems to have become more of a “salad bowl” in which various groups have
mixed together but have maintained their diversity by retaining and valuing important eth-
nic and cultural differences.

Marketers now face increasingly diverse markets, both at home and abroad as their op-
erations become more international in scope. The U.S. population is about 63 percent white,
with Hispanics at about 16 percent and African Americans at about 13.6 percent. The U.S.
Asian American population now totals about 4.9 percent of the population, with the remain-
ing 2.5 percent being American Indian, Eskimo, Aleut, or people of two or more races. More-
over, more than 34 million people living in the United States—more than 12 percent of the
population—were born in another country. The nation’s ethnic populations are expected to
explode in coming decades. By 2050, Hispanics are expected to be an estimated 24 percent
of the population, African Americans will hold steady at about 13 percent, and Asians will
almost double to 9 percent.”’

Most large companies, from P&G, Walmart, Allstate, and Bank of America to Levi
Strauss and Volkswagen, now target specially designed products, ads, and promotions to
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one or more of these groups. For example, Volkswagen recently ran an award-winning cam-
paign to introduce its new Routan minivan to the Hispanic community:*

Research in core markets with Hispanic minivan prospects showed that, contrary to the
happy serenity competitors’ campaigns show, chaos rules inside a minivan on family
outings. So Volkswagen built a Spanish-language campaign to show how it’s Routan
minivan could help Hispanic families in “managing mayhem.” The campaign tells the
story of the Routan as a comfortable, multifeature vehicle engineered with the whole
family in mind. In a spot called “Spill,” one kid spills a bottle of water on her brother,
who strips off his wet clothes and stows them in a storage compartment. In “Frog,” a
frog escapes from its shoe box and hops all over the car, from the roomy storage com-
partment to the soft leather seats, until the father takes advantage of the smooth steer-
ing and suspension to quickly stop the car and eject the frog. The mayhem campaign

created a unique positioning for the Routan within the Hispanic community. Initial

sales of the minivan to Hispanics were proportionally much higher than Volkswagen’s
overall Hispanic sales (which account for almost 10 percent total U.S. VW sales). Volks-

wagen later extended the campaign in English to non-Hispanic markets as well.

Diversity goes beyond ethnic heritage. For example, many major companies explicitly tar-
get gay and lesbian consumers. According to one estimate, the 6-7 percent of U.S. adults who

identify themselves as lesbian, gay, bisexual, and transgender (LGBT) have buying power of
$712 billion. A Simmons Research study of readers of the National Gay Newspaper Guild’s
12 publications found that, compared to the average American, LGBT respondents are 12 times

more likely to be in professional jobs, almost twice as likely to own a vacation home, eight

times more likely to own a notebook computer, and twice as likely to own individual stocks.
More than two-thirds have graduated from college, and 21 percent hold a master’s degree.™

As a result of TV shows like Modern Family, Ugly Betty, and The Ellen DeGeneres Show and
Oscar-winning movies like Brokeback Mountain and Milk, the LGBT community has increasingly
emerged into the public eye. Anumber of media now provide companies with access to this mar-
ket. For example, Planet Out Inc., a leading global media and entertainment company that ex-
clusively serves the LGBT community, offers several successful magazines (Out, the Advocate,
Out Traveler) and Web sites (Gay.com and Planet Out.com). And media giant Viacom’s MTV Net-
works introduced LOGO, a cable television network aimed at gays and lesbians and their
friends and family. LOGO is now available in 33 million U.S. households. More than 100 main-
stream marketers have advertised on LOGO, including Ameriprise Financial, Anheuser-Busch,
Continental Airlines, Dell, Levi Strauss, eBay, J&J, Orbitz, Sears, Sony, and Subaru.

Companies in a wide range of industries are now targeting the LGBT community with
gay-specific marketing efforts. For example, American Airlines has a dedicated LGBT sales

team, sponsors gay community events, and offers a special gay-oriented Web site (www.aa
.com/rainbow) that features travel deals, an e-newsletter, podcasts, and a gay events cal-

@ Targeting consumers with disabilities: Samsung features people
with disabilities in its mainstream advertising and signs endorsement
deals with Paralympic athletes.

endar. The airline’s focus on gay consumers has earned it
double-digit revenue growth from the LGBT community
each year for more than a decade.®

Another attractive diversity segment is the nearly
60 million U.S. adults with disabilities—a market larger than
African Americans or Hispanics—representing more than
$200 billion in annual spending power. Most individuals
with disabilities are active consumers. For example, one
study found that more than two-thirds of adults with disabil-
ities had traveled at least once for business or pleasure dur-
ing the preceding two years. Thirty-one percent had booked
at least one flight, more than half had stayed in hotels, and
20 percent had rented a car. More than 75 percent of people
with disabilities dine out at least once a week.*

How are companies trying to reach consumers with dis-
abilities? Many marketers now recognize that the worlds of
people with disabilities and those without disabilities are one in
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the same. Marketers such as McDonald’s, Verizon Wireless, Nike, Samsung, and Honda have
featured people with disabilities in their mainstream advertising. @ For instance, Samsung and
Nike sign endorsement deals with Paralympic athletes and feature them in advertising.

Other companies use specially targeted media to reach this attractive segment. The Web
site www.Disaboom.com reaches people with disabilities through social-networking features
akin to Facebook combined with relevant information, everything from medical news to career
advice, dating resources, and travel tips. Several large marketers, including J&]J, Netflix, Avis,
GM, and Ford advertise on Disaboom.com. Ford uses the site to highlight its Mobility Motor-
ing Program. Among other things, the program provides $1,000 allowances for new car buyers
to defray costs of adding adaptive equipment, such as wheelchair or scooter lifts, pedal exten-
sions, and steering wheel knobs. Marketing on Disaboom.com has “been a new concept for us
and we are pleased with the performance so far,” says Ford’s mobility motoring manager.®

As the population in the United States grows more diverse, successful marketers will
continue to diversify their marketing programs to take advantage of opportunities in fast-
growing segments.

The Economic Environment

Markets require buying power as well as people. The economic environment consists of
economic factors that affect consumer purchasing power and spending patterns. Marketers
must pay close attention to major trends and consumer spending patterns both across and
within their world markets.

Nations vary greatly in their levels and distribution of income. Some countries have
industrial economies, which constitute rich markets for many different kinds of goods. At the
other extreme are subsistence economies; they consume most of their own agricultural and in-
dustrial output and offer few market opportunities. In between are developing economies that
can offer outstanding marketing opportunities for the right kinds of products.

Consider India with its population of more than 1.1 bil-

TATA MOTORS

lion people. In the past, only India’s elite could afford to buy
ﬂ. a car. In fact, only one in seven Indians now owns one. But re-
cent dramatic changes in India’s economy have produced a
growing middle class and rapidly rising incomes. Now, to
meet the new demand, European, North American, and
Asian automakers are introducing smaller, more-affordable
vehicles in India. But they’ll have to find a way to compete
with India’s Tata Motors, which markets the least expensive
car ever in the world, the Tata Nano. Dubbed “the people’s
car,” the Nano sells for just over 100,000 rupees (about
US$2,500). It can seat four passengers, gets 50 miles per gal-
lon, and travels at a top speed of 60 miles per hour. The
ultralow-cost car is designed to be India’s Model T—the car
that puts the developing nation on wheels. ® “Can you imag-
ine a car within the reach of all?” asks a Nano advertisement.
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“Now you can,” comes the answer. Tata hopes to sell one mil-
lion of these vehicles per year.*

Changes in Consumer Spending

Economic factors can have a dramatic effect on consumer
spending and buying behavior. For example, until fairly re-
cently, American consumers spent freely, fueled by income
growth, a boom in the stock market, rapid increases in hous-
ing values, and other economic good fortunes. They bought
and bought, seemingly without caution, amassing record lev-

nano

(@ Economic environment: To capture India’s growing middle class, Tata
Motors introduced the small, affordable Tata Nano. “Can you imagine a
car within the reach of all?” asks this advertisement. “Now you can.”

els of debt. However, the free spending and high expectations
of those days were dashed by the Great Recession. Says one
economist, “For a generation that . . . substituted rising home
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equity and stock prices for personal savings, the . . . economic meltdown [was] psychologi-
cally wrenching after a quarter century of unquestioned prosperity.”*

As a result, as discussed in Chapter 1, consumers have now adopted a back-to-basics
frugality in their lifestyles and spending patterns that will likely persist for years to come.
They are buying less and looking for greater value in the things that they do buy. In turn,
value marketing has become the watchword for many marketers. Marketers in all industries
are looking for ways to offer today’s more financially cautious buyers greater value—just
the right combination of product quality and good service at a fair price.

You'd expect value pitches from the makers of everyday products. For example, along-
side milk mustache ads featuring glamorous celebrities, such as Brooke Shields and Beyoncé
Knowles, you now see one featuring celebrity financial advisor Suze Orman, telling con-
sumers how to “Milk your budget.” And discounter Kohl’s offers “style and savings inspi-
ration.” However, these days, even luxury-brand marketers are emphasizing good value.
For instance, upscale car brand Infiniti now promises to “make luxury affordable.”

Income Distribution

Marketers should pay attention to income distribution as well as income levels. Over the past
several decades, the rich have grown richer, the middle class has shrunk, and the poor have
remained poor. The top 5 percent of American earners get more than 21 percent of the coun-
try’s adjusted gross income, and the top 20 percent of earners capture 49 percent of all income.
In contrast, the bottom 40 percent of American earners get just 13 percent of the total income.*®

This distribution of income has created a tiered market. Many companies—such as
Nordstrom and Neiman Marcus—aggressively target the affluent. Others—such as Dollar
General and Family Dollar—target those with more modest means. In fact, dollar stores are
now the fastest-growing retailers in the nation. Still other companies tailor their marketing
offers across a range of markets, from the affluent to the less affluent. For example, outfitter
L.L.Bean, long known for timeless, affordable apparel and accessories, recently broadened
its appeal by introducing an upscale Signature Collection. Shaped by designer Alex Carleton,
the new line competes with the more fashion-forward wares of ].Crew and Ralph Lauren’s
Rugby line. The collection—everything from chinos to evening wear and the Bean’s Heritage
Tote—hints of L.L.Bean’s Maine roots but has an edgier look and feel and, of course, higher
prices. The Heritage Tote, for example, sells for $189.%

Changes in major economic variables, such as income, cost of living, interest rates, and
savings and borrowing patterns have a large impact on the marketplace. Companies watch
these variables by using economic forecasting. Businesses do not have to be wiped out by
an economic downturn or caught short in a boom. With adequate warning, they can take ad-
vantage of changes in the economic environment.

The Natural Environment

The natural environment involves the natural resources that are needed as inputs by mar-
keters or that are affected by marketing activities. Environmental concerns have grown steadily
over the past three decades. In many cities around the world, air and water pollution have
reached dangerous levels. World concern continues to mount about the possibilities of global
warming, and many environmentalists fear that we soon will be buried in our own trash.

Marketers should be aware of several trends in the natural environment. The first in-
volves growing shortages of raw materials. Air and water may seem to be infinite resources,
but some groups see long-run dangers. Air pollution chokes many of the world’s large cities,
and water shortages are already a big problem in some parts of the United States and the
world. By 2030, more than one in three of the world’s population will not have enough wa-
ter to drink.*’ Renewable resources, such as forests and food, also have to be used wisely.
Nonrenewable resources, such as oil, coal, and various minerals, pose a serious problem.
Firms making products that require these scarce resources face large cost increases, even if
the materials remain available.

A second environmental trend is increased pollution. Industry will almost always dam-
age the quality of the natural environment. Consider the disposal of chemical and nuclear
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wastes; the dangerous mercury levels in the ocean; the quantity of chemical pollutants in the
soil and food supply; and the littering of the environment with nonbiodegradable bottles,
plastics, and other packaging materials.

A third trend is increased government intervention in natural resource management. The
governments of different countries vary in their concern and efforts to promote a clean en-
vironment. Some, such as the German government, vigorously pursue environmental qual-
ity. Others, especially many poorer nations, do little about pollution, largely because they
lack the needed funds or political will. Even richer nations lack the vast funds and political
accord needed to mount a worldwide environmental effort. The general hope is that com-
panies around the world will accept more social responsibility and that less expensive de-
vices can be found to control and reduce pollution.

In the United States, the Environmental Protection Agency (EPA) was created in 1970
to create and enforce pollution standards and conduct pollution research. In the future, com-
panies doing business in the United States can expect continued strong controls from gov-
ernment and pressure groups. Instead of opposing regulation, marketers should help
develop solutions to the material and energy problems facing the world.

Concern for the natural environment has spawned the so-called green movement. To-
day, enlightened companies go beyond what government regulations dictate. They are de-
veloping strategies and practices that support environmental sustainability—an effort to
create a world economy that the planet can support indefinitely. They are responding to con-
sumer demands with more environmentally responsible products.

For example, GE is using its “ecomagination” to create products for a better world—cleaner
aircraft engines, cleaner locomotives, cleaner fuel technologies. Taken together, for instance, all
the GE Energy wind turbines in the world could produce enough power for 2.4 million U.S.
homes. And in 2005, GE launched its Evolution series locomotives, diesel engines that cut fuel
consumption by 5 percent and emissions by 40 percent compared to locomotives built just a year
earlier. Up next is a triumph of sheer coolness: a GE hybrid diesel-electric locomotive that, just
like a Prius, captures energy from braking and will reduce fuel consumption by 15 percent and
emissions by as much as 50 percent compared to most locomotives in use today.*

Other companies are developing recyclable or biodegradable packaging, recycled ma-
terials and components, better pollution controls, and more energy-efficient operations. For
example, PepsiCo—which owns brands ranging from Frito-Lay and Pepsi to Quaker,
Gatorade, and Tropicana—is working to dramatically reduce its environmental footprint.

PepsiCo markets hundreds of products that are grown, produced, and consumed world-
wide. Making and distributing these products requires water, electricity, and fuel. In 2007,
the company set as its goal to reduce water consumption by 20 percent, electricity con-
sumption by 20 percent, and fuel consumption by 25 per-
cent per unit of production by 2015. It's already well on its
way to meeting these goals. @ For example, a solar-panel
field now generates power for three-quarters of the
heat used in Frito-Lay’s Modesto, California, SunChips
plant and SunChips themselves come in the world’s first
100 percent combustible package. A wind turbine now
supplies more than two-thirds of the power at PepsiCo’s
beverage plant in Mamandur, India. On the packaging
front, PepsiCo recently introduced new half-liter bottles of
its Lipton iced tea, Tropicana juice, Aquafina FlavorSplash,
and Aquafina Alive beverages that contain 20 percent less
plastic than the original packaging. Aquafina has trimmed
the amount of plastic used in its bottles by 35 percent since
2002, saving 50 million pounds of plastic armually.42

Companies today are looking to do more than just good
deeds. More and more, they are recognizing the link between a

environmentally responsible actions can also be good business.
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4 Author | Technological advances
Comment | are perhaps the most
dramatic forces affecting today’s
marketing strategies. Just think about
the tremendous impact of the Web—
which emerged in the mid-1990s—on
marketing. You'll see examples of the
fast-growing world of online marketing
throughout every chapter, and we'll

discuss it in detail in Chapter 17.
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Technological environment
Forces that create new technologies,
creating new product and market
opportunities.

@ Technological environment: American Apparel uses RFID to
track and manage inventory in many of its retail stores.

"} The Technological Environment

The technological environment is perhaps the most dramatic force now shaping our des-
tiny. Technology has released such wonders as antibiotics, robotic surgery, miniaturized
electronics, smartphones, and the Internet. It also has released such horrors as nuclear mis-
siles, chemical weapons, and assault rifles. It has released such mixed blessings as the auto-
mobile, television, and credit cards. Our attitude toward technology depends on whether
we are more impressed with its wonders or its blunders.

New technologies can offer exciting opportunities for marketers. For example, what
would you think about having tiny little transmitters implanted in all the products you buy,
which would allow tracking of the products from their point of production through use and
disposal? On the one hand, it would provide many advantages to both buyers and sellers.
On the other hand, it could be a bit scary. Either way, it’s already happening;:

Envision a world in which every product contains a tiny transmitter, loaded with infor-
mation. As you stroll through supermarket aisles, shelf sensors detect your selections and
beam ads to your shopping cart screen, offering special deals on related products. As your
cart fills, scanners detect that you might be buying for a dinner party; the screen suggests
a wine to go with the meal you’ve planned. When you leave the store, exit scanners total
up your purchases and automatically charge them to your credit card. At home, readers
track what goes into and out of your pantry, updating your shopping list when stocks run
low. For Sunday dinner, you pop a Butterball turkey into your “smart oven,” which fol-
lows instructions from an embedded chip and cooks the bird to perfection. Seem far-
fetched? Not really. In fact, it might soon become a reality, thanks to radio-frequency
identification (RFID) transmitters that can be embedded in the products you buy.

Many firms are already using RFID technology to track products through various
points in the distribution channel. For example, Walmart has strongly encouraged suppli-
ers shipping products to its distribution centers to apply RFID tags to their pallets. So far,
more than 600 Walmart suppliers are doing so. And clothing retailer American Apparel uses
RFID to manage inventory in many of its retail stores. @ Every stocked item carries an RFID
tag, which is scanned at the receiving docks as the item goes into inventory. American Ap-
parel puts only one of each item on the store floor at a time. When the item is sold, a point-
of-sale RFID reader alerts the inventory system and prompts employees to bring a
replacement onto the floor. Another RFID reader located between the stockroom and the
store floor checks to see that this was done. In all, the system creates inventory efficiencies
and ensures that the right items are always on the sales floor. As a
result, American Apparel stores with RFID systems average 14 per-
cent higher sales but 15 percent lower stockroom inventories than
other stores. And the chain’s RFID stores require 20-30 percent
fewer staff because employees don’t have to spend five or more
hours a day doing manual inventory checks.*

The technological environment changes rapidly. Think of all of
today’s common products that were not available 100 years ago—or
even 30 years ago. Abraham Lincoln did not know about automo-
biles, airplanes, radios, or the electric light. Woodrow Wilson did not
know about television, aerosol cans, automatic dishwashers, air con-
ditioners, antibiotics, or computers. Franklin Delano Roosevelt did
not know about xerography, synthetic detergents, birth control pills,
jet engines, or earth satellites. John F. Kennedy did not know about
PCs, cell phones, the Internet, or Google.

New technologies create new markets and opportunities. How-
ever, every new technology replaces an older technology. Transis-
tors hurt the vacuum-tube industry, CDs hurt phonograph records,
and digital photography hurt the film business. When old industries
fought or ignored new technologies, their businesses declined.
Thus, marketers should watch the technological environment



4 Author | Even the most liberal free-
Comment | market advocates agree
that the system works best with at
least some regulation. But beyond
regulation, most companies want to be
socially responsible. If you look at
almost any company’s Web site, you'll
find long lists of good deeds and
environmentally responsible actions.
For example, check out the Nike
Responsibility page (www.nikebiz.com/
responsibility/). We'll dig deeper into
marketing and social responsibility in
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closely. Companies that do not keep up will soon find their products outdated. And they will
miss new product and market opportunities.

The United States leads the world in R&D spending. Total U.S. R&D spending reached
an estimated $389 billion last year. The federal government was the largest R&D spender at
about $114 billion.** Scientists today are researching a wide range of promising new products
and services, ranging from practical solar energy, electric cars, and paint-on computer and en-
tertainment video displays to powerful computers that you can wear or fold into your pocket
to go-anywhere concentrators that produce drinkable water from the air.

Today’s research usually is carried out by research teams rather than by lone inventors
like Thomas Edison or Alexander Graham Bell. Many companies are adding marketing peo-
ple to R&D teams to try to obtain a stronger marketing orientation. Scientists also speculate
on fantasy products, such as flying cars and space colonies. The challenge in each case is not
only technical but also commercial—to make practical, affordable versions of these products.

As products and technology become more complex, the public needs to know that these
are safe. Thus, government agencies investigate and ban potentially unsafe products. In the
United States, the Food and Drug Administration (FDA) has created complex regulations
for testing new drugs. The Consumer Product Safety Commission (CPSC) establishes safety
standards for consumer products and penalizes companies that fail to meet them. Such reg-
ulations have resulted in much higher research costs and longer times between new prod-
uct ideas and their introduction. Marketers should be aware of these regulations when
applying new technologies and developing new products.

The Political and Social Environment

Marketing decisions are strongly affected by developments in the political environment.
The political environment consists of laws, government agencies, and pressure groups
that influence or limit various organizations and individuals in a given society.

Legislation Regulating Business

Even the most liberal advocates of free-market economies agree that the system works best
with at least some regulation. Well-conceived regulation can encourage competition and en-
sure fair markets for goods and services. Thus, governments develop public policy to guide
commerce—sets of laws and regulations that limit business for the good of society as a
whole. Almost every marketing activity is subject to a wide range of laws and regulations.

Increasing Legislation. Legislation affecting business around the world has increased
steadily over the years. The United States has many laws covering issues such as competi-
tion, fair trade practices, environmental protection, product safety, truth in advertising, con-
sumer privacy, packaging and labeling, pricing, and other important areas (see @ Table 3.1).
The European Commission has been active in establishing a new framework of laws cover-
ing competitive behavior, product standards, product liability, and commercial transactions
for the nations of the European Union.

Understanding the public policy implications of a particular marketing activity is not a
simple matter. For example, in the United States, there are many laws created at the national,
state, and local levels, and these regulations often overlap. Aspirins sold in Dallas are gov-
erned by both federal labeling laws and Texas state advertising laws. Moreover, regulations
are constantly changing; what was allowed last year may now be prohibited, and what was
prohibited may now be allowed. Marketers must work hard to keep up with changes in reg-
ulations and their interpretations.

Business legislation has been enacted for a number of reasons. The first is to protect com-
panies from each other. Although business executives may praise competition, they some-
times try to neutralize it when it threatens them. So laws are passed to define and prevent
unfair competition. In the United States, such laws are enforced by the FTC and the Antitrust
Division of the Attorney General’s office.

The second purpose of government regulation is to protect consumers from unfair busi-
ness practices. Some firms, if left alone, would make shoddy products, invade consumer pri-
vacy, mislead consumers in their advertising, and deceive consumers through their
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@ TABLE | 3.1 Major U.S. Legislation Affecting Marketing

Legislation

Purpose

Sherman Antitrust Act (1890)
Federal Food and Drug Act (1906)
Clayton Act (1914)

Federal Trade Commission Act (1914)
Robinson-Patman Act (1936)

Wheeler-Lea Act (1938)

Lanham Trademark Act (1946)
National Traffic and Safety Act (1958)

Fair Packaging and Labeling
Act (1966)

Child Protection Act (1966)

Federal Cigarette Labeling and
Advertising Act (1967)

National Environmental Policy
Act (1969)

Consumer Product Safety Act (1972)
Magnuson-Moss Warranty Act (1975)

Children’s Television Act (1990)

Nutrition Labeling and Education
Act (1990)

Telephone Consumer Protection
Act (1991)

Americans with Disabilities Act (1991)

Children’s Online Privacy Protection
Act (2000)

Do-Not-Call Implementation Act
(2003)

CAN-SPAM Act (2003)
Financial Reform Law (2010)

Prohibits monopolies and activities (price fixing, predatory pricing) that restrain trade or
competition in interstate commerce.

Created the Food and Drug Administration (FDA). It forbids the manufacture or sale of
adulterated or fraudulently labeled foods and drugs.

Supplements the Sherman Act by prohibiting certain types of price discrimination, exclusive
dealing, and tying clauses (which require a dealer to take additional products in a seller’s line).

Established the Federal Trade Commission (FTC), which monitors and remedies unfair trade methods.

Amends the Clayton Act to define price discrimination as unlawful. Empowers the FTC to
establish limits on quantity discounts, forbid some brokerage allowances, and prohibit
promotional allowances except when made available on proportionately equal terms.

Makes deceptive, misleading, and unfair practices illegal regardless of injury to competition.
Places advertising of food and drugs under FTC jurisdiction.

Protects and regulates distinctive brand names and trademarks.
Provides for the creation of compulsory safety standards for automobiles and tires.

Provides for the regulation of packaging and the labeling of consumer goods. Requires that
manufacturers state what the package contains, who made it, and how much it contains.

Bans the sale of hazardous toys and articles. Sets standards for child resistant packaging.

Requires that cigarette packages contain the following statement: “Warning: The Surgeon
General Has Determined That Cigarette Smoking Is Dangerous to Your Health.”

Establishes a national policy on the environment. The 1970 Reorganization Plan established the
Environmental Protection Agency (EPA).

Established the Consumer Product Safety Commission and authorizes it to set safety standards
for consumer products as well as exact penalties for failing to uphold those standards.

Authorizes the FTC to determine rules and regulations for consumer warranties and provides
consumer access to redress, such as the class action suit.

Limits the number of commercials aired during children’s programs.
Requires that food product labels provide detailed nutritional information.

Establishes procedures to avoid unwanted telephone solicitations. Limits marketers’ use of
automatic telephone dialing systems and artificial or prerecorded voices.

Makes discrimination against people with disabilities illegal in public accommodations,
transportation, and telecommunications.

Prohibits Web sites or online services operators from collecting personal information from
children without obtaining consent from a parent and allowing parents to review information
collected from their children.

Authorizes the FTC to collect fees from sellers and telemarketers for the implementation and
enforcement of a National Do-Not-Call Registry.

Regulates the distribution and content of unsolicited commercial e-mail.

Creates the Bureau of Consumer Financial Protection, which writes and enforces rules for the
marketing of financial products to consumers. It is also responsible for enforcement of the Truth-in-
Lending Act, the Home Mortgage Disclosure Act, and other laws designed to protect consumers.

packaging and pricing. Unfair business practices have been defined and are enforced by var-
ious agencies.

The third purpose of government regulation is to protect the interests of society against
unrestrained business behavior. Profitable business activity does not always create a better
quality of life. Regulation arises to ensure that firms take responsibility for the social costs
of their production or products.

Changing Government Agency Enforcement. International marketers will encounter
dozens, or even hundreds, of agencies set up to enforce trade policies and regulations. In the
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United States, Congress has established federal regulatory agencies, such as the FTC, the FDA,
the Federal Communications Commission, the Federal Energy Regulatory Commission, the
Federal Aviation Administration, the Consumer Product Safety Commission, the Environ-
mental Protection Agency, and hundreds of others. Because such government agencies have
some discretion in enforcing the laws, they can have a major impact on a company’s market-
ing performance.

New laws and their enforcement will continue to increase. Business executives must
watch these developments when planning their products and marketing programs. Mar-
keters need to know about the major laws protecting competition, consumers, and society.
They need to understand these laws at the local, state, national, and international levels.

Increased Emphasis on Ethics and Socially Responsible Actions

Written regulations cannot possibly cover all potential marketing abuses, and existing laws
are often difficult to enforce. However, beyond written laws and regulations, business is also
governed by social codes and rules of professional ethics.

Socially Responsible Behavior. Enlightened companies encourage their managers to
look beyond what the regulatory system allows and simply “do the right thing.” These so-
cially responsible firms actively seek out ways to protect the long-run interests of their con-
sumers and the environment.

The recent rash of business scandals and increased concerns about the environment
have created fresh interest in the issues of ethics and social responsibility. Almost every as-
pect of marketing involves such issues. Unfortunately, because these issues usually involve
conflicting interests, well-meaning people can honestly disagree about the right course of
action in a given situation. Thus, many industrial and professional trade associations have
suggested codes of ethics. And more companies are now developing policies, guidelines,
and other responses to complex social responsibility issues.

The boom in Internet marketing has created a new set of social and ethical issues. Crit-
ics worry most about online privacy issues. There has been an explosion in the amount of
personal digital data available. Users, themselves, supply some of it. They voluntarily place
highly private information on social-networking sites, such as Facebook or LinkedIn, or on
genealogy sites that are easily searched by anyone with a computer or a smartphone.

However, much of the information is systematically developed by businesses seeking
to learn more about their customers, often without consumers realizing that they are under
the microscope. Legitimate businesses plant cookies on consumers’ PCs and collect, ana-
lyze, and share digital data from every move consumers make at their Web sites. Critics are
concerned that companies may now know foo much and might use digital data to take un-
fair advantage of consumers. Although most companies fully disclose their Internet privacy
policies and most work to use data to benefit their customers, abuses do occur. As a result,
consumer advocates and policymakers are taking action to protect consumer privacy. In
Chapter 20, we discuss these and other societal marketing issues in greater depth.

Cause-Related Marketing. To exercise their social responsibility and build more positive
images, many companies are now linking themselves to worthwhile causes. These days, every
product seems to be tied to some cause. Buy a pink mixer from KitchenAid and support breast
cancer research. Purchase a special edition bottle of Dawn dishwashing detergent, and P&G
will donate a dollar to help rescue and rehabilitate wildlife affected by oil spills. Go to Staples’
DoSomething101 Web site or Facebook page and fill a virtual backpack with essential school
supplies needed by school children living in poverty. Pay for these purchases with the right
charge card and you can support a local cultural arts group or help fight heart disease.

In fact, some companies are founded entirely on cause-related missions. Under the con-
cept of “value-led business” or “caring capitalism,” their mission is to use business to make
the world a better place. For example, TOMS Shoes was founded as a for-profit company—
it wants to make money selling shoes. But the company has an equally important not-for-
profit mission—putting shoes on the feet of needy children around the world. For every pair
of shoes you buy from TOMS, the company will give another pair to a child in need on your
behalf (see Real Marketing 3.1).
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TOMS Shoes: "Be the Change You Want

to See in the World”

If the world were a village of 1,000 people,
140 of the 1,000 would be illiterate, 200
would be malnourished, 230 would drink pol-
luted water, 250 would have no shelter, 330
would have no electricity, and 400 would have
no shoes. In 2006, these stark facts, especially
the last one, struck Blake Mycoskie up close
and personally as he visited Argentina to learn
how to play polo, practice his tango, and do
some community service work. While there,
the sight of barefooted children, too poor to
have shoes, stunned him.

So in May 2006, Mycoskie launched
TOMS Shoes with $300,000 of his own
money. The founding concept was this: For
every pair of TOMS shoes that customers
bought, the company would donate another
pair of shoes to a child in need around the
world. Mycoskie had previously started five
successful strictly for-profit businesses. “But |
was ready to do something more meaning-
ful,” says Mycoskie. “I always knew | wanted
to help others. Now, it was time to do some-
thing that wasn't just for profit.” Mycoskie re-
membered Mahatma Gandhi’s saying: “Be the
change you want to see in the world.”

"Doing good” is an important part of
TOMS’ mission. But so is “doing well"—the
company is very much a for-profit venture.
However, at TOMS Shoes, the two missions go
hand in hand. Beyond being socially admirable,
the buy-one-give-one-away concept is also a
good business proposition. In addition to
scratching Mycoskie’s itch to help people, “the
timing was perfect for the American consumer,
t00,"” he says. “With the rise of social and eco-
consciousness and the economy in a downturn,
people were looking for innovative and afford-
able ways to make the world a better place.”

With all these “do good” and “do well”
goals swirling in his head, Mycoskie returned
home from his Argentina trip, hired an intern,
and set about making 250 pairs of shoes in the
loft of his Santa Monica, California, home.
Stuffing the shoes into three duffel bags, he
made the fledgling company’s first “Shoe
Drop” tour, returning to the Argentine village

and giving one pair of shoes to each child.
Mycoskie arrived back home to find an article
about his project on the front page of the Los
Angeles Times Calendar section. TOMS had
been in business for only two weeks, but by
that very afternoon, he had orders for
2,200 pairs of shoes on his Web site.

By October 2006, TOMS had sold 10,000
pairs of shoes. True to the company’s one-for-
one promise, Mycoskie undertook a second
TOMS Shoe Drop tour. Consistent with his
new title, “Chief Shoe Giver of TOMS Shoes,”
he led 15 employees and volunteers back to
Argentina, where they went from school to
school, village to village and gave away an-
other 10,000 pairs of shoes.

“We don't just drop the shoes off, as the
name might imply,” says Mycoskie. “We place
the shoes on each child’s feet so that we can es-
tablish a connection, which is such an important
part of our brand. We want to give the children
the feeling of love, and warmth, and experience.
But we also get those feelings as we give
the shoes.”

The one-for-one idea caught fire. As word
spread about TOMS, a not-for-profit organiza-
tion called “Friends of TOMS”
formed to “create avenues for
individuals to volunteer and
experience [the TOMS] mis-
sion,” participate in Shoe
Drops, and “perform good
works in their own communi-
ties and their own lives.”
Vogue magazine and other
major publications ran stories
on the company’s philosophy
and good works. In November
2007, 40 TOMS employees
and volunteers embarked on
the third Shoe Drop, travelling
to South Africa to place shoes
on the feet of 50,000 more
children.

Next, TOMS Shoes turned
its attention to Ethiopia, where
11 million people are at risk

e
Real Marketing 3.1

for podoconiosis, a disease often caused by sil-
ica in volcanic soils. Children’s bare feet ab-
sorb the silica, which can cause elephantitis,
severe swelling of the legs and feet. The dis-
ease progresses until surgery is required. The
simple preventive cure? Shoes. As part of the
Christmas season in 2008, TOMS offered gift
card packages, which included a certificate
for a pair of shoes and a DVD telling the
TOMS story. The goal was to give 30,000
pairs of shoes to Ethiopian children in 30
days.

TOMS has also focused on needy children
in the United States, stepping in to help children
whose families were still recovering from natu-
ral disasters, such as Hurricane Katrina in
Louisiana. Also in the United States, TOMS
started a grassroots marketing movement called
“TOMS Vagabonds.” These traveling groups of
TOMS disciples hit the road in vans full of TOMS
shoes and help to organize events on college
and school campuses and in communities all
around the country. The Vagabonds' goal is to
raise awareness about TOMS, sell shoes, and in-
spire more people to get involved with the com-
pany’s movement. The Vagabonds chronicle
their travels on TOMS' Facebook page (www
.facebook.com/TOMSVagabonds), blog (www
.tomsshoesblog.com), and Twitter site (http:/
twitter.com/tomsshoes).

By mid-2010, TOMS had provided more
than 600,000 pairs of shoes to children in
need around the world, selling their counter-
parts at roughly $55 each. That rings up to $33

Cause-related marketing: TOMS pledges: “No complicated
formulas, it's simple . . . you buy a pair of TOMS and we give
a pair to a child on your behalf.” Here, TOMs founder and
CEO Blake Mycoskie gives out shoes in Argentina.”
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million worth of shoes. Retailers such as Nord-
stroms, Urban Outfitters, and even Whole
Foods Market are now offering TOMS in more
than 400 U.S. outlets. In fact, Whole Foods
Market is the company’s biggest customer.
TOMS' rapid growth is the result of pur-
chases by caring customers who then tell the
TOMS story to their friends. Whereas the typi-
cal shoe company spends about 20 percent of
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found that 71 percent of consumers said that
despite the recession they had given just as
much time and money to causes they deemed
worthy. Fifty-five percent of respondents also
indicated they would pay more for a brand if it
supported a good cause.

TOMS Shoes is a great example of
cause-related marketing—of “doing well by
doing good.” Mycoskie hopes that his com-

pany will inspire people to think differently
about business. “My thinking was that
TOMS would show that entrepreneurs no
longer had to choose between earning
money or making a difference in the world,”
he says. “Business and charity or public ser-
vice don’t have to be mutually exclusive. In
fact, when they come together, they can be
very powerful.”

sales on traditional advertising and promotion,
TOMS hasn’'t spent a single dollar on it. It
hasn't had to. “Ultimately, it is our customers
who drive our success,” says Mycoskie. “Giv-
ing not only makes you feel good, but it actu-
ally is a very good business strategy, especially
in this day and age. Your customers become
your marketers.”

Moreover, as TOMS' success shows, con-
sumers like to feel good. A recent global study

Sources: Quotes and other information from Tamara Schweitzer, “The Way | Work,” Inc., June 2010, pp. 112-116;
Stacy Perman, “Making a Do-Gooder’s Business Model Work,” BusinessWeek, January 26, 2009, accessed at www
_businessweek.com/smallbiz/content/jan2009/sb20090123_264702.htm; Blake Mycoskie, “Shoes for a Better
Tomorrow,” presentation made March 13, 2009, accessed at www.clintonschoolspeakers.com/lecture/view/toms-
shoes-better-tomorrow; Michael Bush, “Consumers Continue to Stand by Their Causes During Downturn,” Advertising
Age, November 17, 2008, p. 4; Jessica Sambora, “How TOMS Shoes Founder Blake Mycoskie Got Started,” Fortune,
March 16, 2010, accessed at http://money.cnn.com/2010/03/16/smallbusiness/toms_shoes_blake_mycoskie.fortune/
index.htm; Christina Binkley, “Style—On Style: Charity Gives Shoe Brand Extra Shine,” Wall Street Journal, April 1,
2010, p. D7; and information found at www.toms.com and http:/friendsoftoms.org, accessed November 2010.

Cause-related marketing has become a primary form of corpo-
rate giving. It lets companies “do well by doing good” by linking
purchases of the company’s products or services with fund-raising
for worthwhile causes or charitable organizations. Companies now
sponsor dozens of cause-related marketing campaigns each year.
Many are backed by large budgets and a full complement of mar-
keting activities. @ For example, PepsiCo’s year-long Pepsi Refresh
Project is awarding $20 million in grants to fund hundreds of
worthwhile ideas by individuals and communities that will “re-
fresh the world.” “What do you care about?” asks one Pepsi Refresh
ad. “Maybe it’s green spaces. Or educational comics. Maybe it’s
teaching kids to rock out.” PepsiCo is spending millions of dollars
on a full-blown multimedia campaign promoting the cause-related
marketing program.*

Cause-related marketing has stirred some controversy. Crit-
ics worry that cause-related marketing is more a strategy for sell-
ing than a strategy for giving—that “cause-related” marketing is
really “cause-exploitative” marketing. Thus, companies using
cause-related marketing might find themselves walking a fine line
between increased sales and an improved image and facing
charges of exploitation.

However, if handled well, cause-related marketing can
greatly benefit both the company and the cause. The company
gains an effective marketing tool while building a more positive
public image. The charitable organization or cause gains greater
visibility and important new sources of funding and support.
Spending on cause-related marketing in the United States sky-
rocketed from only $120 million in 1990 to more than $1.6 billion
in 2010.%
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(@ Cause-related marketing: The Pepsi Refresh Project is awarding
$20 million in grants to fund hundreds of worthwhile ideas by
individuals and communities that will “refresh the world.”
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Author | Cultural factors strongly
Comment | affect how people think
and how they consume. So marketers
are keenly interested in the cultural
environment.

Cultural environment

Institutions and other forces that affect
society’s basic values, perceptions,
preferences, and behaviors.

The Cultural Environment

The cultural environment consists of institutions and other forces that affect a society’s
basic values, perceptions, preferences, and behaviors. People grow up in a particular soci-
ety that shapes their basic beliefs and values. They absorb a worldview that defines their
relationships with others. The following cultural characteristics can affect marketing deci-
sion making.

The Persistence of Cultural Values

People in a given society hold many beliefs and values. Their core beliefs and values have a
high degree of persistence. For example, most Americans believe in individual freedom,
hard work, getting married, and achievement and success. These beliefs shape more specific
attitudes and behaviors found in everyday life. Core beliefs and values are passed on from
parents to children and are reinforced by schools, churches, business, and government.

Secondary beliefs and values are more open to change. Believing in marriage is a core
belief; believing that people should get married early in life is a secondary belief. Marketers
have some chance of changing secondary values but little chance of changing core values.
For example, family-planning marketers could argue more effectively that people should
get married later than not getting married at all.

Shifts in Secondary Cultural Values

Although core values are fairly persistent, cultural swings do take place. Consider the impact
of popular music groups, movie personalities, and other celebrities on young people’s hair-
styling and clothing norms. Marketers want to predict cultural shifts to spot new oppor-

tunities or threats. Several firms offer “futures” forecasts in this

connection. For example, the Yankelovich Monitor has tracked con-
sumer value trends for years. Its annual State of the Consumer report
analyzes and interprets the forces that shape consumers’ lifestyles
and their marketplace interactions. The major cultural values of a so-
ciety are expressed in people’s views of themselves and others, as well
as in their views of organizations, society, nature, and the universe.

People’s Views of Themselves. People vary in their emphasis on
serving themselves versus serving others. Some people seek per-
sonal pleasure, wanting fun, change, and escape. Others seek self-
realization through religion, recreation, or the avid pursuit of careers
or other life goals. Some people see themselves as sharers and join-
ers; others see themselves as individualists. People use products,
brands, and services as a means of self-expression, and they buy
products and services that match their views of themselves.
Marketers can target their products and services based on such
self-views. For example, TOMS Shoes appeals to people who see
themselves as part of the broader world community. In contrast,
Kenneth Cole shoes appeal to fashion individualists. @ In its ads,
the company declares, “We all walk in different shoes,” asserting
that Kenneth Cole represents “25 years of nonuniform thinking.”

People’s Views of Others. Inpast decades, observers have noted
several shifts in people’s attitudes toward others. Recently, for ex-
ample, many trend trackers have seen a new wave of “cocooning”

or “nesting.” Due in part to the uncertain economy, people are go-

@ People’s self-views: In its ads, Kenneth Cole targets fashion ing out less with others and are staying home more. One observer
individualists. “25 years of nonuniform thinking.” calls it “Cocooning 2.0,” in which people are “newly intent on the
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simple pleasures of hearth and home.” Says another, “The instability of the economy . . . cre-
ates uncertainty for consumers, and this uncertainty tends to make them focus more on be-
ing home and finding ways to save money. It’s a return to more traditional values, like
home-cooked meals.”*

For example, the weaker economy of the past few years and increased nesting have
given a boost to home appliances, such as high-end coffee makers and big-screen TVs. Con-
sumer electronics chain Best Buy even ran an ad that cast the purchase of a 60-inch flat-
screen HDTV not as self-indulgence but as an act of loving sacrifice and a practical
alternative to other forms of entertainment.*®

In the ad, after a man sells his football season tickets to pay for the wedding, his grate-
ful bride surprises him with a huge set so he can still watch the big game. A kindly
salesman sums it up this way: “Another love story at Best Buy with a 60-inch TV in the
middle.” Says a Samsung marketer, “People still have to live their lives. [They] may not
spring for that 61-inch [TV], but they may get a 42-inch HDTV because they’re home
and they’re with their families and they’ll spend $5 on a movie rental, versus $40 for
the theater and $80 for dinner.”

People’s Views of Organizations. People vary in their attitudes toward corporations,
government agencies, trade unions, universities, and other organizations. By and large, peo-
ple are willing to work for major organizations and expect them, in turn, to carry out soci-
ety’s work.

The past two decades have seen a sharp decrease in confidence in and loyalty toward
America’s business and political organizations and institutions. In the workplace, there
has been an overall decline in organizational loyalty. Waves of company downsizings
bred cynicism and distrust. In just the last decade, rounds of layoffs resulting from the
recent recession, major corporate scandals, the financial meltdown triggered by Wall
Street bankers’ greed and incompetence, and other unsettling activities have resulted in
a further loss of confidence in big business. Many people today see work not as a source
of satisfaction but as a required chore to earn money to enjoy their nonwork hours. This
trend suggests that organizations need to find new ways to win consumer and employee
confidence.

People’s Views of Society. People vary in their attitudes toward their society—patriots de-
fend it, reformers want to change it, and malcontents want to leave it. People’s orientation to
their society influences their consumption patterns and attitudes toward the marketplace.
American patriotism has been increasing gradually for the past two decades. It surged, how-
ever, following the September 11, 2001, terrorist attacks and the Iraq war. For example, the
summer following the start of the Iraq war saw a surge of pumped-up Americans visiting U.S.
historic sites, ranging from the Washington D.C. monuments, Mount Rushmore, the Gettys-
burg battlefield, and the USS Constitution (“Old Ironsides”) to Pearl Harbor and the Alamo.
Following these peak periods, patriotism in the United States still remains high. A recent
global survey on “national pride” found Americans tied for number one among the 17 democ-
racies polled.”

Marketers respond with patriotic products and promotions, offering everything from
floral bouquets to clothing with patriotic themes. Although most of these marketing efforts
are tasteful and well received, waving the red, white, and blue can prove tricky. Except in
cases where companies tie product sales to charitable contributions, such flag-waving pro-
motions can be viewed as attempts to cash in on triumph or tragedy. Marketers must take
care when responding to such strong national emotions.

People’s Views of Nature. People vary in their attitudes toward the natural world—some
feel ruled by it, others feel in harmony with it, and still others seek to master it. A long-term



88 Part Two | Understanding the Marketplace and Consumers

trend has been people’s growing mastery over nature through technology and the belief that
nature is bountiful. More recently, however, people have recognized that nature is finite and
fragile; it can be destroyed or spoiled by human activities.

This renewed love of things natural has created a 63-million-person “lifestyles of
health and sustainability” (LOHAS) market, consumers who seek out everything from nat-
ural, organic, and nutritional products to fuel-efficient cars and alternative medicine. This
segment spends nearly $300 billion annually on such products. In the green building mar-
ket alone, consumers spent $100 billion in 2008 on items such as certified homes, solar sys-
tems, and Energy Star appliances.™

Food producers have also found fast-growing markets for natural and organic products.
@ Consider Earthbound Farm, a company that grows and sells organic produce. It started in
1984 as a 2.5-acre raspberry farm in California’s Carmel Valley. Founders Drew and Myra
Goodman wanted to do the right thing by farming the land organically and producing food
they would feel good about serving to their family, friends, and neighbors. Today, Earth-
bound Farm has grown to become the world’s largest producer of organic vegetables, with
35,000 crop acres, annual sales of $450 million, and products
available in 75 percent of America’s supermarkets.”

In total, the U.S. organic food market generated
nearly $27 billion in sales last year, more than doubling
over the past five years. Niche marketers, such as Whole
Foods Market, have sprung up to serve this market, and
traditional food chains, such as Kroger and Safeway,
have added separate natural and organic food sections.
Even pet owners are joining the movement as they be-
come more aware of what goes into Fido’s food. Almost
every major pet food brand now offers several types of
natural foods.”

People’s Views of the Universe. Finally, people vary in
their beliefs about the origin of the universe and their place
in it. Although most Americans practice religion, religious
conviction and practice have been dropping off gradually
through the years. According to a recent poll, 16 percent of
Americans now say they are not affiliated with any partic-
ular faith, almost double the percentage of 18 years earlier.
Among Americans ages 18-29, 25 percent say they are not
currently affiliated with any particular religion.”
However, the fact that people are dropping out of
organized religion doesn’t mean that they are abandon-
ing their faith. Some futurists have noted a renewed in-
terest in spirituality, perhaps as a part of a broader search
for a new inner purpose. People have been moving away

from materialism and dog-eat-dog ambition to seek

Earthbound greatcog .
Farm. more permanent values—family, community, earth,
w faith—and a more certain grasp of right and wrong. “We

are becoming a nation of spiritually anchored people
who are not traditionally religious,” says one expert.™*

(@ Riding the trend towards all things natural, Earthbound Farm has This changing spiritualism affects consumers in every-
grown to become the world’s largest producer of organic salads, fruits,
and vegetables, with products in 75 percent of America’s supermarkets.

Get our new Pocket Guide te Cheosing Organic at www.ebfarm.com. FUOd to live l‘}'_}’.

thing from the television shows they watch and the
books they read to the products and services they buy.
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Responding to the Marketing
Environment (p s9-91)

Someone once observed, “There are three kinds of companies: those who make things hap-
pen, those who watch things happen, and those who wonder what’s happened.” Many
companies view the marketing environment as an uncontrollable element to which they
must react and adapt. They passively accept the marketing environment and do not try to
change it. They analyze environmental forces and design strategies that will help the com-
pany avoid the threats and take advantage of the opportunities the environment provides.

Other companies take a proactive stance toward the marketing environment. “Instead of
letting the environment define their strategy,” advises one marketing expert, “craft a strat-
egy that defines your environment.”® Rather than assuming that strategic options are
bounded by the current environment, these firms develop strategies to change the environ-
ment. “Business history . . . reveals plenty of cases in which firms’ strategies shape industry
structure,” says the expert, “from Ford’s Model T to Nintendo’s Wii.”

Even more, rather than simply watching and reacting to environmental events, these
firms take aggressive actions to affect the publics and forces in their marketing environment.
Such companies hire lobbyists to influence legislation affecting their industries and stage
media events to gain favorable press coverage. They run “advertorials” (ads expressing ed-
itorial points of view) to shape public opinion. They press lawsuits and file complaints with
regulators to keep competitors in line, and they form contractual agreements to better con-
trol their distribution channels.

By taking action, companies can often overcome seemingly uncontrollable environ-
mental events. For example, whereas some companies view the seemingly ceaseless online
rumor mill as something over which they have no control, others work proactively to pre-
vent or counter negative word of mouth. Kraft foods did this when its Oscar Mayer brand
fell victim to a potentially damaging e-mail hoax:*

The bogus e-mail, allegedly penned by a Sgt. Howard C. Wright, claimed that Marines
in Iraq had written Oscar Mayer saying how much they liked its hot dogs and re-
quested that the company send some to the troops there. According to the e-mail, Os-
car Mayer refused, saying that it supported neither the war nor anyone in it. The
soldier called on all patriotic Americans to forward the e-mail to friends and boycott
Oscar Mayer and its products.

As the e-mail circulated widely, rather than waiting and hoping that consumers
would see through the hoax, Kraft responded vigorously with its own e-mails, blog en-
tries, and a “Rumor and Hoaxes” Web page. It explained that Kraft and Oscar Mayer
do, in fact, strongly support American troops, both in Iraq and at home. It works with
the military to ensure that Kraft products are available wherever in the world troops
are stationed. On the home front, Kraft explained, Oscar Mayer Weinermobiles visit
about half of all major U.S. military bases each year, about 70 total. The offending
e-mail turned out to be a nearly verbatim copy of a 2004 chain e-mail circulated against
Starbucks, signed by the same fictitious soldier but with “Oscar Mayer” and “hot dog”
substituted for “Starbucks” and “coffee.” Kraft’s proactive counter campaign quickly
squelched the rumor, and Oscar Mayer remains America’s favorite hot dog.

Marketing management cannot always control environmental forces. In many cases,
it must settle for simply watching and reacting to the environment. For example, a com-
pany would have little success trying to influence geographic population shifts, the eco-
nomic environment, or major cultural values. But whenever possible, smart marketing
managers will take a proactive rather than reactive approach to the marketing environment
(see Real Marketing 3.2).
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Real Marketing 3.7

YourCompanySucks.com

Marketers have hailed the Internet as the great
new relational medium. Companies use the
Web to engage customers, gain insights into
their needs, and create customer community.
In turn, Web-empowered consumers share
their brand experiences with companies and
with each other. All of this back-and-forth
helps both the company and its customers. But
sometimes, the dialog can get nasty. Consider
the following examples:

MSN Money columnist Scott Burns accuses
Home Depot of being a “consistent abuser” of
customers’ time. Within hours, MSN's servers
are caving under the weight of 14,000 blister-
ing e-mails and posts from angry Home Depot
customers who storm the MSN comment
room, taking the company to task for pretty
much everything. It is the biggest response in
MSN Money’s history.

Blogger Jeff Jarvis posts a series of irate mes-
sages to his BuzzMachine blog about the many
failings of his Dell computer and his struggles
with Dell’s customer support. The post quickly
draws national attention, and an open letter
posted by Jarvis to Dell founder Michael Dell
becomes the third most linked-to post on the
blogosphere the day after it appears. Jarvis's
headline—Dell Hell—becomes shorthand for
the ability of a lone blogger to deliver a body
blow to an unsuspecting business.

Systems engineer Michael Whitford wakes up
one morning to find that his favorite-ever lap-
top, an Apple MacBook, still under warranty, has
"decided not to work.” Whitford takes the ma-
chine to his local Apple store, where the counter

person obligingly sends it off for repairs. How-
ever, Whitford later gets a call from an Apple
Care representative, who claims that the laptop
has “spill damage” not covered by the warranty
and says that repairs will cost him $774. “I did
not spill anything on my laptop,” declares Whit-
ford. “Too bad,” says the Apple rep, and the
MacBook is returned unrepaired. But that's not
the end of the story—far from it. A short time
later, Whitford posts a video on YouTube
(www.youtube.com/watch?v=hHbrQqrgVgg).

In the video, a seemingly rational Whitford
calmly selects among a golf club, an ax, and a
sword before finally deciding on a sledgeham-
mer as his weapon of choice for bashing his non-
functioning MacBook to smithereens. More
than 520,000 people have viewed the smashup
on YouTube, and the video has been passed
along on countless blogs and other Web sites.

Extreme events? Not anymore. The Inter-
net has turned the traditional power relation-
ship between businesses and consumers
upside-down. In the good old days, disgrun-
tled consumers could do little more than bel-
low at a company service rep or shout out their
complaints from a street corner. Now, armed
with only a PC or a smartphone and a broad-
band connection, they can take it public, airing
their gripes to millions on blogs, chats, online
social networks, or even hate sites devoted ex-
clusively to their least favorite corporations.

"I hate” and “sucks” sites are becoming
almost commonplace. These sites target some
highly respected companies with some highly
disrespectful labels: PayPalSucks.com (aka No-
PayPal); WalMart-blows.com; Mac-Sucks.com,

Microsucks.com; AmexSux.com (American Ex-
press); IHateStarbucks.com; DeltaREALLYsucks
.com; and UnitedPackageSmashers.com (UPS),
to name only a few. “Sucks” videos on YouTube
and other video sites also abound. For example,
a search of “Apple sucks” on YouTube turns up
4,660 videos; a similar search for Microsoft
finds 4,820 videos. An “Apple sucks” search on
Facebook links to 540 groups.

Some of these sites, videos, and other
Web attacks air legitimate complaints that
should be addressed. Others, however, are lit-
tle more than anonymous, vindictive slurs that
unfairly ransack brands and corporate reputa-
tions. Some of the attacks are only a passing
nuisance; others can draw serious attention
and create real headaches.

How should companies react to online at-
tacks? The real quandary for targeted compa-
nies is figuring out how far they can go to
protect their images without fueling the already
raging fire. One point on which all experts seem
to agree: Don't try to retaliate in kind. “It's rarely
a good idea to lob bombs at the fire starters,”
says one analyst. “Preemption, engagement,
and diplomacy are saner tools.”

Some companies have tried to silence the
critics through lawsuits, but few have succeeded.
The courts have tended to regard such criticism
as opinion and, therefore, protected speech.
Given the difficulties of trying to sue consumer
online criticisms out of existence, some compa-
nies have tried other strategies. For example,
most big companies now routinely buy up Web
addresses for their firm names preceded by the
words “I hate” or followed by “sucks.com.” But
this approach is easily thwarted, as Walmart
learned when it registered ihatewalmart.com,
only to find that someone else then registered
ireallyhatewalmart.com.

In general, attempts to block, counterat-
tack, or shut down consumer attacks may be
shortsighted. Such criticisms are often based

Today, armed only with a PC and a broadband connection, the little guy can take it public against corporate America. By listening and
proactively responding to such seemingly uncontrollable environmental events, companies can prevent the negatives from spiraling out

of control or even turn them into positives.



www.youtube.com/watch?v=hHbrQqrgVgg

on real consumer concerns and unresolved
anger. Hence, the best strategy might be to
proactively monitor these sites and respond to
the concerns they express. “The most obvious
thing to do is talk to the customer and try to
deal with the problem, instead of putting your
fingers in your ears,” advises one consultant.
For example, Home Depot CEO Francis
Blake drew praise when he heeded the criti-
cisms expressed in the MSN Money onslaught
and responded positively. Blake posted a
heartfelt letter in which he thanked critic Scott
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Many companies have now created
teams of specialists that monitor Web conver-
sations and engage disgruntled consumers. In
the years since the Dell Hell incident, Dell has
set up a 40-member “communities and con-
versation team,” which does outreach on Twit-
ter and communicates with bloggers. The
social media team at Southwest Airlines “in-
cludes a chief Twitter officer who tracks Twit-
ter comments and monitors Facebook groups,
an online representative who checks facts and
interacts with bloggers, and another person

who takes charge of the company’s presence
on sites such as YouTube, Flickr, and LinkediIn.
So if someone posts a complaint in cyberspace,
the company can respond in a personal way.”

Thus, by listening and proactively re-
sponding to seemingly uncontrollable events in
the environment, companies can prevent the
negatives from spiraling out of control or even
turn them into positives. Who knows? With
the right responses, Walmart-blows.com
might even become Walmart-rules.com. Then
again, probably not.

Burns, apologized to angry customers, and

promised to make things better. And within a
month of the YouTube video, Apple fessed up
to its misdeeds and replaced Michael Whit-
ford’s laptop. “I'm very happy now,” says
Whitford. “Apple has regained my loyalty. |
guess | finally got their attention.”

Sources: Quotes, excerpts, and other information from Todd Wasserman, “Tell Your Customers to Crowdsource This,”
Brandweek, October 19, 2009, p. 26; Michelle Conlin, “Web Attack,” BusinessWeek, April 16, 2007, pp. 54-56;

Jena McGregor, “Consumer Vigilantes,” BusinessWeek, March 3, 2008, p. 38; Christopher L. Marting and Nathan
Bennett, “Corporate Reputation; What to Do About Online Attacks,” Wall Street Journal, March 10, 2008, p. R6;
Carolyn Y. Johnson, Boston Globe, July 7, 2008, p. B6; and “Corporate Hate Sites,” New Media Institute, www
.newmedia.org/articles/corporate-hate-sites—nmi-white-paper.html, accessed August 2010.

REVIEWING Objectives aND key Terms

In this chapter and the next three chapters, you'll examine the
environments of marketing and how companies analyze these
environments to better understand the marketplace and con-
sumers. Companies must constantly watch and manage the
marketing environment to seek opportunities and ward off
threats. The marketing environment consists of all the actors
and forces influencing the company’s ability to transact business
effectively with its target market.

LSO Describe the environmental forces
that affect the company’s ability to serve its
customers. (pp 66-70)

The company’s microenvironment consists of actors close to the
company that combine to form its value delivery network or that
affect its ability to serve its customers. It includes the company’s
internal environment—its several departments and management
levels—as it influences marketing decision making. Marketing
channel firms—suppliers and marketing intermediaries, including
resellers, physical distribution firms, marketing services agencies,
and financial intermediaries—cooperate to create customer value.
Competitors vie with the company in an effort to serve customers
better. Various publics have an actual or potential interest in or im-
pact on the company’s ability to meet its objectives. Finally, five
types of customer markets include consumer, business, reseller,
government, and international markets.

The macroenvironment consists of larger societal forces that
affect the entire microenvironment. The six forces making up the
company’s macroenvironment include demographic, economic,

natural, technological, political/social, and cultural forces. These
forces shape opportunities and pose threats to the company.

IEITR Explain how changes in the

demographic and economic environments affect
marketing decisions. (pp 70-78)

Demography is the study of the characteristics of human popula-
tions. Today's demographic environment shows a changing age
structure, shifting family profiles, geographic population shifts, a
better-educated and more white-collar population, and increasing
diversity. The economic environment consists of factors that affect
buying power and patterns. The economic environment is charac-
terized by more frugal consumers who are seeking greater value—
the right combination of good quality and service at a fair price.
The distribution of income also is shifting. The rich have grown
richer, the middle class has shrunk, and the poor have remained
poor, leading to a two-tiered market.

WUIEOTEN 1dentify the major trends in the firm's
natural and technological environments. (pp 78-81)

The natural environment shows three major trends: shortages of
certain raw materials, higher pollution levels, and more govern-
ment intervention in natural resource management. Environ-
mental concerns create marketing opportunities for alert
companies. The technological environment creates both oppor-
tunities and challenges. Companies that fail to keep up with
technological change will miss out on new product and market-
ing opportunities.


www.newmedia.org/articles/corporate-hate-sites%E2%80%94nmi-white-paper.html
www.newmedia.org/articles/corporate-hate-sites%E2%80%94nmi-white-paper.html
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SIEEONEEM Explain the key changes in the
political and cultural environments. (pp 81-88)

The political environment consists of laws, agencies, and groups that
influence or limit marketing actions. The political environment has
undergone three changes that affect marketing worldwide: increas-
ing legislation regulating business, strong government agency en-
forcement, and greater emphasis on ethics and socially responsible
actions. The cultural environment consists of institutions and forces
that affect a society’s values, perceptions, preferences, and behav-
iors. The environment shows trends toward “cocooning,” a lessen-
ing trust of institutions, increasing patriotism, greater appreciation

KEY lerms

for nature, a changing spiritualism, and the search for more mean-
ingful and enduring values.

W CVEEM Discuss how companies can react to
the marketing environment. (pp 89-91)

Companies can passively accept the marketing environment as an
uncontrollable element to which they must adapt, avoiding
threats and taking advantage of opportunities as they arise. Or
they can take a proactive stance, working to change the environ-
ment rather than simply reacting to it. Whenever possible, com-
panies should try to be proactive rather than reactive.

OBJECTIVE 1 OBJECTIVE 2

OBJECTIVE 3

Marketing environment (p 66)
Microenvironment (p 66)
Macroenvironment (p 66)

Demography (p 70)
Baby boomers (p 70)
Generation X (p 72)

Natural environment (p 78)
Environmental sustainability (p 79)
Technological environment (p 80)

Marketing intermediaries (p 68)
Public (p 69)

mymarketinglab

Millennials (Generation Y) (p 73)
Economic environment (p 77)

OBJECTIVE 4

Political environment (p 81)
Cultural environment (p 86)

e Check your understanding of the concepts and key terms using the mypearsonmarketinglab study plan for this chapter.
e Apply the concepts in a business context using the simulation entitled The Marketing Environment.

DISCUSSING & APPLYING THE Concepts

Discussing the Concepts

1. Describe the elements of a company’s marketing environment
and why marketers play a critical role in tracking
environmental trends and spotting opportunities. (AACSB:
Communication; Reflective Thinking)

2. List some of the demographic trends of interest to marketers
in the United States and discuss whether these trends pose
opportunities or threats for marketers. (AACSB:
Communication; Reflective Thinking)

3. Discuss current trends in the economic environment that
marketers must be aware of and provide examples of
company responses to each trend. (AACSB: Communication;
Reflective Thinking)

4. Discuss trends in the natural environment that marketers
must be aware of and provide examples of company
responses to them. (AACSB: Communication)

5. Compare and contrast core beliefs/values and secondary
beliefs/values. Provide an example of each and discuss the
potential impact marketers have on each. (AACSB:
Communication; Reflective Thinking)

6. Explain how companies can take a proactive stance toward
the marketing environment. (AACSB: Communication)

Applying the Concepts

1. China and India are emerging markets that will have a
significant impact on the world in coming years. The term
Chindia is used to describe the growing power of these two
countries. In a small group, research demographic and
economic trends related to Chindia‘s power and its impact on
marketers in the United States. Write a brief report,
supporting your discussion of these trends with statistics.
(AACSB: Communication; Reflective Thinking)

2. In a small group, search the Internet for U.S. population

distribution maps and create a PowerPoint presentation
illustrating factors such as geographical population shifts,
languages spoken, age distributions, and ancestry. Discuss
the demographic implications for marketers. (AACSB:
Communication; Use of IT; Diversity)

3. Various federal agencies impact marketing activities. Research

each agency listed below, discuss the elements of marketing
that are impacted by that agency, and present a recent
marketing case or issue on which each agency has focused.
(AACSB: Communication; Reflective Thinking)

a. Federal Trade Commission (www.ftc.gov)

b. Food and Drug Administration (www.fda.gov)

c. Consumer Product Safety Commission (www.cpsc.gov)


www.ftc.gov
www.fda.gov
www.cpsc.gov
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rocus oN Technology

If you really want to identify the zeitgeist, or “spirit of the times, " look
at the top Web sites visited, the top videos watched on YouTube, the
top songs downloaded, or the top Twitter feeds. Trend spotters such
as Faith Popcorn and Tom Peters have been mainstays for marketers
trying to understand cultural trends, but the Internet is now the new
crystal ball for anyone wanting to predict where society is going in real
time. The World Mind Network provides a clearinghouse of links to
“top” lists at www.thetopeverything.net. In just a few minutes a day,
you, too, can be up on what's hot in today’s culture.

1. Visit www.thetopeverything.net and review the Web sites
identified. What can you learn about culture and cultural trends
from these sources? Write a brief report on your conclusions.
(AACSB: Communication; Use of IT; Reflective Thinking)

2. Do you think these sources accurately reflect cultural trends?
Identify other Web sites that might be useful in learning
about cultural trends. (AACSB: Communication; Use of IT;
Reflective Thinking)

FOCUS ON Ethics

You've probably heard of some specific heart procedures, such as
angioplasty and stents, that are routinely performed on adults. But
such heart procedures, devices, and related medications are not
available for infants and children, despite the fact that almost
40,000 children are born in the United States each year with heart
defects that often require repair. This is a life or death situation for
many young patients, yet doctors must improvise by using devices
designed and tested on adults. For instance, doctors use an adult
kidney balloon in an infant’s heart because it is the appropriate
size for a newborn’s aortic valve. However, this device is not ap-
proved for the procedure. Why are specific devices and medicines
developed for the multibillion-dollar cardiovascular market not
also designed for children’s health care? It's a matter of econom-
ics; this segment of young consumers is just too small. One lead-

ing cardiologist attributed the discrepancy to a “profitability gap”
between the children’s market and the much more profitable adult
market for treating heart disease. Although this might make good
economic sense for companies, it is little comfort to the parents of
these small patients.

1. Discuss the environmental forces acting on medical device
and pharmaceutical companies that are preventing them
from meeting the needs of the infant and child market
segment. Is it wrong for these companies to not address the
needs of this segment? (AACSB: Communication; Reflective
Thinking; Ethical Reasoning)

2. Suggest some solutions to this problem. (AACSB:
Communication; Reflective Thinking)

MARKETING & THE Economy

Netflix

Although the recent down economy has taken its toll on the retail
industry as a whole, the stars are still shining on Netflix. Business
has been so good that Netflix met its most recent new subscriber
goal weeks before the deadline. In early 2009, Netflix surpassed 10
million subscribers—a remarkable feat. Eighteen months later, that
number had grown by 50 percent to 15 million subscribers. Clearly,
all these new customers are good for the company’s financials.
Customers are signing up for the same reasons they always have—
the convenience of renting movies without leaving home, a selec-
tion of more than 100,000 DVD titles, and low monthly fees. But

the company’s current good fortunes may also be the result of con-
sumers looking for less expensive means of entertainment. They
may even be the result of consumers escaping the gloom of finan-
cial losses and economic bad news. Whatever the case, Netflix ap-
pears to have a product that thrives in bad times as well as in good.
1. Visit www.netflix.com. After browsing the Web site and
becoming more familiar with the company’s offerings, assess
the macroenvironmental trends that have led to Netflix’s
success in recent years.
2. Which trends do you think have contributed most to Netflix's
current growth following recent economic woes?

MARKETING BY THE Numbers

Many marketing decisions boil down to numbers. An important
question is this: What is the market sales potential in a given seg-
ment? If the sales potential in a market is not large enough to war-
rant pursing that market, then companies will not offer products
and services to that market, even though a need may exist. Consider
the market segment of infants and children discussed above in
Focus on Ethics. Certainly there is a need for medical products to
save children’s lives. Still, companies are not pursuing this market.

1. Using the chain ratio method described in Appendix 2,
estimate the market sales potential for heart catheterization

products to meet the needs of the infant and child segment.
Assume that of the 40,000 children with heart defects each year,
60 percent will benefit from these types of products and only

50 percent of their families have the financial resources to obtain
such treatment. Also assume the average price for a device is
$1,000. (AACSB: Communication; Analytical Reasoning)

2. Research the medical devices market and compare the market
potential you estimated to the sales of various devices. Are
companies justified in not pursuing the infant and child
segment? (AACSB: Communication; Reflective Thinking)


www.thetopeverything.net
www.thetopeverything.net
www.netflix.com
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viDEO Case

TOMS Shoes

“Get involved: Changing a life begins with a single step.” This
sounds like a mandate from a nonprofit volunteer organization. But
in fact, this is the motto of a for-profit shoe company located in
Santa Monica, California. In 2006, Tom Mycoskie founded TOMS
Shoes because he wanted to do something different. He wanted to
run a company that would make a profit while at the same time
helping the needy of the world.

Specifically, for every pair of shoes that TOMS sells, it gives a
pair of shoes to a needy child somewhere in the world. So far, the
company has given away tens of thousands of pairs of shoes and
is on track to give away hundreds of thousands. Can TOMS suc-
ceed and thrive based on this idealistic concept? That all depends

on how TOMS executes its strategy within the constantly chang-
ing marketing environment.

After viewing the video featuring TOMS Shoes, answer the fol-
lowing questions about the marketing environment:

1. What trends in the marketing environment have contributed
to the success of TOMS Shoes?

2. Did TOMS Shoes first scan the marketing environment in
creating its strategy, or did it create its strategy and fit the
strategy to the environment? Does this matter?

3. Is TOMS' strategy more about serving needy children or
about creating value for customers? Explain.

comprany Case

Target: From “Expect More”
to “Pay Less”

When you hear the term discount retail, two names that usually
come to mind: Walmart and Target. The two have been compared
so much that the press rarely covers one without at least mention-
ing the other. The reasons for the comparison are fairly obvious.
These corporations are two of the largest discount retailers in the
United States. Category for category, they offer very similar mer-
chandise. They tend to build their stores in close proximity to one
another, even facing each other across major boulevards.

But even with such strong similarities, ask consumers if there’s a
difference between the two, and they won't even hesitate. Walmart
is all about low prices; Target is about style and fashion. The “cheap
chic” label applied by consumers and the media over the years per-
fectly captures the long-standing company positioning: “Expect
More. Pay Less.” With its numerous designer product lines, Target
has been so successful with its brand positioning that for a number
of years it has slowly chipped away at Walmart's massive market
share. Granted, the difference in the scale for the two companies
has always been huge. Walmart's most recent annual revenues of
$408 billion are more than six times those of Target. But for many
years, Target's business grew at a much faster pace than Walmart's.

In fact, as Walmart's same-store sales began to lag in the mid-
2000s, the world's largest retailer unabashedly attempted to become
more like Target. It spruced up its store environment, added more
fashionable clothing and housewares, and stocked organic and gour-
met products in its grocery aisles. Walmart even experimented with
luxury brands. After 19 years of promoting the slogan, “Always Low
Prices. Always.” Walmart replaced it with the very Target-esque
tagline, “Save Money. Live Better.” None of those efforts seemed to
speed up Walmart's revenue growth or slow down Targets.

But oh what a difference a year or two can make. As the global
recession began to tighten its grip on the world’s retailers in 2008, the
dynamics between the two retail giants reversed almost overnight. As
unemployment rose and consumers began pinching their pennies,
Walmart's familiar price “rollbacks” resonated with consumers, while
Target's image of slightly better stuff for slightly higher prices did not.
Target's well-cultivated “upscale discount” image was turning away
customers who believed that its fashionable products and trendy ad-
vertising meant steeper prices. By mid-2008, Target had experienced
three straight quarters of flat same-store sales growth and a slight dip
in store traffic. At the same time, Walmart was defying the economic

slowdown, posting quarterly increases in same-store sales of close to
5 percent along with substantial jumps in profits.

SAME SLOGAN, DIFFERENT EMPHASIS

In fall 2008, Target acknowledged the slide and announced its in-
tentions to do something about it. Target CEO Gregg Steinhafel
succinctly summarized the company’s new strategy: “The cus-
tomer is very cash strapped right now. And in some ways, our
greatest strength has become somewhat of a challenge. So, we're
still trying to define and find the right balance between ‘Expect
More. Pay Less.” The current environment means that the focus is
squarely on the ‘Pay Less’ side of it.”

In outlining Target's new strategy, company executives made it
clear that Walmart was the new focus. Target would make certain
that its prices were in line with Walmart's. Future promotions
would communicate the “pay less” message to consumers, while
also highlighting the fact that Target is every bit the convenient
one-stop shopping destination as its larger rival.

The new communications program included massive changes
to in-store signage. Instead of in-store images and messages high-
lighting trendy fashion, store visitors were greeted with large signs
boasting price points and value messages. Similarly, weekly news-
paper circulars featured strong value headlines, fewer products,
and clearly labeled price points. In fact, Target's ads began looking
very much like those of Walmart or even Kmart. Further recogniz-
ing the consumer trend toward thriftiness, Target increased the
emphasis on its own store brands of food and home goods.

While making the shift toward “Pay Less,” Target was careful
to reassure customers that it would not compromise the “Expect
More” part of its brand. Target has always been known for having
more designer partnerships than any other retailer. From the
Michael Graves line of housewares to Isaac Mizrahi’s clothing line,
Target boasts more than a dozen product lines created exclusively
for Target by famous designers. Kathryn Tesija, Target's executive
vice president of merchandising, assured customers that not only
would Target continue those relationships but also add several
new designer partnerships in the apparel and beauty categories.

MOUNTING PRESSURE

Although Steinhafel’s “Pay Less” strategy was aggressive, Target's
financials were slow to respond. In fact, things initially got worse
with sales at one point dropping by 10 percent from the previous
year. Target's profits suffered even more. It didn’t help matters that
Walmart bucked the recessionary retail trend by posting revenue
increases. When confronted with this fact, Steinhafel responded



that consumers held perceptions that Target's value proposition
was not as strong as that of its biggest rival. He urged investors to
be patient, that its value message would take time to resonate
with consumers. Given that Walmart had a decades-long lead in
building its cost structure as a formative competitive advantage,
Steinhafel couldn’t stress that point enough.

While Target continued to struggle with this turn-around chal-
lenge, it received a new threat in the form of one of its largest in-
vestors. Activist shareholder William Ackman, whose company
had invested $2 billion in Target only to lose 85 percent of it, was
holding the retailer’s feet to the fire. Ackman openly chided Target
for failing to deal effectively with the economic downturn. He
charged that Target's board of directors lacked needed experience
and sought to take control of five of the board’s seats. “Target is
not Gucci,” he said in a letter to investors. “It should be a business
that does well, even in tough economic times.”

Making the changes that Ackman and others were calling for was
exactly what Steinhafel was trying to do. Steinhafel refused to give up
on his strategy. Instead, he intensified Target's “Pay Less” emphasis.
In addition to aggressive newspaper advertising, Target unveiled a
new set of television spots. Each ad played to a catchy tune with a re-
assuring voice singing, “This is a brand new day. And it’s getting bet-
ter every single day.” Ads showed ordinary people consuming
commonly purchased retail products but with a unique twist.

In one ad, a couple was shown drinking coffee in what appeared
to be a fancy coffee house with the caption, “The new coffee spot.”
But the camera pulled back to reveal that the couple was sitting in
their own kitchen, with a coffee pot on the stove. The caption con-
firmed: “Espresso maker, $24.99.” In another segment of the ad
headlined “The new salon trip,” a glamorous woman with flowing
red hair appeared to be in an upscale salon. The camera angle then
shifted to show her in her own modest bathroom, revealing a small
bottle sitting on the sink with the caption, “Hair color, $8.49.” Every
ad repeated this same theme multiple times, with takes such as
“The new carwash,” “The new movie night,” and “The new gym.”

In addition to the new promotional efforts, Target made two
significant operational changes. First, it began converting a corner
of its department stores into mini-grocery stores carrying a narrow
selection of 90 percent of the food categories found in full-size
grocery stores, including fresh produce. One shopper’s reaction
was just what Target was hoping for. A Wisconsin housewife and
mother of two stopped by her local Target to buy deodorant and
laundry detergent before heading to the local grocery store. But
as she worked her way through the fresh-food aisles, she found
everything on her list. “I'm done,” she said, as she grabbed a
99-cent green pepper. “I just saved myself a trip.”

While the mini-grocery test stores showed promising results,
groceries also represented a low-margin expansion. Walmart was
seeing most of its gains in higher margin discretionary goods like
bedding, traditionally Target's stronghold. But in a second opera-
tional change, Target surprised many analysts by unveiling a new
package for its main store brand . . . one without the familiar Tar-
get bulls-eye! That is, the packages discard the bull’s-eye, replacing
it with big, colorful, upward-pointing arrows on a white back-
ground, with the new brand name, “up & up.”

Continuing to address the trend of higher store brand sales,
Tesija stated, “We believe that it will stand out on the shelf, and it
is so distinctive that we'll get new guests that will want to try it that
maybe didn’t even notice the Target brand before.” Up & up prod-
ucts are priced about 30 percent lower than comparable name
brand products. Target began promoting the store brand in its cir-
culars and planned to expand the total number of products under
the label from 730 to 800. While initial results showed an increase
in store brand sales for products with the new design, it is unclear
just how many of those sales came at the expense of name brand
products.
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SIGNS OF LIFE

Target's journey over the past few years demonstrates that chang-
ing the direction of a large corporation is like trying to reverse a mov-
ing freight train. Things have to slow down before they can go the
other way. But after 18 months of aggressive change, it appears that
consumers may have finally gotten the message. During the first
half of 2010, sales rose by as much as 5 percent with profits up a
whopping 54 percent. Both spending per visit and the number of
store visits increased. All this could be attributed to the fact that the
effects of the recession were starting to loosen up and consumer
confidence was stabilizing. But in a sign that Target's efforts were
truly paying off, Walmart's sales growth was slowing during this
same period and even showing signs of decline. Customer percep-
tions of Target's value were indeed on the rise.

Steinhafel made it very clear that the new signs of life at Target
were being met with cautious optimism. “Clearly the economy and
consumer sentiment have improved since their weakest point in
2009,” said the Target CEO. “But we believe that both are still
somewhat unstable and fragile and will likely continue to experience
occasional setbacks as the year progresses.” Steinhafel’s comments
reflected an understanding that even as the economy showed signs
of recovery, research indicated that consumers everywhere were
adopting a newfound sense of frugality and monetary responsibility.

Target's “Pay Less” strategy has continued forward without
wavering. Pricing seems to have found the sweet spot as Stein-
hafel announced that few adjustments are needed. Ads continue
to emphasize low prices on everyday items. And the expansion of
groceries and store brands has continued. In fact, for 2010, Target
planned just 10 store openings, the lowest in its history. “It will be
a long time before we approach the development pace of several
years ago,” said Doug Scovanner, Target's chief financial officer.
Instead, Target is putting its money into remodeling existing stores
to better accommodate the shifts in inventory.

Some Wall Street analysts have expressed concern that Target's
recent value strategy may weaken the brand as customers lose
sight of the distinctive features that set it apart from Walmart. But
the words of one shopper are a good indication that Target may
still be retaining the “Expect More” part of its image, despite hav-
ing emphasized “Pay Less.” “Target is a nice place to go. Walmart
may have good prices, but | would rather tell my friends that |
came back from shopping at Target.”

Questions for Discussion

1. What microenvironmental factors have affected Target's
performance over the past few years?

2. What macroenvironmental factors have affected Target's
performance during that period?

3. By focusing on the “Pay Less” part of its slogan, has Target
pursued the best strategy? Why or why not?

4. \What alternative strategy might Target have followed in
responding to the first signs of declining revenues and profits?

5. Given Target’s current situation, what recommendations
would you make to Steinhafel for his company’s future?

Sources: Karen Talley, “Target Profit Rises on Strong Sales, Improved Credit-
Card Operations,” Wall Street Journal, May 20, 2010, accessed at http://
online.wsj.com; John Kell and Karen Talley, “Target’s Profit Rises 54% on
Higher Sales, Improved Margins,” Wall Street Journal, February 24, 2010,
accessed at http://online.wsj.com; Natalie Zmuda, “Target to Put More Fo-
cus on Value,” Advertising Age, August 19, 2008, accessed at http://adage
.com; Ann Zimmerman, “Target Believes a Rebound Recipe Is in Grocery
Aisle,” Wall Street Journal, May 12, 2009, p. B1; Nicole Maestri, “Target
Revamps Its Target Brand as 'Up & Up,"” Reuters, May 19, 2009, accessed
at www.reuters.com; Nicole Maestri, “Target, BJ's Wholesale Results Beat
the Street,” Reuters, May 20, 2009, accessed at www.reuters.com.
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In this chapter, we con-

Chapter PreVieW tinue our exploration

of how marketers gain insights into consumers and the marketplace. We
look at how companies develop and manage information about impor-
tant marketplace elements: customers, competitors, products, and mar-
keting programs. To succeed in today’s marketplace, companies must
know how to turn mountains of marketing information into fresh cus-
tomer insights that will help them deliver greater value to customers.
Let's start with a good story about marketing research and cus-
tomer insights in action at P&G, one of the world's largest and most re-

Managing Marketing
Information t Gain

Customer Insights

spected marketing companies. P&G makes and markets a who's who
list of consumer megabrands, including the likes of Tide, Crest, Bounty,
Charmin, Puffs, Pampers, Pringles, Gillette, Dawn, Ivory, Febreze, Swif-
fer, Olay, Cover Girl, Pantene, Scope, NyQuil, Duracell, and dozens
more. The company’s stated purpose is to provide products that “im-
prove the lives of the world’s consumers.” P&G's brands really do cre-
ate value for consumers by solving their problems. But to build
meaningful relationships with customers, you first have to understand
them and how they connect with your brand. That's where marketing
research comes in.

P&G: Deep Customer Insights Yield Meaningful

Customer Relationships

reating customer value. Building meaningful cus-

tomer relationships. All this sounds pretty lofty, espe-

cially for a company like P&G, which sells seemingly

mundane, low-involvement consumer products such
as detergents, shampoos, toothpastes, fabric softeners, toilet pa-
per, and disposable diapers. Can you really develop a meaning-
ful relationship between customers and a laundry detergent?
For P&G, the resounding answer is yes. But first you have to get
to know your customers well—really well.

More than 60 years ago, P&G’s Tide revolutionized the in-
dustry as the first detergent to use synthetic compounds rather
than soap chemicals for cleaning clothes. Tide really does get
clothes clean. For decades, Tide’s marketers have positioned the
brand on superior functional performance, with hard-hitting
ads showing before-and-after cleaning comparisons. But as it
turns out, to consumers, Tide means a lot more than just getting
grass stains out of that old pair of jeans.

So for several years, P&G has been on a consumer re-
search mission: to unearth and cultivate the deep connections
that customers have with its products. Under this mandate, a
few years back, the Tide marketing team decided that it
needed a new message for the brand. Tide’s brand share, al-
though large, had been stagnant for several years. Also, as a
result of its hard-hitting functional advertising, consumers
saw the Tide brand as arrogant, self-absorbed, and very male.
The brand needed to recapture the hearts and minds of its core
female consumers.

The Tide team set out to gain a deeper understanding of
the emotional connections that women have with their laundry.
Rather than just conducting the usual focus groups and market-
ing research surveys, however, marketing executives and
strategists from P&G and its longtime ad agency, Saatchi &
Saatchi, conducted research at a deeper level. They engaged in
a two-week consumer immersion in which they tagged along
with women in Kansas City, Missouri, and Charlotte, North
Carolina, as they worked, shopped, and ran errands. The team
also sat in on discussions to hear women talk about what’s im-
portant to them.

“We got to an incredibly deep and personal level,” says a
Tide marketing executive. “We wanted to understand the role
of laundry in their life.”
But “one of the great
things,” adds a Saatchi
strategist about the re-

P&G, one of the world’s
most respected marketing

search effort, “is we WdolaleEIEERGIANEREL:
didn’t talk [to consumers] to build meaningful
about their laundry EEETTNNTNTCRAVIT)

habits [and practices]. We
talked about their lives,
what their needs were,
how they felt as women.
And we got a lot of rich
stuff that we hadn’t
tapped into before.”

customers, you must first
understand them and how
they connect with your
brand. That's the role of
marketing research.
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The immersion research produced some remarkable con-
sumer insights. The Tide marketers learned that, although Tide
and laundry aren’t the most important things in customers’
lives, women are very emotional about their clothing. For exam-
ple, “there was the joy a plus-size, divorced woman described
when she got a whistle from her boyfriend while wearing her
“foolproof (sexiest) outfit.” According to one P&G account:
“Day-to-day fabrics in women’s lives hold meaning and touch
them in many ways. Women like taking care of their clothes and
fabrics because they are filled with emotions, stories, feelings,
and memories. The fabrics in their lives (anything from jeans to
sheets) allow them to express their personalities, their multidi-
mensions as women, their attitudes.”

The marketing research impacted everything the brand did
moving forward. Tide, the marketers decided, can do more than
solve women’s laundry problems. It can make a difference in
something they truly care about—the fabrics that touch their
lives. Based on these insights, P&G and Saatchi developed an
award-winning advertising campaign, built around the theme
“Tide knows fabrics best.” Rather than the mostly heartless
demonstrations and side-by-side comparisons of past Tide ad-
vertising, the new campaign employed rich visual imagery and
meaningful emotional connections.

The initial “Tide knows fabrics best” ads had just the right
mix of emotional connections and soft sell. In one television com-
mercial, a pregnant woman dribbled ice cream on the one last
shirt that still fit. It's Tide with Bleach to the rescue, so that “your
clothes can outlast your cravings.” Another ad showed touching
scenes of a woman first holding a baby and then cuddling ro-
mantically with her husband, all to the tune of “Be My Baby.”
Tide with Febreze, said the ad, can mean “the difference between
smelling like a mom and smelling like a woman.” In all, the “Tide
knows fabrics best” campaign showed women that Tide really
does make a difference in fabrics that touch their lives.

The most recent incarnation of the Tide campaign—"Style Is
an Option. Clean Is Not.”—connects Tide’s cleaning prowess with
powerful emotions such as style and self-expression. Linking
laundry to style and self-expression isn't really that big a leap. “In
watching consumers use [their detergent], many of them talked
about how it maintained their clothes in the same way that sham-
poo and conditioner nurtured one’s hair,” says a Tide assistant
brand manager. In the “Style Is an Option. Clean Is Not” cam-
paign, “Tide celebrates the expression of personal style and helps
to give people. .. a sense of pride and dignity when they walk out
the door knowing that what they wear is clean,” says another Tide
marketer. It links Tide and cleaning “to something that is really
important to people: our clothes, and the way we look.”

So . .. back to the original question: Can you develop a
relationship with a laundry detergent brand? Insights gained
from P&G’s deep-immersion consumer research showed that
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WE'LL KEEP IT CLEAN.

STYLE IS AN OPTION. CLEAN IS NOT.

The Tide marketing teams’
deep immersion research
with consumers revealed
some important insights.
The most recent Tide
campaign connects Tide's
cleaning prowess with
powerful emotions such as
style and self-expression.

such relationships aren’t just
possible—they’re inevitable. The
key is to really understand the true
nature of the relationship and
shape it by creating real value for
customers. Such an understanding
comes from marketing research,
not only on a company’s products
and marketing programs but also
on core customer needs and brand
experiences.

No brand is more successful at creating customer rela-
tionships than Tide. Incredibly, P&G’s flagship brand cap-
tures a more than 40 percent share of the cluttered and
competitive laundry detergent market. That’s right, more
than 40 percent and growing—including a 7 percent increase
in the year following the start of the “Tide knows fabrics best”
campaign.’

As the P&G Tide Story highlights, good products and marketing
programs begin with good customer information. Companies also need an abundance of in-
formation on competitors, resellers, and other actors and marketplace forces. But more than
just gathering information, marketers must use the information to gain powerful customer

and market insights.



Objective OUTLINE

Objective 1

customers.

Objective 2

Objective 3

Objective 4

Objectlve 5 ethics issues.

Explain the importance of information in gaining insights about the marketplace and
Marketing Information and Customer Insights (98-100)

Define the marketing information system and discuss its parts.
Assessing Marketing Information Needs (100)
Developing Marketing Information (100-102)

Outline the steps in the marketing research process.

Marketing Research (103-119)

Explain how companies analyze and use marketing information.

Analyzing and Using Marketing Information (119-121)

Discuss the special issues some marketing researchers face, including public policy and

Other Marketing Information Considerations (121-126)

Author | Marketing information by Marketing Information

Comment | itself has little value. The

value is in the customer insights gained and Customer InSig hts (pp 98-100)

from the information and how these

insights are used to make better To create value for customers and build meaningful relationships with them, marketers

marketing decisions.

must first gain fresh, deep insights into what customers need and want. Companies use such

customer insights to develop competitive advantage. “In today’s hypercompetitive world,”

states a marketing expert, “the race for competitive advantage is really a race for customer
and market insights.” Such insights come from good marketing information.?

@ Key customer insights, plus a dash of Apple’s design
and usability magic, have made the iPod a blockbuster. It
now captures a more than 75 percent market share and
has spawned other Apple blockbusters such as the
iPhone and the iPad.

Consider Apple’s phenomenally successful iPod. ® The iPod wasn't
the first digital music player, but Apple was the first to get it right.
Apple’s research uncovered a key insight about how people want to
consume digital music—they want to take all their music with them,
but they want personal music players to be unobtrusive. This insight
led to two key design goals: make it as small as a deck of cards and
build it to hold 1,000 songs. Add a dash of Apple’s design and us-
ability magic to this insight, and you have a recipe for a blockbuster.
Apple’s expanded iPod and iPod Touch lines now capture more than
a 75 percent market share. And they’ve spawned other Apple block-
busters such as the iPhone and the iPad.

Although customer and market insights are important for build-
ing customer value and relationships, these insights can be very diffi-
cult to obtain. Customer needs and buying motives are often anything
but obvious—consumers themselves usually can’t tell you exactly
what they need and why they buy. To gain good customer insights,
marketers must effectively manage marketing information from a
wide range of sources.

Today’s marketers have ready access to plenty of marketing informa-
tion. With the recent explosion of information technologies, companies



Customer insights

Fresh understandings of customers and
the marketplace derived from marketing
information that become the basis for

creating customer value and relationships.

Marketing information

system (MIS)

People and procedures for assessing
information needs, developing the
needed information, and helping decision
makers to use the information to
generate and validate actionable
customer and market insights.
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can now generate information in great quantities. Moreover, consumers themselves are now
generating tons of “bottom-up” marketing information.

Not long ago, the only way a consumer could communicate with an organization was
by mailing a handwritten letter. Then came the call center, followed by e-mail, text mes-
saging, instant messaging and, indirectly, blogging, Facebook, Twitter, and so on. Each
one has contributed to a growing tidal wave of “bottom-up” information that individ-
uals volunteer to each other and to organizations. Organizations able to . . . elicit and
use such [volunteered information] will be able to gain much richer, more timely cus-
tomer insights at lower cost.?

Far from lacking information, most marketing managers are overloaded with data and
often overwhelmed by it. For example, when a company such as Pepsi monitors online dis-
cussions about its brands by searching key words in tweets, blogs, posts, and other sources,
its servers take in a stunning six million public conversations a day, more than two billion a
year.4 That’s far more information than any manager can digest.

Despite this data glut, marketers frequently complain that they lack enough informa-
tion of the right kind. They don’t need more information; they need better information. And
they need to make better use of the information they already have.

The real value of marketing research and marketing information lies in how it is used—
in the customer insights that it provides. Based on such thinking, many companies are
now restructuring their marketing research and information functions. They are creating
“customer insights teams,” headed by a vice president of customer insights and composed
of representatives from all of the firm’s functional areas. For example, the head of market-
ing research at Kraft Foods is called the director of consumer insights and strategy. At
Unilever, marketing research is done by the Consumer and Market Insight division, which
helps brand teams harness information and turn it into customer insights.

Customer insights groups collect customer and market information from a wide vari-
ety of sources, ranging from traditional marketing research studies to mingling with and ob-
serving consumers to monitoring consumer online conversations about the company and its
products. Then they use this information to develop important customer insights from
which the company can create more value for its customers.

Thus, companies must design effective marketing information systems that give man-
agers the right information, in the right form, at the right time and help them to use this in-
formation to create customer value and stronger customer relationships. A marketing
information system (MIS) consists of people and procedures for assessing information
needs, developing the needed information, and helping decision makers use the informa-
tion to generate and validate actionable customer and market insights.

@ Figure 4.1 shows that the MIS begins and ends with information users—marketing
managers, internal and external partners, and others who need marketing information.

@ FIGURE | 4.1
The Marketing
Information System

Marketing managers and other information users
Obtaining customer and market insights from marketing information

Marketing information system

Developing needed information

P

the right form at the right time
-

( : i
g information fo gain databases intelligence research ; nd
customer insights. And this needs information
important figure organizes the
entire chapter. Marketers start by
assessing user information needs.
Then they develop the needed
information using internal data,
marketing intelligence, and marketing . .
research processes. Finally they make Marketing environment
the information available to users in Target Marketing Competitors Publics Macroenvironment
markets channels forces
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Author | The marketing
Comment | information system
begins and ends with users—assessing
their information needs and then
delivering information that meets
those needs.

Author | The problem isn't finding
Comment | information; the world is
bursting with information from a glut
of sources. The real challenge is to find
the right information—from inside and
outside sources—and turn it into
customer insights.

Internal databases

Electronic collections of consumer and
market information obtained from data
sources within the company network.

First, it interacts with these information users to assess information needs. Next, it interacts
with the marketing environment to develop needed information through internal company
databases, marketing intelligence activities, and marketing research. Finally, the MIS helps
users to analyze and use the information to develop customer insights, make marketing de-
cisions, and manage customer relationships.

Assessing Marketing Information
Needs 100

The marketing information system primarily serves the company’s marketing and other
managers. However, it may also provide information to external partners, such as suppliers,
resellers, or marketing services agencies. For example, Walmart’s RetailLink system gives
key suppliers access to information on everything from customers” buying patterns and store
inventory levels to how many items they’ve sold in which stores in the past 24 hours.’

A good MIS balances the information users would like to have against what they really
need and what is feasible to offer. The company begins by interviewing managers to find out
what information they would like. Some managers will ask for whatever information they
can get without thinking carefully about what they really need. Too much information can
be as harmful as too little.

Other managers may omit things they ought to know, or they may not know to ask for
some types of information they should have. For example, managers might need to know
about surges in favorable or unfavorable consumer discussions about their brands on blogs
or online social networks. Because they do not know about these discussions, they do not
think to ask about them. The MIS must monitor the marketing environment to provide de-
cision makers with information they should have to better understand customers and make
key marketing decisions.

Sometimes the company cannot provide the needed information, either because it is not
available or because of MIS limitations. For example, a brand manager might want to know
how competitors will change their advertising budgets next year and how these changes
will affect industry market shares. The information on planned budgets probably is not
available. Even if it is, the company’s MIS may not be advanced enough to forecast result-
ing changes in market shares.

Finally, the costs of obtaining, analyzing, storing, and delivering information can quickly
mount. The company must decide whether the value of insights gained from additional in-
formation is worth the costs of providing it, and both value and cost are often hard to assess.
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Marketers can obtain the needed information from internal data, marketing intelligence, and
marketing research.

Internal Data

Many companies build extensive internal databases, electronic collections of consumer
and market information obtained from data sources within the company’s network. Mar-
keting managers can readily access and work with information in the database to identify
marketing opportunities and problems, plan programs, and evaluate performance. Internal
data can provide strong competitive advantage. “Locked within your own records is a huge,
largely untapped asset that no [competitor] can hope to match,” says one analyst. Compa-
nies are “sitting on a gold mine of unrealized potential in their current customer base.”®
Information in the database can come from many sources. The marketing department
furnishes information on customer demographics, psychographics, sales transactions, and
Web site visits. The customer service department keeps records of customer satisfaction or
service problems. The accounting department prepares financial statements and keeps de-
tailed records of sales, costs, and cash flows. Operations reports on production schedules,
shipments, and inventories. The sales force reports on reseller reactions and competitor ac-
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tivities, and marketing channel partners provide data on point-of-sale
transactions. Harnessing such information can provide powerful customer
insights and competitive advantage.

For example, consider upscale retailer @ Barneys, which has found a
wealth of information contained in online customers” browsing and buy-
ing data:’

A glance at any spam folder is proof positive that most online retail-
ers haven't yet refined their customer tracking. To wit: My spam box
currently features Petco.com advertisements for kitty litter (I'm a
dog person), a Staples.com ad for Windows software (I'm a Mac girl),
and four ads for Viagra (enough said). But the e-mails from
Barneys.com are different. Barneys knows that I like jewelry and

yoga. My most recent Barneys e-mail read, “Love it! Jennifer Meyer
Ohm Necklace.” I do love it. How does Barneys know? It sorts
through the data left by millions of anonymous people clicking
around its site and predicts who’s likely to buy which products,
when, and at what price.

Digging deep into such data provides a wealth of actionable in-
sights into customer buying patterns. Barney’s can target customers
based on their overall habits, such as “fashionistas” who buy risky
new designer products, “bottom feeders” who always buy sale
items, or cosmetics zealots. “We even know when you're gonna run
out of shampoo, so we might as well send you an e-mail,” says Bar-
neys director of Internet marketing. Rather than feeling spied on,
customers are thrilled because the message is relevant. Barneys is
now considering expanding such analysis to its stores—tracking
products as well as customers—to marry its in-store and online mar-
keting efforts.

Internal databases usually can be accessed more quickly and cheaply

@ Internal data: Barneys has found a wealth of than other information sources, but they also present some problems. Be-
actionable customer insights by analyzing online cause internal information is often collected for other purposes, it may be
customers’ browsing and buying behavior at its Web site. incomplete or in the wrong form for making marketing decisions. Data

Competitive marketing
intelligence

The systematic collection and analysis of
publicly available information about
consumers, competitors, and
developments in the marketing
environment.

also ages quickly; keeping the database current requires a major effort. Fi-
nally, managing the mountains of information that a large company produces requires
highly sophisticated equipment and techniques.

Competitive Marketing Intelligence

Competitive marketing intelligence is the systematic collection and analysis of publicly
available information about consumers, competitors, and developments in the marketplace.
The goal of competitive marketing intelligence is to improve strategic decision making by
understanding the consumer environment, assessing and tracking competitors” actions, and
providing early warnings of opportunities and threats.

Marketing intelligence gathering has grown dramatically as more and more companies
are now busily eavesdropping on the marketplace and snooping on their competitors. Tech-
niques range from monitoring Internet buzz or observing consumers firsthand to quizzing
the company’s own employees, benchmarking competitors’ products, researching the Inter-
net, lurking around industry trade shows, and even rooting through rivals’ trash bins.

Good marketing intelligence can help marketers gain insights into how consumers talk
about and connect with their brands. Many companies send out teams of trained observers
to mix and mingle with customers as they use and talk about the company’s products. Other
companies routinely monitor consumers’ online chatter with the help of monitoring services
such as Nielsen Online or Radian6. For example, @ Radian6 helps companies to keep track
of almost any relevant online conversation:®

Social media make it easier than ever for people to share—to have conversations and ex-
press their opinions, needs, ideas, and complaints. And they’re doing it with millions of
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blogs, tweets, videos, and comments

( s . ) daily. Marketers face the difficult task of
Who’s talking about your brand sifting through all the noise to find the
Social media makes it easier than ever for people to share. To have conversations and express gems about their brands. Radian6é gives

their opinions, needs, ideas, complaints. And they’re doing it with millions of blogs, tweets,
videos, and comments.
But as a business, how do you pinpoint all the conversations happening about your brand? lets them listen to, share with, learn
Radiané gives you a complete platform to listen, share, learn, and engage — both inside your
company, and with your customers across the entire social web.

Your brand is defined by the sum of all conversations.
Listen and join the dialogue with Radiané.
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TPy — ——— Companies also need to actively moni-

o it tor competitors’ activities. Firms use com-

petitive marketing intelligence to gain early

warnings of competitor moves and strate-

@ Many companies routinely monitor consumers’ online conversations with the help of gies, new-product launches, new or chang-

monitoring services and platforms such as Radiané.

ing markets, and potential competitive
strengths and weaknesses. Much competi-
tor intelligence can be collected from people inside the company—executives, engineers
and scientists, purchasing agents, and the sales force. The company can also obtain impor-
tant intelligence information from suppliers, resellers, and key customers. And it can get
good information by observing competitors and monitoring their published information.

Competitors often reveal intelligence information through their annual reports, busi-
ness publications, trade show exhibits, press releases, advertisements, and Web pages. The
Internet has become an invaluable source for competitive intelligence. Using Internet search
engines, marketers can search specific competitor names, events, or trends and see what
turns up. And tracking consumer conversations about competing brands is often as revealing
as tracking conversations about the company’s own brands. Moreover, most competitors now
place volumes of information on their Web sites, providing details of interest to customers,
partners, suppliers, investors, or franchisees. This can provide a wealth of useful information
about competitors’ strategies, markets, new products, facilities, and other happenings.

Intelligence seekers can also pore through any of thousands of online databases. Some
are free. For example, the U.S. Security and Exchange Commission’s database provides a
huge stockpile of financial information on public competitors, and the U.S. Patent Office and
Trademark database reveals patents that competitors have filed. For a fee, companies can
also subscribe to any of the more than 3,000 online databases and information search ser-
vices, such as Hoover’s, LexisNexis, and Dun & Bradstreet. Today’s marketers have an al-
most overwhelming amount of competitor information only a few keystrokes away.

The intelligence game goes both ways. Facing determined competitive marketing intel-
ligence efforts by competitors, most companies are now taking steps to protect their own in-
formation. The growing use of marketing intelligence also raises a number of ethical issues.
Although the preceding techniques are legal, others may involve questionable ethics.
Clearly, companies should take advantage of publicly available information. However, they
should not stoop to snoop. With all the legitimate intelligence sources now available, a com-
pany does not need to break the law or accepted codes of ethics to get good intelligence.



Author | Whereas marketing
Comment | intelligence involves
actively scanning the general
marketing environment, marketing
research involves more focused studies
to gain customer insights relating to
specific marketing decisions.

Marketing research

The systematic design, collection, analysis,
and reporting of data relevant to a
specific marketing situation facing an
organization.

Exploratory research

Marketing research to gather preliminary
information that will help define problems
and suggest hypotheses.

Descriptive research

Marketing research to better describe
marketing problems, situations, or
markets, such as the market potential for
a product or the demographics and
attitudes of consumers.

Causal research
Marketing research to test hypotheses
about cause-and-effect relationships.

This first step is probably the most
difficult but also the most important
one. It guides the entire research

process. It's frustrating to reach the
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Marketing Research p 103-119)

In addition to marketing intelligence information about general consumer, competitor, and
marketplace happenings, marketers often need formal studies that provide customer and
market insights for specific marketing situations and decisions. For example, Budweiser
wants to know what appeals will be most effective in its Super Bowl advertising. Google
wants to know how Web searchers will react to a proposed redesign of its site. Or Samsung
wants to know how many and what kinds of people will buy its next-generation, ultrathin
televisions. In such situations, marketing intelligence will not provide the detailed informa-
tion needed. Managers will need marketing research.

Marketing research is the systematic design, collection, analysis, and reporting of
data relevant to a specific marketing situation facing an organization. Companies use mar-
keting research in a wide variety of situations. For example, marketing research gives mar-
keters insights into customer motivations, purchase behavior, and satisfaction. It can help
them to assess market potential and market share or measure the effectiveness of pricing,
product, distribution, and promotion activities.

Some large companies have their own research departments that work with market-
ing managers on marketing research projects. This is how P&G, GE, and many other cor-
porate giants handle marketing research. In addition, these companies—like their smaller
counterparts—frequently hire outside research specialists to consult with management on
specific marketing problems and conduct marketing research studies. Sometimes firms
simply purchase data collected by outside firms to aid in their decision making.

The marketing research process has four steps (see @ Figure 4.2): defining the prob-
lem and research objectives, developing the research plan, implementing the research plan,
and interpreting and reporting the findings.

Defining the Problem and Research Objectives

Marketing managers and researchers must work closely together to define the problem and
agree on research objectives. The manager best understands the decision for which informa-
tion is needed; the researcher best understands marketing research and how to obtain the
information. Defining the problem and research objectives is often the hardest step in the re-
search process. The manager may know that something is wrong, without knowing the spe-
cific causes.

After the problem has been defined carefully, the manager and the researcher must set
the research objectives. A marketing research project might have one of three types of objec-
tives. The objective of exploratory research is to gather preliminary information that will
help define the problem and suggest hypotheses. The objective of descriptive research is
to describe things, such as the market potential for a product or the demographics and atti-
tudes of consumers who buy the product. The objective of causal research is to test hy-
potheses about cause-and-effect relationships. For example, would a 10 percent decrease in
tuition at a private college result in an enrollment increase sufficient to offset the reduced tu-
ition? Managers often start with exploratory research and later follow with descriptive or
causal research.

The statement of the problem and research objectives guides the entire research process.
The manager and the researcher should put the statement in writing to be certain that they
agree on the purpose and expected results of the research.

end of an expensive research project Defining the Developing the Implementing the )
only to lear that you've addressed the problem and research plan research plan— Interpreting and
wrong problem! ; ; reporting
research for collecting collecting and the findinas
objectives information analyzing the data 9
@ FIGURE | 4.2

The Marketing Research Process
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Developing the Research Plan

Once the research problem and objectives have been defined, researchers must determine
the exact information needed, develop a plan for gathering it efficiently, and present the
plan to management. The research plan outlines sources of existing data and spells out the
specific research approaches, contact methods, sampling plans, and instruments that re-
searchers will use to gather new data.
™\ Research objectives must be translated into specific in-
P\“ formation needs. @ For example, suppose that Red Bull
; _3,; wants to conduct research on how consumers would react

to a proposed new vitamin-enhanced water drink in sev-
eral flavors sold under the Red Bull name. Red Bull cur-

rently dominates the worldwide energy drink market.
However, in an effort to expand beyond its energy drink
niche, the company recently introduced Red Bull Cola
(“Why not?” asks the company; it’s strong and natural, just
like the original Red Bull energy drink). A new line of en-
hanced waters—akin to Glacéau’s VitaminWater—might
help Red Bull leverage its strong brand position even fur-
ther. The proposed research might call for the following
specific information:

¢ The demographic, economic, and lifestyle characteris-
tics of current Red Bull customers. (Do current cus-
tomers also consume enhanced-water products? Are
such products consistent with their lifestyles? Or would
Red Bull need to target a new segment of consumers?)

@ A decision by Red Bull to add a line of enhanced waters to its already * The characteristics and usage patterns of the broader
successful mix of energy and cola drinks would call for marketing population of enhanced-water users: What do they
research that provides lots of specific information. need and expect from such products, where do they

Secondary data

Information that already exists
somewhere, having been collected for
another purpose.

Primary data
Information collected for the specific
purpose at hand.

buy them, when and how do they use them, and what existing brands and price points
are most popular? (The new Red Bull product would need strong, relevant positioning
in the crowded enhanced-water market.)

e Retailer reactions to the proposed new product line: Would they stock and support it?
Where would they display it? (Failure to get retailer support would hurt sales of the
new drink.)

e Forecasts of sales of both the new and current Red Bull products. (Will the new en-
hanced waters create new sales or simply take sales away from current Red Bull prod-
ucts? Will the new product increase Red Bull’s overall profits?)

Red Bull’s marketers will need these and many other types of information to decide
whether and how to introduce the new product.

The research plan should be presented in a written proposal. A written proposal is espe-
cially important when the research project is large and complex or when an outside firm car-
ries it out. The proposal should cover the management problems addressed, the research
objectives, the information to be obtained, and how the results will help management deci-
sion making. The proposal also should include estimated research costs.

To meet the manager’s information needs, the research plan can call for gathering sec-
ondary data, primary data, or both. Secondary data consist of information that already ex-
ists somewhere, having been collected for another purpose. Primary data consist of
information collected for the specific purpose at hand.

Gathering Secondary Data

Researchers usually start by gathering secondary data. The company’s internal database
provides a good starting point. However, the company can also tap into a wide assortment
of external information sources, including commercial data services and government
sources (see @ Table 4.1).
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@ TABLE | 4.1 Selected External Information Sources

Business Data

The Nielsen Company (http://nielsen.com) provides point-of-sale scanner data on sales, market share, and retail prices; data on
household purchasing; and data on television audiences.

Experian Consumer Research (Simmons) (http://smrb.com) provides detailed analysis of consumer patterns in 400 product
categories in selected markets.

Symphony IRI Group (www.symphonyiri.com) provides supermarket scanner data for tracking grocery product movement and new
product purchasing data.

IMS Health (www.imshealth.com) tracks drug sales, monitors the performance of pharmaceutical sales representatives, and offers
pharmaceutical market forecasts.

Arbitron (http://arbitron.com) provides local market and Internet radio audience and advertising expenditure information, among other
media and ad spending data.

J.D. Power and Associates (www.jdpower.com) provides information from independent consumer surveys of product and service
quality, customer satisfaction, and buyer behavior.

Dun & Bradstreet (http://dnb.com) maintains a database containing information on more than 50 million individual companies around
the globe.

comScore (http://comscore.com) provides consumer behavior information and geodemographic analysis of Internet and digital media
users around the world.

Thomson Dialog (www.dialog.com) offers access to more than 900 databases containing publications, reports, newsletters, and
directories covering dozens of industries.

LexisNexis (www.lexisnexis.com) features articles from business, consumer, and marketing publications plus tracking of firms,
industries, trends, and promotion techniques.

Factiva (http://factiva.com) specializes in in-depth financial, historical, and operational information on public and private companies.

Hoover’s, Inc. (http://hoovers.com) provides business descriptions, financial overviews, and news about major companies around the
world.

CNN (www.cnn.com) reports U.S. and global news and covers the markets and news-making companies in detail.

Government Data

Securities and Exchange Commission Edgar database (http://sec.gov/edgar.shtml) provides financial data on U.S. public
corporations.

Small Business Administration (http://sba.gov) features information and links for small business owners.

Federal Trade Commission (http://ftc.gov) shows regulations and decisions related to consumer protection and antitrust laws.
Stat-USA (http://stat-usa.gov), a Department of Commerce site, highlights statistics on U.S. business and international trade.
U.S. Census (Wwww.census.gov) provides detailed statistics and trends about the U.S. population.

U.S. Patent and Trademark Office (www.uspto.gov) allows searches to determine who has filed for trademarks and patents.

Internet Data

ClickZ (www.clickz.com) brings together a wealth of information about the Internet and its users, from consumers to e-commerce.
Interactive Advertising Bureau (www.iab.net) covers statistics about advertising on the Internet.

Forrester.com (www.forrester.com/rb/research) monitors Web traffic and ranks the most popular sites.

Companies can buy secondary data reports from outside suppliers. For example,
Nielsen sells shopper insight data from a consumer panel of more than 260,000 house-
holds in 27 countries worldwide, with measures of trial and repeat purchasing, brand
loyalty, and buyer demographics. Experian Consumer Research (Simmons) sells infor-
mation consumer panel data on more than 8,000 brands in 450 product categories, in-
cluding detailed consumer profiles that assess everything from the products consumers
buy and the brands they prefer to their lifestyles, attitudes, and media preferences. The
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Commercial online databases
Collections of information available from
online commercial sources or accessible
via the Internet.

MONITOR service by Yankelovich sells information on important social and lifestyle
trends. These and other firms supply high-quality data to suit a wide variety of market-
ing information needs.’

Using commercial online databases, marketing researchers can conduct their
own searches of secondary data sources. General database services such as Dialog, Pro-
Quest, and LexisNexis put an incredible wealth of information at the keyboards of mar-
keting decision makers. Beyond commercial Web sites offering information for a fee,
almost every industry association, government agency, business publication, and news
medium offers free information to those tenacious enough to find their Web sites. There
are so many Web sites offering data that finding the right ones can become an almost
overwhelming task.

Internet search engines can be a big help in locating relevant secondary information
sources. However, they can also be very frustrating and inefficient. For example, a Red Bull
marketer Googling “enhanced water products” would come up with some 200,000 hits! Still,
well-structured, well-designed Web searches can be a good starting point to any marketing
research project.

Secondary data can usually be obtained more quickly and at a lower cost than primary
data. Also, secondary sources can sometimes provide data an individual company cannot
collect on its own—information that either is not directly available or would be too expen-
sive to collect. For example, it would be too expensive for Red Bull’s marketers to conduct
a continuing retail store audit to find out about the market shares, prices, and displays of
competitors’ brands. But it can buy the InfoScan service from SymphonyIRI Group, which
provides this information based on scanner and other data from 34,000 retail stores in mar-
kets around the nation."

Secondary data can also present problems. The needed information may not exist; re-
searchers can rarely obtain all the data they need from secondary sources. For example, Red
Bull will not find existing information about consumer reactions about a new enhanced-
water line that it has not yet placed on the market. Even when data can be found, the infor-
mation might not be very usable. The researcher must evaluate secondary information
carefully to make certain it is relevant (fits research project needs), accurate (reliably collected
and reported), current (up-to-date enough for current decisions), and impartial (objectively
collected and reported).

Primary Data Collection

Secondary data provide a good starting point for research and often help to define research
problems and objectives. In most cases, however, the company must also collect primary
data. Just as researchers must carefully evaluate the quality of secondary information, they
also must take great care when collecting primary data. They need to make sure that it will
be relevant, accurate, current, and unbiased. @ Table 4.2 shows that designing a plan for
primary data collection calls for a number of decisions on research approaches, contact methods,
the sampling plan, and research instruments.

@ TABLE | 4.2 Planning Primary Data Collection

Research Approaches Contact Methods Sampling Plan Research Instruments
Observation Mail Sampling unit Questionnaire

Survey Telephone Sample size Mechanical instruments
Experiment Personal Sampling procedure

Onli

ne




Observational research
Gathering primary data by observing
relevant people, actions, and situations.

Ethnographic research

A form of observational research that
involves sending trained observers to
watch and interact with consumers in
their “natural environments.”

(@ Ethnographic research: Kraft Canada sent out its president (above center) and
other high-level executives to observe actual family life in diverse Canadian homes.
Videos of their experiences helped marketers and others across the company to
understand the role of Kraft's brands in people’s lives. ees across Canada to view. The experience
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Research Approaches

Research approaches for gathering primary data include observation, surveys, and experi-
ments. We discuss each one in turn.

Observational Research. Observational research involves gathering primary data by
observing relevant people, actions, and situations. For example, Family Dollar might eval-
uate possible new store locations by checking traffic patterns, neighborhood conditions, and
the location of competing discount retail stores.

Researchers often observe consumer behavior to glean customer insights they can’t ob-
tain by simply asking customers questions. For instance, Fisher-Price has established an ob-
servation lab in which it can observe the reactions of little tots to new toys. The Fisher-Price
Play Lab is a sunny, toy-strewn space where lucky kids get to test Fisher-Price prototypes,
under the watchful eyes of designers who hope to learn what will get them worked up into
a new-toy frenzy. Similarly, in its research labs, using high-tech cameras and other equip-
ment, Gillette observes men and women shaving and uses the insights to design new razors
and shaving products.

Marketers not only observe what consumers do but also observe what consumers are
saying. As discussed earlier, marketers now routinely listen in on consumer conversations
on blogs, social networks, and Web sites. Observing such naturally occurring feedback can
provide inputs that simply can’t be gained through more structure and formal research
approaches.

Observational research can obtain information that people are unwilling or unable to
provide. In contrast, some things simply cannot be observed, such as feelings, attitudes, mo-
tives, or private behavior. Long-term or infrequent behavior is also difficult to observe. Fi-
nally, observations can be very difficult to interpret. Because of these limitations, researchers
often use observation along with other data collection methods.

A wide range of companies now use ethnographic research. Ethnographic research
involves sending observers to watch and interact with consumers in their “natural environ-
ments.” The observers might be trained anthropologists and psychologists or company re-
searchers and managers (see Real Marketing 4.1). Consider this example:"

@ Kraft Canada recently sent its presi-
dent and other high-level Kraft execu-
tives to observe actual family life in a
dozen diverse Canadian homes. “We
went out with the purpose of under-
standing the Canadian family, what's
going on in their homes, particularly the
kitchen,” says Kraft Canada’s vice presi-
dent of consumer insights and strategy.
After viewing hours of video of all
12 families visited, the consumer in-
sights group found some unifying
themes across Kraft’s diverse markets. It
learned that almost all families faced the
same “mad rush to have something
ready to feed the family, a hectic-ness,
last-minute decisions, the need to bal-
ance the child’s needs and different food
needs.” Kraft shared a compilation of the
videos with marketing and sales teams,
who used it as a basis for brainstorming
sessions, and even put the video on an
internal Web site for Kraft’s 4,500 employ-
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Real Marketing 4.1

Ethnographic Research:
Watching What Consumers Really Do

A girl walks into a bar and says to the bar-
tender, “Give me a Diet Coke and a clear sight
line to those guys drinking Miller Lite in the
corner.” If you're waiting for a punch line, this
is no joke. The “girl” in this situation is Emma
Gilding, corporate ethnographer at ad agency
Ogilvy & Mather. In this case, her job is to hang
out in bars around the country and watch
groups of guys knocking back beers with their
friends. No kidding. This is honest-to-goodness,
cutting-edge marketing research—ethnogra-
phy style.

As a videographer filmed the action, Gilding
kept tabs on how close the guys stood to one
another. She eavesdropped on stories and ob-
served how the mantle was passed from one
speaker to another, as in a tribe around a
campfire. Back at the office, a team of trained
anthropologists and psychologists pored over
more than 70 hours of footage from five simi-
lar nights in bars from San Diego to Philadel-
phia. One key insight: Miller is favored by
groups of drinkers, while its main competitor,
Bud Lite, is a beer that sells to individuals. The
result was a hilarious series of ads that cut from
a Miller Lite drinker’s weird experiences in the
world—getting caught in the subway taking
money from a blind musician‘s guitar case or
hitching a ride in the desert with a deranged
trucker—to shots of him regaling friends with
tales over a brew. The Miller Lite ads got high
marks from audiences for their entertainment
value and emotional resonance.

Today's marketers face many difficult ques-
tions: What do customers really think about a
product and what do they say about it to their
friends? How do they really use it? Will they tell
you? Can they tell you? All too often, traditional
research simply can’t provide accurate answers.
To get deeper insights, many companies use
ethnographic research, watching and interacting
with consumers in their “natural environments.”

Ethnographers are looking for “con-
sumer truth.” In surveys and interviews, cus-
tomers may state (and fully believe) certain
preferences and behaviors, when the reality is
actually quite different. Ethnography provides
an insider’s tour of the customer’s world, help-
ing marketers get at what consumers really do

rather than what they say they do. “That
might mean catching a heart-disease patient
scarfing down a meatball sub and a cream
soup while extolling the virtues of healthy eat-
ing,” observes one ethnographer, “or a dia-
betic vigorously salting his sausage and eggs
after explaining how he refuses jelly for his
toast.”

By entering the customer’s world, ethno-
graphers can scrutinize how customers think
and feel as it relates to their products. Here's
another example:

Kelly Pefa, also known as “the kid whisperer,”
was digging through a 12-year-old boy’s
dresser drawer one recent afternoon. Her un-
dercover mission: to unearth what makes him
tick and help the Walt Disney Company re-
assert itself as a cultural force among boys.
Pefia, a Disney researcher, zeroed in on a ratty
rock ‘n’ roll T-shirt. Black Sabbath? “Wearing it
makes me feel like I'm going to an R-rated
movie,” said Dean, the shy redheaded boy un-
der scrutiny. Jackpot! Pena and her team of an-
thropologists have spent 18 months peering
inside the heads of incommunicative boys in

search of just that kind of psychological
nugget.

Disney is relying on Pefa’s insights to create
new entertainment for boys 6 to 14, who ac-
count for $50 billion a year in spending world-
wide. With the exception of “Cars,”
Disney—home to more girl-focused fare such
as the “Princesses” merchandising line; “Han-
nah Montana,” and "Pixie Hollow"”—has been
notably weak on hit entertainment for boys.
Pefa’'s research is sometimes conducted in
groups; sometimes it involves going shopping
with a teenage boy and his mother. Walking
through Dean’s house, Pefia looked for unspo-
ken clues about his likes and dislikes. “What's
on the back shelves that he hasn't quite gotten
rid of will be telling,” she said beforehand.
“What's on his walls? How does he interact
with his siblings?” One big takeaway from the
two-hour visit: Although Dean was trying to
sound grown-up and nonchalant in his an-
swers, he still had a lot of little kid in him. He
had dinosaur sheets and stuffed animals at the
bottom of his bed. “I think he’s trying to push
a lot of boundaries for the first time,” Pefa
said later.

Children can already see the results of Pefia’s
scrutiny on Disney XD, a new cable channel
and Web site. It's no accident, for instance, that
the central character on “Aaron Stone” is a
mediocre basketball player. Pefa told produc-
ers that boys identify with protagonists who try
hard to grow. “Winning isn't nearly as impor-
tant to boys as Hollywood thinks,” she said.

Ethnographic research: To better understand the challenges faced by elderly shoppers, this
Kimberly-Clark executive tries to shop while wearing vision-impairment glasses and bulky
gloves that simulate arthritis.




Ethnographic research often yields the
kinds of intimate details that just don’t emerge
from traditional focus groups and surveys. For
example, focus groups told the Best Western
hotel chain that it's men who decide when to
stop for the night and where to stay. But
videotapes of couples on cross-country jour-
neys showed it was usually the women. And
observation can often uncover problems that
customers don’t even know they have. By
videotaping consumers in the shower, plumb-
ing fixture maker Moen uncovered safety risks
that consumers didn’t recognize—such as the
habit some women have of shaving their legs
while holding on to one unit’s temperature
control. Moen would find it almost impossible
to discover such design flaws simply by asking
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Clark even runs a program that puts executives
from retail chains such as Walgreens, Rite Aid,
and Family Dollar directly into their customers’
shoes—literally. The executives shop in their
own stores with glasses that blur their vision,
unpopped popcorn in their shoes, and bulky
rubber gloves on their hands. It's all part of an
exercise designed to help marketers under-
stand the physical challenges faced by elderly
shoppers, who will represent 20 percent of the
total U.S. population by 2030.

The vision-blurring glasses simulate com-
mon vision ailments such as cataracts, macular
degeneration, and glaucoma. Unpopped pop-
corn in shoes gives a feel for what it's like to
walk with aching joints. And the bulky gloves
simulate the limitations to manual dexterity

brought on by arthritis. Participants come back
from these experiences bursting with ideas for
elderly friendly store changes, such as bigger
typefaces and more eye-friendly colors on
packaging and fliers, new store lighting and
clearer signage, and instant call buttons near
heavy merchandise such as bottled water and
laundry detergent.

Thus, more and more, marketing re-
searchers are getting up close and personal
with consumers—watching them closely as
they act and interact in natural settings or step-
ping in to feel first-hand what they feel.
“Knowing the individual consumer on an inti-
mate basis has become a necessity,” says one
research consultant, “and ethnography is the
intimate connection to the consumer.”

questions.

Experiencing first-hand what customers
experience can also provide powerful insights.
To that end, consumer products giant Kimberly-

Sources: Adapted excerpts and other information from Brooks Barnes, “Disney Expert Uses Science to Draw Boy
Viewers,” New York Times, April 14, 2009, p. A1; Linda Tischler, “Every Move You Make,” Fast Company, April 2004,
pp. 73-75; and Ellen Byron, “Seeing Store Shelves Through Senior Eyes,” Wall Street Journal, September 14, 2009, p. B1.

of “living with customers” helped Kraft’s marketers and others understand how the
company’s brands help customers by providing more convenient products that reduce
the stress of getting meals on the table.

Beyond conducting ethnographic research in physical consumer environments, many
companies now routinely conduct “Webnography” research—observing consumers in a
natural context on the Internet. Observing people as they interact online can provide useful
insights into both online and off-line buying motives and behavior."?

Observational and ethnographic research often yields the kinds of details that just don’t
emerge from traditional research questionnaires or focus groups. Whereas traditional quan-
titative research approaches seek to test known hypotheses and obtain answers to well-
defined product or strategy questions, observational research can generate fresh customer
and market insights. “The beauty of ethnography,” says a research expert, is that it “allows
companies to zero in on their customers” unarticulated desires.” Agrees another researcher,
“Classic market research doesn’t go far enough. It can’t grasp what people can’t imagine or
articulate. Think of the Henry Ford quote: ‘If I had asked people what they wanted, they

would have said faster horses.””*?

Survey research
Gathering primary data by asking people
questions about their knowledge,

attitudes, preferences, and buying
behavior.

Survey Research. Survey research, the most widely used method for primary data col-
lection, is the approach best suited for gathering descriptive information. A company that
wants to know about people’s knowledge, attitudes, preferences, or buying behavior can of-
ten find out by asking them directly.

The major advantage of survey research is its flexibility; it can be used to obtain many
different kinds of information in many different situations. Surveys addressing almost any
marketing question or decision can be conducted by phone or mail, in person, or on the Web.

However, survey research also presents some problems. Sometimes people are unable
to answer survey questions because they cannot remember or have never thought about
what they do and why. People may be unwilling to respond to unknown interviewers or
about things they consider private. Respondents may answer survey questions even when
they do not know the answer just to appear smarter or more informed. Or they may try to
help the interviewer by giving pleasing answers. Finally, busy people may not take the time,
or they might resent the intrusion into their privacy.
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Experimental research

Gathering primary data by selecting
matched groups of subjects, giving them
different treatments, controlling related
factors, and checking for differences in
group responses.

Experimental Research. Whereas observation is best suited for exploratory research and
surveys for descriptive research, experimental research is best suited for gathering causal
information. Experiments involve selecting matched groups of subjects, giving them differ-
ent treatments, controlling unrelated factors, and checking for differences in group re-
sponses. Thus, experimental research tries to explain cause-and-effect relationships.

For example, before adding a new sandwich to its menu, McDonald’s might use exper-
iments to test the effects on sales of two different prices it might charge. It could introduce
the new sandwich at one price in one city and at another price in another city. If the cities
are similar, and if all other marketing efforts for the sandwich are the same, then differences
in sales in the two cities could be related to the price charged.

Contact Methods

Information can be collected by mail, telephone, personal interview, or online. @ Table 4.3
shows the strengths and weaknesses of each contact method.

Mail, Telephone, and Personal Interviewing. Mail questionnaires can be used to collect
large amounts of information at a low cost per respondent. Respondents may give more
honest answers to more personal questions on a mail questionnaire than to an unknown in-
terviewer in person or over the phone. Also, no interviewer is involved to bias respondents’
answers.

However, mail questionnaires are not very flexible; all respondents answer the same
questions in a fixed order. Mail surveys usually take longer to complete, and the response
rate—the number of people returning completed questionnaires—is often very low. Finally,
the researcher often has little control over the mail questionnaire sample. Even with a good
mailing list, it is hard to control whom at a particular address fills out the questionnaire. As
a result of the shortcomings, more and more marketers are now shifting to faster, more flex-
ible, and lower cost e-mail and online surveys.

Telephone interviewing is one of the best methods for gathering information quickly, and
it provides greater flexibility than mail questionnaires. Interviewers can explain difficult
questions and, depending on the answers they receive, skip some questions or probe on oth-
ers. Response rates tend to be higher than with mail questionnaires, and interviewers can
ask to speak to respondents with the desired characteristics or even by name.

However, with telephone interviewing, the cost per respondent is higher than with
mail or online questionnaires. Also, people may not want to discuss personal questions with
an interviewer. The method introduces interviewer bias—the way interviewers talk, how
they ask questions, and other differences that may affect respondents” answers. Finally, in
this age of do-not-call lists and promotion-harassed consumers, potential survey respon-
dents are increasingly hanging up on telephone interviewers rather than talking with them.

Personal interviewing takes two forms: individual interviewing and group interviewing.
Individual interviewing involves talking with people in their homes or offices, on the street, or

@ TABLE | 4.3 Strengths and Weaknesses of Contact Methods

Mail Telephone Personal Online
Flexibility Poor Good Excellent Good
Quantity of data that can be collected Good Fair Excellent Good
Control of interviewer effects Excellent Fair Poor Fair
Control of sample Fair Excellent Good Excellent
Speed of data collection Poor Excellent Good Excellent
Response rate Poor Poor Good Good
Cost Good Fair Poor Excellent

Source: Based on Donald S. Tull and Del I. Hawkins, Marketing Research: Measurement and Method, 7th ed. (New York: Macmillan Publishing Company, 1993). Adapted with

permission of the authors.



Focus group interviewing

Personal interviewing that involves
inviting six to ten people to gather for a
few hours with a trained interviewer to
talk about a product, service, or
organization. The interviewer “focuses”
the group discussion on important issues.

@ New focus group environments: To create a more congenial

setting in which women could open up and share personal ) .
shaving and moisturizing stories, Schick sponsored “Slow Sip” marketer, “market researchers need to shift their focus toward

sessions in local cafes.
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in shopping malls. Such interviewing is flexible. Trained interviewers can guide interviews,
explain difficult questions, and explore issues as the situation requires. They can show subjects
actual products, advertisements, or packages and observe reactions and behavior. However,
individual personal interviews may cost three to four times as much as telephone interviews.

Group interviewing consists of inviting six to ten people to meet with a trained modera-
tor to talk about a product, service, or organization. Participants normally are paid a small
sum for attending. The moderator encourages free and easy discussion, hoping that group
interactions will bring out actual feelings and thoughts. At the same time, the moderator
“focuses” the discussion—hence the name focus group interviewing.

Researchers and marketers watch the focus group discussions from behind one-way
glass and record comments in writing or on video for later study. Today, focus group re-
searchers can even use videoconferencing and Internet technology to connect marketers in
distant locations with live focus group action. Using cameras and two-way sound systems,
marketing executives in a far-off boardroom can look in and listen, using remote controls to
zoom in on faces and pan the focus group at will.

Along with observational research, focus group interviewing has become one of the
major qualitative marketing research tools for gaining fresh insights into consumer thoughts
and feelings. However, focus group studies present some challenges. They usually employ
small samples to keep time and costs down, and it may be hard to generalize from the re-
sults. Moreover, consumers in focus groups are not always open and honest about their real
feelings, behavior, and intentions in front of other people.

Thus, although focus groups are still widely used, many researchers are tinkering with
focus group design. For example, some companies prefer “immersion groups”’—small
groups of consumers who interact directly and informally with product designers without
a focus group moderator present. Still other researchers are changing the environments in
which they conduct focus groups. To help consumers relax and to elicit more authentic re-
sponses, they use settings that are more comfortable and more rele-
vant to the products being researched. For example, to get a better
understanding of how women shave their legs, ® Schick Canada
and ad agency F.E.M. created “Slow Sip” sessions designed to be like
a simple get-together with girlfriends.

In these Slow Sip sessions, participants gathered together at a
local café to sip coffee or tea and munch on snacks. The struc-
ture was loose, and the congenial setting helped the women
open up and share personal shaving and moisturizing stories
on a subject that might have been sensitive in a more formal
setting. The Slow Sip sessions produced a number of new cus-
tomer insights. For example, researchers discovered that the
message for their Schick Quattro for Women razor—that
Quattro has four-blade technology—was too technical.
Women don’t care about the engineering behind a razor; they
care about shaving results. So Schick Canada repositioned the
Quattro as offering a smooth, long-lasting shave. As a side
benefit, participants enjoyed the sessions so much that they
wanted to stick around for more. They became a kind of ongo-
ing advisory board for Schick’s marketers and “brand ambas-
sadors” for Schick’s products.'*

Thus, in recent years, many companies have been moving
away from traditional, more formal and numbers-oriented research
approaches and contact methods. Instead, they are employing more
new ways of listening to consumers that don’t involve traditional
questionnaire formats. “Long known for crunching numbers and
being statistical gatekeepers of the marketing industry,” says one

listening and developing ideas better on the front end and away
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Online marketing research
Collecting primary data online through
Internet surveys, online focus groups,
Web-based experiments, or tracking
consumers’ online behavior.

12

from ‘feeding the metrics monster.
rics, “researchers need to employ softer skills.

Beyond conducting surveys and tracking brand met-
715

Online Marketing Research. The growth of the Internet has had a dramatic impact on
the conduct of marketing research. Increasingly, researchers are collecting primary data
through online marketing research: Internet surveys, online panels, experiments, and
online focus groups. By one estimate, U.S. online research spending reached an estimated
$4.45 billion last year and is growing at 15-20 percent per year.16

Online research can take many forms. A company can use the Web as a survey
medium: It can include a questionnaire on its Web site and offer incentives for completing
it. It can use e-mail, Web links, or Web pop-ups to invite people to answer questions. It can
create online panels that provide regular feedback or conduct live discussions or online fo-
cus groups.

Beyond surveys, researchers can conduct experiments on the Web. They can experi-
ment with different prices, headlines, or product features on different Web sites or at differ-
ent times to learn the relative effectiveness of their offers. Or they can set up virtual
shopping environments and use them to test new products and marketing programs. Fi-
nally, a company can learn about the behavior of online customers by following their click
streams as they visit the Web site and move to other sites.

The Internet is especially well suited to quantitative research—conducting marketing
surveys and collecting data. Close to three-quarters of all Americans now have access to the
Web, making it a fertile channel for reaching a broad cross section of consumers. As response
rates for traditional survey approaches decline and costs increase, the Web is quickly replac-
ing mail and the telephone as the dominant data collection methodology. Online research
now accounts for about 50 percent of all survey research done in the United States."”

Web-based survey research offers some real advantages over traditional phone, mail,
and personal interviewing approaches. The most obvious advantages are speed and low
costs. By going online, researchers can quickly and easily distribute Internet surveys to
thousands of respondents simultaneously via e-mail or by posting them on selected Web
sites. Responses can be almost instantaneous, and because respondents themselves enter the
information, researchers can tabulate, review, and share research data as they arrive.

Online research usually costs much less than research conducted through mail, phone,
or personal interviews. Using the Internet eliminates most of the postage, phone, inter-
viewer, and data-handling costs associated with the other approaches. As a result, Internet
surveys typically cost 15-20 percent less than mail surveys and 30 percent less than phone

surveys. Moreover, sample size has little impact on costs.
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Online focus groups

Gathering a small group of people online
with a trained moderator to chat about a
product, service, or organization and gain
qualitative insights about consumer
attitudes and behavior.

- Hanging with sdidas.

Acticn Apparel Prototypes

Chapter 4 | Managing Marketing Information to Gain Customer Insights 113

working mothers and other people who lead busy lives. Such people are well represented
online, and they can respond in their own space and at their own convenience.

Just as marketing researchers have rushed to use the Internet for quantitative surveys
and data collection, they are now also adopting qualitative Web-based research approaches,
such as online depth interviews, focus groups, blogs, and social networks. The Internet can
provide a fast, low-cost way to gain qualitative customer insights.

A primary qualitative Web-based research approach is online focus groups. Such
focus groups offer many advantages over traditional focus groups. Participants can log in
from anywhere; all they need is a laptop and a Web connection. Thus, the Internet works
well for bringing together people from different parts of the country or world, especially
those in higher-income groups who can’t spare the time to travel to a central site. Also, re-
searchers can conduct and monitor online focus groups from just about anywhere, eliminat-
ing travel, lodging, and facility costs. Finally, although online focus groups require some
advance scheduling, results are almost immediate.

Online focus groups can take any of several formats. Most occur in real time, in the form
of online chat room discussions in which participants and a moderator sit around a virtual
table exchanging comments. Alternatively, researchers might set up an online message
board on which respondents interact over the course of several days or a few weeks. Partic-
ipants log in daily and comment on focus group topics.

Although low in cost and easy to administer, online focus groups can lack the real-world
dynamics of more personal approaches. To overcome these shortcomings, some researchers
are now adding real-time audio and video to their online focus groups. For example, online
research firm Channel M2 “puts the human touch back into online research” by assembling
focus group participants in people-friendly “virtual interview rooms.”®
Participants are recruited using traditional methods and then sent a Web camera so that
both their verbal and nonverbal reactions can be recorded. Participants receive instruc-
tions via e-mail, including a link to the Channel M2 online interviewing room and a toll-
free teleconference number to call. At the appointed time, when they click on the link
and phone in, participants sign on and see the Channel M2 interview room, complete
with live video of the other participants, text chat, screen or slide sharing, and a white-
board. Once the focus group is underway, questions and answers occur in “real time”
in a remarkably lively setting. Participants comment spontaneously—verbally, via text
messaging, or both. Researchers can “sit in” on the focus group from anywhere, seeing
and hearing every respondent. Or they can review a recorded version at a later date.

Although the use of online marketing research is growing rapidly, both quantitative and
qualitative Web-based research does have some drawbacks. One major problem is controlling
who’s in the online sample. Without seeing respondents, it’s difficult to know who they really
are. To overcome such sample and context
problems, many online research firms use opt-
in communities and respondent panels. For ex-
ample, Zoomerang offers an online consumer
and business panel profiled on more than
500 attributes."” Alternatively, many compa-
nies are now developing their own custom so-
cial networks and using them to gain customer
inputs and insights. @ Consider adidas:*

When adidas developed a Facebook fan
page, it quickly attracted 2 million users.
Ditto for its pages on Twitter and
YouTube. But monitoring and analyzing
postings by two million members in pub-

(@ Online customer social networks—such as Adidas Insiders—can help companies

lic online communities isn’t realistic, so

gain customer inputs and insights. Adidas Insiders are surprisingly willing—and even the sporting goods giant created its own

anxious—to be involved.

private online community called adidas
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Sample

A segment of the population selected for
marketing research to represent the
population as a whole.

Insiders, inviting only the most active users on its public pages to join. Through online
conversations with and among adidas Insiders, company marketers can quickly gather
real-time consumer feedback about brand perceptions, product ideas, and marketing
campaigns. Adidas Insiders are surprisingly willing—and even anxious—to be in-
volved. “It’s a great help to [us] spending time with consumers that love the brand as
much as we do,” says adidas’s director of digital media.

Testing strategies and concepts with the Insiders group provides fast and action-
able customer insights for adidas’s product marketing teams. “We’re able to play with
colors and materials and get instant feedback from these fans, which allows us to be
more efficient in development and go-to-market planning,” says the adidas marketing
executive. “We’ve even asked about things like voiceovers for videos and received sur-
prising feedback that’s caused us to alter creative.”

Thus, in recent years, the Internet has become an important new tool for conducting re-
search and developing customer insights. But today’s marketing researchers are going even
further on the Web—well beyond structured online surveys, focus groups, and Web com-
munities. Increasingly, they are listening to and watching consumers by actively mining the
rich veins of unsolicited, unstructured, “bottom up” customer information already coursing
around the Web. This might be as simple as scanning customer reviews and comments on
the company’s brand site or shopping sites such as Amazon.com or BestBuy.com. Or it
might mean using sophisticated Web-analysis tools to deeply analyze mountains of con-
sumer comments and messages found in blogs or on social networking sites, such as Face-
book or Twitter. Listening to and watching consumers online can provide valuable insights
into what consumers are saying or feeling about brands. As one information expert puts it,
“The Web knows what you want.”*! (See Real Marketing 4.2.)

Perhaps the most explosive issue facing online researchers concerns consumer pri-
vacy. Some critics fear that unethical researchers will use the e-mail addresses and confi-
dential responses gathered through surveys to sell products after the research is
completed. They are concerned about the use of technologies that collect personal infor-
mation online without the respondents” consent. Failure to address such privacy issues
could result in angry, less-cooperative consumers and increased government intervention.
Despite these concerns, most industry insiders predict continued healthy growth for on-
line marketing research.?

Sampling Plan

Marketing researchers usually draw conclusions about large groups of consumers by study-
ing a small sample of the total consumer population. A sample is a segment of the popula-
tion selected for marketing research to represent the population as a whole. Ideally, the
sample should be representative so that the researcher can make accurate estimates of the
thoughts and behaviors of the larger population.

Designing the sample requires three decisions. First, who is to be studied (what
sampling unit)? The answer to this question is not always obvious. For example, to learn
about the decision-making process for a family automobile purchase, should the subject
be the husband, the wife, other family members, dealership salespeople, or all of these?
Second, how many people should be included (what sample size)? Large samples give
more reliable results than small samples. However, larger samples usually cost more,
and it is not necessary to sample the entire target market or even a large portion to get
reliable results.

Finally, how should the people in the sample be chosen (what sampling procedure)?
@ Table 4.4 describes different kinds of samples. Using probability samples, each population
member has a known chance of being included in the sample, and researchers can calculate
confidence limits for sampling error. But when probability sampling costs too much or takes
too much time, marketing researchers often take nonprobability samples, even though their
sampling error cannot be measured. These varied ways of drawing samples have different
costs and time limitations as well as different accuracy and statistical properties. Which
method is best depends on the needs of the research project.
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Real Marketing 4.7

Listening Online:

The Web Knows What You Want

“Are your ears burning?” asks an online
marketing analyst. “Someone’s surely talk-
ing about you [on the Web], and it might be
worth your while to listen in.” Thanks to the
burgeoning world of blogs, social networks,
and other Internet forums, marketers now
have near-real-time access to a flood of on-
line consumer information. It's all there for
the digging—praise, criticism, recommenda-
tions, actions—revealed in what consumers
are saying and doing as they ply the Inter-
net. Forward-looking marketers are now
mining valuable customer insights from this
rich new vein of unprompted, “bottom-up”
information.

Whereas traditional marketing research
provides insights into the “logical, representa-
tive, structured aspect of our consumers,” says
Kristin Bush, senior manager of consumer and
market knowledge at P&G, online listening
“provides much more of the intensity, much
more of the . . . context and the passion, and
more of the spontaneity that consumers are
truly giving you [when they offer up their opin-
ions] unsolicited.”

Listening online might involve something
as simple as scanning customer reviews on the
company’s brand site or on popular shopping
sites such as Amazon.com or Best Buy.com.
Such reviews are plentiful, address specific
products, and provide unvarnished customer
reactions. Amazon.com alone features de-
tailed customer reviews on everything it sells,
and its customers rely heavily on these reviews
when making purchases. If customers in the
market for a company’s brands are reading
and reacting to such reviews, so should the
company’s marketers.

Many companies are now adding cus-
tomer review sections to their own brand Web
sites. “Sure, it's scary to let consumers say
what they will about your products on your
home turf,” says an analyst. “But both the
positive and negative feedback provides hints
to what you're doing well and where improve-
ment is needed.” Negative reviews can pro-
vide early warning of product issues or
consumer misunderstandings that need to be
quickly addressed.

At a deeper level, marketers now employ
sophisticated Web-analysis tools to listen in on
and mine nuggets from the churning mass of
consumer comments and conversations in
blogs, in news articles, in online forums, and
on social networking sites such as Facebook or
Twitter. But beyond monitoring what cus-
tomers are saying about them online, compa-
nies are also watching what customers are
doing online. Marketers scrutinize consumer
Web-browsing behavior in precise detail and
use the resulting insights to personalize shop-
ping experiences. Consider this example:

A shopper at the retail site FigLeaves.com
takes a close look at a silky pair of women'’s
slippers. Next, a recommendation appears for
a man’s bathrobe. This could seem terribly
wrong—unless, of course, it turns out to be
precisely what she wanted. Why the

bathrobe? Analysis of FiglLeaves.com site be-
havior data—from mouse clicks to search
queries—shows that certain types of female
shoppers at certain times of the week are likely

to be shopping for men. What a given cus-
tomer sees at the site might also depend on
other behaviors. For example, shoppers who
seem pressed for time (say, shopping from
work and clicking rapidly from screen to
screen) might see more simplified pages with a
direct path to the shopping cart and checkout.
Alternatively, more leisurely shoppers (say,
those shopping from home or on weekends
and browsing product reviews) might receive
pages with more features, video clips, and
comparison information. The goal of such
analysis is to teach Web sites “something close
to the savvy of a flesh-and-blood sales clerk,”
says a Web-analytics expert. “In the first five
minutes in a store, the sales guy is observing a
customer’s body language and tone of voice.
We have to teach machines to pick up on
those same insights from movements online.”

More broadly, information about what
consumers do while trolling the vast expanse
of the Internet—what searches they make, the
sites they visit, what they buy—is pure gold to
marketers. And today’s marketers are busy
mining that gold.

On the Internet today, everybody knows who
you are. In fact, legions of Internet companies
also know your gender, your age, the neigh-
borhood you live in, that you like pickup
trucks, and that you spent, say, three hours
and 43 seconds on a Web site for pet lovers on

Online listening, behavioral targeting, social targeting—wherever you go on the Internet,
marketers are looking over your shoulder to mine consumer insights. Is it smart marketing

or just “a little bit creepy”?

Continued on next page
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a rainy day in January. All that data streams
through myriad computer networks, where it's
sorted, cataloged, analyzed, and then used to
deliver ads aimed squarely at you, potentially
anywhere you travel on the Web. It's called
behavioral targeting—tracking consumers’ on-
line behavior and using it to target ads to
them. So, for example, if you place a cell
phone in your Amazon.com shopping cart but
don’t buy it, you might expect to see some ads
for that very type of phone the next time you
visit your favorite ESPN site to catch up on the
latest sports scores.

That's amazing enough, but the newest
wave of Web analytics and targeting take online
eavesdropping even further—from behavioral
targeting to social targeting. Whereas behav-
ioral targeting tracks consumer movements
across Web sites, social targeting also mines in-
dividual online social connections.

“It's getting back to the old adage that birds of
a feather flock together,” says a social target-
ing expert. Research shows that consumers
shop a lot like their friends and are five times
more likely to respond to ads from brands
friends use. So identifying and targeting
friends of current prospects makes sense. So-
cial targeting links customer data to social in-
teraction data from social networking sites. In
effect, it matches a prospect with his or her
closest connections and targets them as well.

This can stretch a marketing campaign that
would have reached one million prospects into
one that reaches eight million or ten million
prospects, most of them new.

Online listening. Behavioral targeting. So-
cial targeting. All of these are great for mar-
keters as they work to mine customer insights
from the massive amounts of consumer infor-
mation swirling around the Web. The biggest
question? You've probably already guessed it.
As marketers get more adept at trolling blogs,
social networks, and other Web domains,
what happens to consumer privacy? Yup,
that's the downside. At what point does so-
phisticated Web research cross the line into
consumer stalking? Proponents claim that be-
havioral and social targeting benefit more than
abuse consumers by feeding back ads and
products that are more relevant to their inter-
ests. But to many consumers and public advo-

cates, following consumers online and stalking
them with ads feels more than just a little
creepy. Behavioral targeting, for example, has
already been the subject of congressional and
regulatory hearings.

Despite such concerns, however, online
listening will continue to grow. And, with ap-
propriate safeguards, it promises benefits for
both companies and customers. Tapping into
online conversations and behavior lets compa-
nies “get the unprompted voice of the con-
sumer, the real sentiments, the real values, and
the real points of view that they have of our
products and services,” says P&G’s Bush.
“Companies that figure out how to listen and
respond . . . in a meaningful, valuable way are
going to win in the marketplace.” After all,
knowing what customers really want is an es-
sential first step in creating customer value.
And, as one online information expert puts it,
"The Web knows what you want.”

Sources: Adapted excerpts, quotes, and other information from Stephen Baker, “The Web Knows What You
Want,” BusinessWeek, July 27, 2009, p. 48; Brian Morrissey, “Connect the Thoughts,” Adweek, June 29, 2009,
pp. 10-11; Paul Sloan, “The Quest for the Perfect Online Ad,” Business 2.0, March 2007, p. 88; Abbey Klaassen,
“Forget Twitter; Your Best Marketing Tool Is the Humble Product Review,” Advertising Age, June 29, 2009, pp. 1,
17; David Wiesenfeld, Kristin Bush, and Ronjan Sikdar, “Listen Up: Online Yields New Research Pathway,” Nielsen
Consumer Insights, August 2009, http://en-us.nielsen.com/; and Elizabeth A. Sullivan, “10 Minutes with Kristin

Bush,” Marketing News, September 30, 2009, pp. 26-28.

@® TABLE | 4.4 Types of Samples

Probability Sample

Simple random sample

Stratified random sample

drawn from each group.

Cluster (area) sample

sample of the groups to interview.

Nonprobability Sample

Every member of the population has a known and equal chance of selection.
The population is divided into mutually exclusive groups (such as age groups), and random samples are

The population is divided into mutually exclusive groups (such as blocks), and the researcher draws a

Convenience sample

Judgment sample

accurate information.

Quota sample

The researcher selects the easiest population members from which to obtain information.

The researcher uses his or her judgment to select population members who are good prospects for

The researcher finds and interviews a prescribed number of people in each of several categories.
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Research Instruments

In collecting primary data, marketing researchers have a choice of two main research instru-
ments: the questionnaire and mechanical devices.

Questionnaires. The questionnaire is by far the most common instrument, whether ad-
ministered in person, by phone, by e-mail, or online. Questionnaires are very flexible—
there are many ways to ask questions. Closed-end questions include all the possible
answers, and subjects make choices among them. Examples include multiple-choice ques-
tions and scale questions. Open-end questions allow respondents to answer in their own
words. In a survey of airline users, Southwest Airlines might simply ask, “What is your
opinion of Southwest Airlines?” Or it might ask people to complete a sentence: “When I
choose an airline, the most important consideration is. . . .” These and other kinds of open-
end questions often reveal more than closed-end questions because they do not limit re-
spondents’ answers.

Open-end questions are especially useful in exploratory research, when the researcher
is trying to find out what people think but is not measuring how many people think in a cer-
tain way. Closed-end questions, on the other hand, provide answers that are easier to inter-
pret and tabulate.

Researchers should also use care in the wording and ordering of questions. They should
use simple, direct, and unbiased wording. Questions should be arranged in a logical order.
The first question should create interest if possible, and difficult or personal questions
should be asked last so that respondents do not become defensive.

Mechanical Instruments. Although questionnaires are the most
common research instrument, researchers also use mechanical in-
struments to monitor consumer behavior. Nielsen Media Research
attaches people meters to television sets, cable boxes, and satellite
systems in selected homes to record who watches which programs.
Retailers use checkout scanners to record shoppers’ purchases.

Other mechanical devices measure subjects” physical responses.
@ For example, consider Disney Media Networks’ new consumer re-
search lab in Austin, Texas:?®

A technician in a black lab coat gazed at the short, middle-aged
man seated inside Disney’s secretive new research facility, his
face shrouded with eye-tracking goggles. “Read ESPN.com on
that BlackBerry,” she told him soothingly, like a nurse about to
draw blood. “And have fun,” she added, leaving the room. In
reality, the man’s appetite for sports news was not of interest.
(The site was a fake version anyway.) Rather, the technician and
her fellow researchers from Disney Media Networks—which
includes ABC, ESPN, and other networks—were eager to know
how the man responded to ads of varying size. How small
could the banners become and still draw his attention? A
squadron of Disney executives scrutinized the data as it flowed
in real time onto television monitors in an adjacent room. “He’s
not even looking at the banner now,” said one researcher. The
man clicked to another page. “There we go, that one’s drawing
his attention.” The tools are advanced: In addition to tracking
eye movement, the research team uses heart-rate monitors, skin
temperature readings, and facial expressions (probes are at-
tached to facial muscles) to gauge reactions. The goal: to learn

what works and what does not in the high-stakes game of new

@ Mechanical instruments: To find out what ads work and media advertising.
why, Disney researchers have developed an array of devices ] ) ) )
to track eye movement, monitor heart rates, and measure Still other researchers are applying “neuromarketing,” measuring

other physical responses.

brain activity to learn how consumers feel and respond. Marketing
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scientists using MRI scans and EEG devices have learned that tracking brain electrical activ-
ity and blood flow can provide companies with insights into what turns consumers on and off
regarding their brands and marketing. “Companies have always aimed for the customers
heart, but the head may make a better target,” suggests one neuromarketer. “Neuromarketing
is reaching consumers where the action is: the brain.”*

Companies ranging from Hyundai and PepsiCo to Google and Microsoft now hire neu-
romarketing research companies such as NeuroFocus and EmSense to help figure out what
people are really thinking.?

Thirty men and women are studying a sporty silver test model of a next-generation
Hyundai. The 15 men and 15 women are asked to stare at specific parts of the vehicle,
including the bumper, the windshield, and the tires. Electrode-studded caps on their
heads capture the electrical activity in their brains as they view the car for an hour. That
brain-wave information is recorded in a hard drive each person wears on a belt.
Hyundai believes that their brain activity will show preferences that could lead to pur-
chasing decisions. “We want to know what consumers think about a car before we start
manufacturing thousands of them,” says Hyundai America’s manager of brand strat-
egy. He expects the carmaker will tweak the exterior based on the EEG reports, which
track activity in all parts of the brain.

Similarly, PepsiCo’s Frito-Lay unit uses neuromarketing to test commercials, product
designs, and packaging. Recent EEG tests showed that, compared with shiny packages
showing pictures of potato chips, matte beige bags showing potatoes and other healthy in-
gredients trigger less activity in an area of the brain associated with feelings of guilt. Need-
less to say, Frito-Lay quickly switched away from the shiny packaging. And eBay’s PayPal
began pitching its online payment service as “fast” after brain-wave research showed that
speed turns consumers on more than security and safety, earlier themes used in eBay ad
campaigns.

Although neuromarketing techniques can measure consumer involvement and emo-
tional responses second by second, such brain responses can be difficult to interpret. Thus,
neuromarketing is usually used in combination with other research approaches to gain a
more complete picture of what goes on inside consumers’ heads.

Implementing the Research Plan

The researcher next puts the marketing research plan into action. This involves collecting,
processing, and analyzing the information. Data collection can be carried out by the com-
pany’s marketing research staff or outside firms. Researchers should watch closely to make
sure that the plan is implemented correctly. They must guard against problems with inter-
acting with respondents, with the quality of participants’” response, and with interviewers
who make mistakes or take shortcuts.

Researchers must also process and analyze the collected data to isolate important infor-
mation and insight. They need to check data for accuracy and completeness and code it for
analysis. The researchers then tabulate the results and compute statistical measures.

Interpreting and Reporting the Findings

The market researcher must now interpret the findings, draw conclusions, and report them
to management. The researcher should not try to overwhelm managers with numbers and
fancy statistical techniques. Rather, the researcher should present important findings and in-
sights that are useful in the major decisions faced by management.

However, interpretation should not be left only to researchers. They are often experts
in research design and statistics, but the marketing manager knows more about the prob-
lem and the decisions that must be made. The best research means little if the manager
blindly accepts faulty interpretations from the researcher. Similarly, managers may be
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biased; they might tend to accept research results that show what they expected and reject
those that they did not expect or hope for. In many cases, findings can be interpreted in dif-
ferent ways, and discussions between researchers and managers will help point to the best
interpretations. Thus, managers and researchers must work together closely when inter-
preting research results, and both must share responsibility for the research process and re-
sulting decisions.

Analyzing and Using Marketing
Information p 119-121)

Information gathered in internal databases and through competitive marketing intelligence
and marketing research usually requires additional analysis. Managers may need help ap-
plying the information to gain customer and market insights that will improve their mar-
keting decisions. This help may include advanced statistical analysis to learn more about the
relationships within a set of data. Information analysis might also involve the application of
analytical models that will help marketers make better decisions.

Once the information has been processed and analyzed, it must be made available to
the right decision makers at the right time. In the following sections, we look deeper into an-
alyzing and using marketing information.

Customer Relationship Management

The question of how best to analyze and use individual customer data presents special prob-
lems. Most companies are awash in information about their customers. In fact, smart com-
panies capture information at every possible customer touch point. These touch points
include customer purchases, sales force contacts, service and support calls, Web site visits,
satisfaction surveys, credit and payment interactions, market research studies—every con-
tact between a customer and a company.

Unfortunately, this information is usually scattered widely across the organization. It is
buried deep in the separate databases and records of different company departments. To
overcome such problems, many companies are now turning to customer relationship
management (CRM) to manage detailed information about individual customers and
carefully manage customer touch points to maximize customer loyalty.

CRM first burst onto the scene in the early 2000s. Many companies rushed in, implement-
ing overly ambitious CRM programs that produced disappointing results and many failures.
More recently, however, companies are moving ahead more cautiously and implementing
CRM systems that really work. Last year, companies worldwide spent $7.8 billion on CRM
systems from companies such as Oracle, Microsoft, Salesforce.com, and SAS, up 14.2 percent
from the previous year. By 2012, they will spend an estimated $13.3 billion on CRM systems.*®

CRM consists of sophisticated software and analytical tools that integrate customer infor-
mation from all sources, analyze it in depth, and apply the results to build stronger customer
relationships. CRM integrates everything that a company’s sales, service, and marketing teams
know about individual customers, providing a 360-degree view of the customer relationship.

CRM analysts develop data warehouses and use sophisticated data mining techniques to
unearth the riches hidden in customer data. A data warehouse is a company-wide electronic
database of finely detailed customer information that needs to be sifted through for gems.
The purpose of a data warehouse is not only to gather information but also pull it together
into a central, accessible location. Then, once the data warehouse brings the data together,
the company uses high-powered data mining techniques to sift through the mounds of data
and dig out interesting findings about customers.

These findings often lead to marketing opportunities. For example, Walmart’s huge
database provides deep insights for marketing decisions. A few years ago, as Hurricane
Ivan roared toward the Florida coast, reports one observer, the giant retailer “knew exactly
what to rush onto the shelves of stores in the hurricane’s path—strawberry Pop Tarts. By
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mining years of sales data from just prior to other hurricanes, [Wal-
mart] figured out that shoppers would stock up on Pop Tarts—
which don’t require refrigeration or cooking.”*

@ Grocery chain Kroger works with the data mining firm

tailer Tesco, to dig deeply into data obtained from customer loyalty
cards. It uses the customer insights gained for everything from tar-

=3
y geting coupons to locating and stocking its stores:*

Lisa Williams has never liked sorting through coupons, and she
no longer has to at Kroger grocery stores. Every few weeks, a
personalized assortment of coupons arrives from Kroger in
Williams’ Elizabethtown, Kentucky, mailbox for items she usu-
ally loads into her cart: Capri Sun drinks for her two children,
Reynolds Wrap foil, Hellmann’s mayonnaise. While Kroger is
building loyalty—with 95 percent of a recent mailing tailored
to specific households—Williams is saving money without
searching through dozens of pages of coupons. Although the
recent recession revived penny-pinching, Americans are still
redeeming only 1 percent to 3 percent of paper coupons. In
contrast, Kroger says as many as half the coupons it sends to
regular customers do get used.

Kroger digs deep into the reams of information from its
more than 55 million shopper cards and uses the resulting in-

@ Grocery chain Kroger works with data mining firm sights, augmented with customer interviews, to guide strate-

Dunnhumby to dig deeply into data obtained from customer
loyalty cards. It uses the customer insights gained for

gies for tailored promotions, pricing, placement, and even

everything from targeting coupons to locating and stocking stocking variations from store to store. Such personalization

its stores.

creates more value for customers and makes them feel more

appreciated. In turn, Kroger’s ability to turn data into insights
builds customer loyalty and drives profitable sales. Says Kroger’s CEO, “This level of
personalization is a direct link to our customers that no other U.S. grocery retailer can
[match].”

By using CRM to understand customers better, companies can provide higher levels of
customer service and develop deeper customer relationships. They can use CRM to pin-
point high-value customers, target them more effectively, cross-sell the company’s products,
and create offers tailored to specific customer requirements.

CRM benefits don’t come without costs or risk, either in collecting the original cus-
tomer data or in maintaining and mining it. The most common CRM mistake is to view
CRM as a technology and software solution only. Yet technology alone cannot build prof-
itable customer relationships. Companies can improve customer relationships by simply in-
stalling some new software. Instead, CRM is just one part of an effective overall customer
relationship management strategy. “There’s lots of talk about CRM and these days it usually
has to do with a software solution,” says one analyst. But marketers should start by adher-
ing to “some basic tenets of actual customer relationship management—and then empower
them with high-tech solutions.”” They should focus first on the R; it’s the relationship that
CRM is all about.

Distributing and Using Marketing Information

Marketing information has no value until it is used to gain customer insights and make bet-
ter marketing decisions. Thus, the marketing information system must make the informa-
tion readily available to managers and others who need it. In some cases, this means
providing managers with regular performance reports, intelligence updates, and reports on
the results of research studies.

But marketing managers may also need nonroutine information for special situations
and on-the-spot decisions. For example, a sales manager having trouble with a large cus-
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tomer may want a summary of the account’s sales and profitability over the past year. Or a
retail store manager who has run out of a best-selling product may want to know the current
inventory levels in the chain’s other stores. These days, therefore, information distribution
involves entering information into databases and making it available in a timely, user-
friendly way.
Many firms use a company intranet and internal CRM systems to facilitate this process.
The internal information systems provide ready access to research information, customer
contact information, reports, shared work documents, contact information for employees
and other stakeholders, and more. For example, the CRM system at phone and online gift re-
tailer 1-800-Flowers gives customer-facing employees real-time access to customer informa-
tion. When a repeat customer calls, the system immediately calls up data on previous
transactions and other contacts, helping reps make

videos, and comments.

Who’s talking about your brand?

Social media makes it easier than ever for people to share. To have conversations and express
their opinions, needs, ideas, complaints. And they’re doing it with millions of blogs, tweets,

But as a business, how do you pinpoint all the conversations happening about your brand?
Radian€ gives you a complete platform to listen, share, learn, and engage - both inside your
company, and with your customers across the entire social web.

Your brand is defined by the sum of all conversations.
Listen and join the dialogue with Radiang.

the customer’s experience easier and more rele-
vant. For instance, “if a customer usually buys
tulips for his wife, we [talk about] our newest and
best tulip selections,” says the company’s vice
president of customer knowledge management.
“No one else in the business is able to connect cus-

tomer information with real-time transaction data
7730

: 6
radian the way we can.
In addition, companies are increasingly al-
lowing key customers and value-network mem-
bers to access account, product, and other data on
demand through extranets. Suppliers, customers,
resellers, and select other network members may
access a company’s extranet to update their ac-
‘ counts, arrange purchases, and check orders
against inventories to improve customer service.

@ For example, Penske Truck Leasing’s extranet
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(@ Extranets: Penske Truck Leasing’s extranet site, MyFleetAtPenske.com, lets
Penske customers access all of the data about their fleets in one spot and
provides tools to help fleet managers manage their Penske accounts and

maximize efficiency.

Author | We finish this chapter by
Comment | examining three special
marketing information topics.

site, MyFleetAtPenske.com, lets Penske custo-
mers access all the data about their fleets in one
spot and provides an array of tools and applica-
tions designed to help fleet managers manage
their Penske accounts and maximize efficiency.”'

Thanks to modern technology, today’s marketing managers can gain direct access to the
information system at any time and from virtually any location. They can tap into the sys-
tem while working at a home office, from a hotel room, or from the local Starbucks through
a wireless network—anyplace where they can turn on a laptop or BlackBerry. Such systems
allow managers to get the information they need directly and quickly and tailor it to their
own needs.

Other Marketing Information
Considerations (p121-126)

This section discusses marketing information in two special contexts: marketing research in
small businesses and nonprofit organizations and international marketing research. Finally,
we look at public policy and ethics issues in marketing research.

Marketing Research in Small Businesses
and Nonprofit Organizations

Just like larger firms, small organizations need market information and the customer and
market insights that it can provide. Managers of small businesses and nonprofit organiza-
tions often think that marketing research can be done only by experts in large companies
with big research budgets. True, large-scale research studies are beyond the budgets of most
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small businesses. However, many of the mar-
keting research techniques discussed in this
chapter also can be used by smaller organiza-
tions in a less formal manner and at little or no
expense. @ Consider how one small-business
owner conducted market research on a shoe-
string before even opening his doors:*

) After a string of bad experiences with his
TR ] local dry cleaner, Robert Byerley decided
' . to open his own dry-cleaning business.
But before jumping in, he conducted
plenty of market research. He needed a
key customer insight: How would he
make his business stand out from the
others? To start, Byerley spent an entire
week in the library and online, research-
ing the dry-cleaning industry. To get in-
put from potential customers, using a
marketing firm, Byerley held focus
groups on the store’s name, look, and
brochure. He also took clothes to the 15 best competing cleaners in town and had focus
group members critique their work. Based on his research, he made a list of features for
his new business. First on his list: quality. His business would stand behind everything
it did. Not on the list: cheap prices. Creating the perfect dry-cleaning establishment
simply didn’t fit with a discount operation.

With his research complete, Byerley opened Bibbentuckers, a high-end dry cleaner
positioned on high-quality service and convenience. It featured a banklike drive-through
area with curbside delivery. A computerized bar code system read customer cleaning
preferences and tracked clothes all the way through the cleaning process. Byerley added
other differentiators, such as decorative awnings, TV screens, and refreshments (even
“candy for the kids and a doggy treat for your best friend”). “I wanted a place . . . that
paired five-star service and quality with an establishment that didn’t look like a dry
cleaner,” he says. The market research yielded results. Today, Bibbentuckers is a thriving
six-store operation.

IR S

@ Before opening Bibbentuckers dry cleaner, owner Robert Byerley conducted
research to gain insights into what customers wanted. First on the list: quality.

“Too [few] small-business owners have a . . . marketing mind-set,” says a small-business
consultant. “You have to think like Procter & Gamble. What would they do before launch-
ing a new product? They would find out who their customer is and who their competi-
tion is.”*

Thus, small businesses and not-for-profit organizations can obtain good marketing in-
sights through observation or informal surveys using small convenience samples. Also,
many associations, local media, and government agencies provide special help to small or-
ganizations. For example, the U.S. Small Business Administration offers dozens of free
publications and a Web site (www.sba.gov) that give advice on topics ranging from start-
ing, financing, and expanding a small business to ordering business cards. Other excellent
Web resources for small businesses include the U.S. Census Bureau (www.census.gov) and
the Bureau of Economic Analysis (www.bea.gov). Finally, small businesses can collect a
considerable amount of information at very little cost online. They can scour competitor
and customer Web sites and use Internet search engines to research specific companies and
issues.

In summary, secondary data collection, observation, surveys, and experiments can all
be used effectively by small organizations with small budgets. However, although these in-
formal research methods are less complex and less costly, they still must be conducted with
care. Managers must think carefully about the objectives of the research, formulate ques-
tions in advance, recognize the biases introduced by smaller samples and less skilled re-
searchers, and conduct the research systematically.**


www.sba.gov
www.census.gov
www.bea.gov
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International Marketing Research

International marketing research has grown tremendously over the past decade. Interna-
tional researchers follow the same steps as domestic researchers, from defining the research
problem and developing a research plan to interpreting and reporting the results. However,
these researchers often face more and different problems. Whereas domestic researchers
deal with fairly homogeneous markets within a single country, international researchers
deal with diverse markets in many different countries. These markets often vary greatly in
their levels of economic development, cultures and customs, and buying patterns.

In many foreign markets, the interna-
tional researcher may have a difficult time
finding good secondary data. Whereas U.S.
marketing researchers can obtain reliable sec-
ondary data from dozens of domestic research
services, many countries have almost no re-
search services at all. Some of the largest inter-
national research services do operate in many
countries. @ For example, The Nielsen Com-
pany (the world’s largest marketing research
company) has offices in more than 100 coun-
tries, from Schaumburg, Illinois, to Hong
Kong to Nicosia, Cyprus.35 However, most re-
search firms operate in only a relative handful
of countries only. Thus, even when secondary
information is available, it usually must be
obtained from many different sources on a
country-by-country basis, making the infor-
mation difficult to combine or compare.

Because of the scarcity of good secondary
data, international researchers often must col-
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lect their own primary data. For example, they
may find it difficult simply to develop good
samples. U.S. researchers can use current tele-
phone directories, e-mail lists, census tract data,
and any of several sources of socioeconomic
data to construct samples. However, such infor-
mation is largely lacking in many countries.
Once the sample is drawn, the U.S. re-
searcher usually can reach most respondents
easily by telephone, by mail, on the Internet, or
in person. Reaching respondents is often not so
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@ Some of the largest research services firms have large international organizations. easy in other parts of the world. Researchers in
The Nielsen Company has offices in more than 100 countries.

Mexico cannot rely on telephone, Internet, and
mail data collection; most data collection is
door to door and concentrated in three or four of the largest cities. In some countries, few peo-
ple have phones or personal computers. For example, whereas there are 74 Internet users per
100 people in the United States, there are only 21 Internet users per 100 people in Mexico. In
Kenya, the numbers drop to 8 Internet users per 100 people. In some countries, the postal sys-
tem is notoriously unreliable. In Brazil, for instance, an estimated 30 percent of the mail is
never delivered. In many developing countries, poor roads and transportation systems make
certain areas hard to reach, making personal interviews difficult and expensive.®

Cultural differences from country to country cause additional problems for interna-
tional researchers. Language is the most obvious obstacle. For example, questionnaires must
be prepared in one language and then translated into the languages of each country re-
searched. Responses then must be translated back into the original language for analysis
and interpretation. This adds to research costs and increases the risks of error.
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Translating a questionnaire from one language to another is anything but easy. Many
idioms, phrases, and statements mean different things in different cultures. For example, a
Danish executive noted, “Check this out by having a different translator put back into En-
glish what you've translated from English. You'll get the shock of your life. I remember [an
example in which] ‘out of sight, out of mind” had become ‘invisible things are insane.””

Consumers in different countries also vary in their attitudes toward marketing re-
search. People in one country may be very willing to respond; in other countries, nonre-
sponse can be a major problem. Customs in some countries may prohibit people from
talking with strangers. In certain cultures, research questions often are considered too per-
sonal. For example, in many Muslim countries, mixed-gender focus groups are taboo, as is
videotaping female-only focus groups. Even when respondents are willing to respond, they
may not be able to because of high functional illiteracy rates.

Despite these problems, as global marketing grows, global companies have little choice
but to conduct such international marketing research. Although the costs and problems asso-
ciated with international research may be high, the costs of not doing it—in terms of missed
opportunities and mistakes—might be even higher. Once recognized, many of the problems
associated with international marketing research can be overcome or avoided.

Public Policy and Ethics in Marketing Research

Most marketing research benefits both the sponsoring company and its consumers. Through
marketing research, companies gain insights into consumers’ needs, resulting in more satisfy-
ing products and services and stronger customer relationships. However, the misuse of mar-
keting research can also harm or annoy consumers. Two major public policy and ethics issues
in marketing research are intrusions on consumer privacy and the misuse of research findings.

Intrusions on Consumer Privacy

Many consumers feel positive about marketing research and believe that it serves a useful
purpose. Some actually enjoy being interviewed and giving their opinions. However, oth-
ers strongly resent or even mistrust marketing research. They don’t like being interrupted
by researchers. They worry that marketers are building huge databases full of personal in-
formation about customers. Or they fear that researchers might use sophisticated techniques
to probe our deepest feelings, peek over our shoulders as we shop, or eavesdrop on our con-
versations and then use this knowledge to manipulate our buying.

There are no easy answers when it comes to marketing research and privacy. For exam-
ple, is it a good or bad thing that marketers track and analyze consumers” Web clicks and
target ads to individuals based on their browsing and social networking behavior? Similarly,
should we applaud or resent companies that monitor consumer discussions on YouTube,
Facebook, Twitter, or other public social networks in an effort to be more responsive? For ex-
ample, Dell uses Radiané to routinely track social media conversations and often responds
quickly. Someone commenting about Dell on a popular blog might be surprised by a re-
sponse from a Dell representative within only a few hours. Dell views such monitoring as
an opportunity to engage consumers in helpful two-way conversations. However, some dis-
concerted consumers might see it as an intrusion on their privacy.

Consumers may also have been taken in by previous “research surveys” that actually
turned out to be attempts to sell them something. Still other consumers confuse legitimate
marketing research studies with promotional efforts and say “no” before the interviewer
can even begin. Most, however, simply resent the intrusion. They dislike mail, telephone, or
Web surveys that are too long or too personal or that interrupt them at inconvenient times.

Increasing consumer resentment has become a major problem for the marketing re-
search industry, leading to lower survey response rates in recent years. Just as companies
face the challenge of unearthing valuable but potentially sensitive consumer data while also
maintaining consumer trust, consumers wrestle with the trade-offs between personalization
and privacy. Although many consumers willingly exchange personal information for free
services, easy credit, discounts, upgrades, and all sorts of rewards, they also worry about
the growth in online identity theft.
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Astudy by TRUSTe, an organization that monitors the privacy practices of Web sites, found
that more than 90 percent of respondents view online privacy as a “really” or “somewhat” im-
portant issue. More than 75 percent agreed with the statement, “The Internet is not well regu-
lated, and naive users can easily be taken advantage of.” And 66 percent of Americans do not
want marketers to track their online behavior and tailor advertisements to their interests. So it’s
no surprise that they are now less than willing to reveal personal information on Web sites.*®

The marketing research industry is considering several options for responding to this
problem. One example is the Marketing Research Association’s “Your Opinion Counts” and
“Respondent Bill of Rights” initiatives to educate consumers about the benefits of market-
ing research and distinguish it from telephone selling and database building. The industry
also has considered adopting broad standards, perhaps based on the International Chamber
of Commerce’s International Code of Marketing and Social Research Practice. This code out-
lines researchers’ responsibilities to respondents and the general public. For example, it says
that researchers should make their names and addresses available to participants. It also
bans companies from representing activities such as database compilation or sales and pro-
motional pitches as research.*

Most major companies—including IBM, Facebook, Citigroup, American Express, and
Microsoft—have now appointed a chief privacy officer (CPO), whose job is to safeguard the
privacy of consumers who do business with the company. IBM’s CPO claims that her job re-
quires “multidisciplinary thinking and attitude.” She needs to get all company depart-
ments, from technology, legal, and accounting to marketing and communications working
together to safeguard customer privacy.*

In the end, if researchers provide value in exchange for information, customers will
gladly provide it. For example, Amazon.com’s customers do not mind if the firm builds a
database of products they buy as a way to provide future product recommendations. This
saves time and provides value. Similarly, Bizrate users gladly complete surveys rating on-
line seller sites because they can view the overall ratings of others when making purchase
decisions. The best approach is for researchers to ask only for the informa-
tion they need, use it responsibly to provide customer value, and avoid
sharing information without the customer’s permission.

Misuse of Research Findings

Research studies can be powerful persuasion tools; companies often use
study results as claims in their advertising and promotion. Today, how-
ever, many research studies appear to be little more than vehicles for
pitching the sponsor’s products. In fact, in some cases, the research sur-
veys appear to have been designed just to produce the intended effect.
Few advertisers openly rig their research designs or blatantly misrepre-
sent the findings; most abuses tend to be more subtle “stretches.” @ Con-
sider the following example:

Based on a scientific study, the Kellogg Company recently pro-
claimed in ads and on packaging for Frosted Mini-Wheats that the
cereal was “clinically shown to improve kids attentiveness by nearly
20%.” When challenged by the Federal Trade Commission, however,
the claims turned out to be a substantial stretch of the study results.
Fine print at the bottom of the box revealed the following: “Based
upon independent clinical research, kids who ate Kellogg’s Frosted
Mini-Wheats cereal for breakfast had up to 18 percent better atten-
tiveness three hours after breakfast than kids who ate no breakfast.”
That is, as one critic noted, “Frosted Mini-Wheats are (up to) 18 per-
cent better than starving.” Moreover, according to the FTC com-

@ Misuse of research findings: The Federal Trade plaint, the clinical study referred to by Kellogg actually showed that

Commission recently challenged research-based
advertising and packaging claims that Kellogg’s Frosted

children who ate the cereal for breakfast averaged just under 11 per-

Mini-Wheats were “clinically shown to improve kids cent better in attentiveness than children who ate no breakfast, and

attentiveness by nearly 20%.”

that only about one in nine improved by 20 percent or more. Kellogg
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settled with the FTC, agreeing to refrain from making unsubstantiated health claims
about Frosted Mini-Wheats or other products and from misrepresenting the results of

scientific tests.*!

Recognizing that surveys can be abused, several associations—including the American
Marketing Association, the Marketing Research Association, and the Council of American
Survey Research Organizations (CASRO)—have developed codes of research ethics and
standards of conduct. For example, the CASRO Code of Standards and Ethics for Survey Re-
search outlines researcher responsibilities to respondents, including confidentiality, privacy,
and avoidance of harassment. It also outlines major responsibilities in reporting results to

clients and the public.*?

In the end, however, unethical or inappropriate actions cannot simply be regulated
away. Each company must accept responsibility for policing the conduct and reporting of its
own marketing research to protect consumers’ best interests and its own.

REVIEWING Objectives anpD key Terms

To create value for customers and build meaningful relationships
with them, marketers must first gain fresh, deep insights into
what customers need and want. Such insights come from good
marketing information. As a result of the recent explosion of
marketing technology, companies can now obtain great quanti-
ties of information, sometimes even too much. The challenge is
to transform today’s vast volume of consumer information into
actionable customer and market insights.

L CSOTRIN  Explain the importance of

information in gaining insights about the
marketplace and customers. (pp 98-100)

The marketing process starts with a complete understanding of
the marketplace and consumer needs and wants. Thus, the com-
pany needs sound information to produce superior value and sat-
isfaction for its customers. The company also requires information
on competitors, resellers, and other actors and forces in the mar-
ketplace. Increasingly, marketers are viewing information not only
as an input for making better decisions but also as an important
strategic asset and marketing tool.

S CLALEM Define the marketing information
system and discuss its parts. (pp 100-102)

The marketing information system (MIS) consists of people and
procedures for assessing information needs, developing the
needed information, and helping decision makers use the infor-
mation to generate and validate actionable customer and market
insights. A well-designed information system begins and ends
with users.

The MIS first assesses information needs. The MIS primarily
serves the company’s marketing and other managers, but it may
also provide information to external partners. Then the MIS
develops information from internal databases, marketing intelli-
gence activities, and marketing research. Internal databases pro-
vide information on the company’s own operations and
departments. Such data can be obtained quickly and cheaply but
often needs to be adapted for marketing decisions. Marketing in-
telligence activities supply everyday information about develop-

ments in the external marketing environment. Market research
consists of collecting information relevant to a specific marketing
problem faced by the company. Lastly, the MIS helps users analyze
and use the information to develop customer insights, make mar-
keting decisions, and manage customer relationships.

WICENTEEN Outline the steps in the marketing
research process. (pp 103-119)

The first step in the marketing research process involves defining
the problem and setting the research objectives, which may be ex-
ploratory, descriptive, or causal research. The second step consists
of developing a research plan for collecting data from primary and
secondary sources. The third step calls for implementing the mar-
keting research plan by gathering, processing, and analyzing the
information. The fourth step consists of interpreting and reporting
the findings. Additional information analysis helps marketing
managers apply the information and provides them with sophisti-
cated statistical procedures and models from which to develop
more rigorous findings.

Both internal and external secondary data sources often pro-
vide information more quickly and at a lower cost than primary
data sources, and they can sometimes yield information that a
company cannot collect by itself. However, needed information
might not exist in secondary sources. Researchers must also eval-
uate secondary information to ensure that it is relevant, accurate,
current, and impartial.

Primary research must also be evaluated for these features.
Each primary data collection method—observational, survey, and
experimental—has its own advantages and disadvantages. Simi-
larly, each of the various research contact methods—mail, tele-
phone, personal interview, and online—also has its own
advantages and drawbacks.

I SUVEEM  Explain how companies analyze
and use marketing information. (pp 119-121)

Information gathered in internal databases and through market-
ing intelligence and marketing research usually requires more
analysis. To analyze individual customer data, many companies
have now acquired or developed special software and analysis
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techniques—called customer relationship management (CRM)—
that integrate, analyze, and apply the mountains of individual cus-
tomer data contained in their databases.

Marketing information has no value until it is used to make
better marketing decisions. Thus, the MIS must make the informa-
tion available to managers and others who make marketing deci-
sions or deal with customers. In some cases, this means providing
regular reports and updates; in other cases, it means making non-
routine information available for special situations and on-the-
spot decisions. Many firms use company intranets and extranets
to facilitate this process. Thanks to modern technology, today’s
marketing managers can gain direct access to marketing informa-
tion at any time and from virtually any location.

KEY lerms

LN Discuss the special issues some

marketing researchers face, including public policy
and ethics issues. (pp 121-126)

Some marketers face special marketing research situations, such as
those conducting research in small business, not-for-profit, or inter-
national situations. Marketing research can be conducted effectively
by small businesses and nonprofit organizations with limited budg-
ets. International marketing researchers follow the same steps as
domestic researchers but often face more and different problems.
All organizations need to act responsibly to major public policy and
ethical issues surrounding marketing research, including issues of in-
trusions on consumer privacy and misuse of research findings.

OBJECTIVE 1

Customer insights (p 99)
Marketing information system
(MIS) (p 99)

OBJECTIVE 3

OBJECTIVE 2

Internal databases (p 100)
Competitive marketing intelligence
(p 101)

mymarketinglab

Marketing research (p 103)
Exploratory research (p 103)
Descriptive research (p 103)

Causal research (p 103)

Secondary data (p 104)

Primary data (p 104)

Commercial online databases (p 106)
Observational research (p 107)
Ethnographic research (p 107)

Survey research (p 109)
Experimental research (p 110)
Focus group interviewing (p 111)
Online marketing research (p 112)
Online focus groups (p 113)
Sample (p 114)

OBJECTIVE 4

Customer relationship management
(CRM; p 119)

e Check your understanding of the concepts and key terms using the mypearsonmarketinglab study plan for this chapter.
e Apply the concepts in a business context using the simulation entitled Marketing Research.

DISCUSSING & APPLYING THE Concepts

Discussing the Concepts

1. Discuss the real value of marketing research and marketing
information and how that value is attained. (AACSB:
Communication)

2. Discuss the sources of internal data and the advantages and
disadvantages associated with this data. (AACSB:
Communication)

3. Explain the role of secondary data in gaining customer
insights. Where do marketers obtain secondary data, and
what are the potential problems in using such data? (AACSB:
Communication)

4. \What are the advantages of Web-based survey research over
traditional survey research? (AACSB: Communication)

5. Compare open-ended and closed-ended questions.
When and for what is each type of question useful in
marketing research? (AACSB: Communication; Reflective
Thinking)

6. What are the similarities and differences when conducting
research in another country versus the domestic market?
(AACSB: Communication)

Applying the Concepts

1. Perform an Internet search on “social media monitoring” to find
companies that specialize in monitoring social media. Discuss
two of these companies. Then find two more sites that allow
free monitoring and describe how marketers can use these to
monitor their brands. Write a brief report on your findings.
(AACSB: Communication; Use of IT; Reflective Thinking)

2. Summarize an article describing a marketing research study.
Describe how the data were collected. Is the research
objective exploratory, descriptive, or causal? Explain your
conclusions. (AACSB: Communication; Reflective Thinking)

3. Focus groups are commonly used during exploratory research.
A focus group interview entails gathering a group of people
to discuss a specific topic. In a small group, research how to
conduct a focus group interview and then conduct one with
six to ten other students to learn what services your university
could offer to better meet student needs. Assign one person
in your group to be the moderator while the others observe
and interpret the responses from the focus group
participants. Present a report of what you learned from this
research. (AACSB: Communication; Reflective Thinking)
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rocus oN Technology

Picture yourself with wires hooked up to your head or entering a
magnetic tube that can see inside your brain. You must be under-
going some medical test, right? Think again—it's marketing re-
search! Marketing research is becoming more like science fiction
with a new field called neuromarketing, which uses technologies
such as magnetic resonance imaging (MRI) to peer into con-
sumers’ brains in an attempt to understand cognitive and affec-
tive responses to marketing stimuli. One company, Thinkingcraft,
uses a methodology called “neurographix” to help marketers de-
velop messages that fit the way customers think. The Omnicon
advertising agency uses “neuroplanning” to determine the appro-
priate media mix for a client. One study found that consumers pre-
ferred Pepsi over Coke in blind taste tests but preferred Coke when

they could see the names of the brands tasted. Different areas of the
brain were activated when they knew the brand compared to when
they did not, suggesting that what marketers make us believe is
more persuasive than what our own taste buds tell us.

1. Learn more about neuromarketing and discuss another
example of its application. (AACSB: Communication;
Technology)

2. Critics have raised concerns over the usefulness and ethics of
this type of marketing research. Discuss both sides of the
debate surrounding this methodology. (AACSB:
Communication; Ethical Reasoning)

FOCUS ON Ethics

Marketing information helps develop insights into the needs of
customers, and gathering competitive intelligence (Cl) data sup-
plies part of this information. Cl has blossomed into a full-fledged
industry, with most major companies establishing Cl units. But not
all Cl gathering is ethical or legal—even at venerable P&G. In
1943, a P&G employee bribed a Lever Brothers (now Unilever) em-
ployee to obtain bars of Swan soap, which was then under devel-
opment, to improve its Ivory brand. P&G settled the case by paying
Unilever almost $6 million (about $60 million in today’s dollars) for
patent infringement—a small price to pay given the market suc-
cess of Ivory. In 2001, P&G once again paid a $10 million settle-
ment to Unilever for a case that involved a contractor rummaging
through a trash dumpster outside Unilever’s office, an infraction
that was actually reported by P&G itself. More recently, the U.S.
Attorney General’s office halted a corporate espionage lawsuit be-

tween Starwood Hotels and Hilton Hotels because it is already
pursuing criminal charges against Hilton and two executives it
hired away from Starwood. The U.S. Secret Service estimates that
employees commit 75 percent of intellectual property theft. The
threat is not just internal, though. The FBI is tracking approxi-
mately 20 countries actively spying on U.S. companies.

1. Find another example of corporate espionage and write a
brief report on it. Did the guilty party pay restitution or serve
prison time? Discuss what punishments, if any, should be
levied in cases of corporate espionage. (AACSB:
Communication; Ethical Reasoning)

2. How can businesses protect themselves from corporate
espionage? (AACSB: Communication; Reflective Thinking)

MARKETING & THE Economy

Harrah's Entertainment

Over the past decade, Harrah's Entertainment has honed its CRM
skills to become bigger and more profitable than any other com-
pany in the gaming industry. The foundation of its success is Total
Rewards, a loyalty program that collects a mother lode of customer
information and mines it to identify important customers and meet
their specific needs through a personalized experience. But in re-
cent times, Harrah's has seen its flow of customers slow to a trickle.
Not only are customers visiting less often, but the normally $50
gamer is now playing only $25. As a result, Harrah's revenues have
slid for the past two years in a row. Harrah's isn't alone; the rest of
the industry is also suffering as more people save their money or

spend it on necessities rather than entertainment. Harrah's CRM ef-

forts have always focused on delighting every customer. The com-

pany claims that customer spending increases 24 percent with a

happy experience. But even Harrah's uncanny ability to predict

which customers will be motivated by show tickets, room up-
grades, or free chips has not made Harrah's immune to the woes
of an economic downturn.

1. Is the dip in Harrah's business unavoidable given recent
economic troubles or can Harrah’s find new ways to connect
with customers? What would you recommend?

2. In difficult economic times, is it responsible for Harrah’s to try
to get people to spend more money on gambling?



Chapter 4 ‘ Managing Marketing Information to Gain Customer Insights 129

MARKETING BY THE Numbers

Have you ever been disappointed because a television network can-
celled one of your favorite television shows because of “low rat-
ings”? The network didn’t ask your opinion, did it? It probably didn‘t
ask any of your friends, either. That's because estimates of television
audience sizes are based on research done by the Nielsen Company,
which uses a sample of 9,000 households out of the more than
113 million households in the United States to determine national
ratings for television programs. That doesn’t seem like enough, does
it? As it turns out, statistically, it's significantly more than enough.

1. Go to http://www.surveysystem.com/sscalc.htm to determine
the appropriate sample size for a population of 113 million

households. Assuming a confidence interval of 5, how large
should the sample of households be if desiring a 95 percent
confidence level? How large for a 99 percent confidence
level? Briefly explain what is meant by confidence interval
and confidence level. (AACSB: Communication; Use of IT;
Analytical Reasoning)

2. What sample sizes are necessary at population sizes of 1 billion,
10,000, and 100 with a confidence interval of 5 and a
95 percent confidence level? Explain the effect population
size has on sample size. (AACSB: Communication; Use of IT;
Analytical Reasoning)

vIDEO Case

Radian6

As more and more consumers converse through digital media,
companies are struggling to figure out how to “listen in” on the
conversations. Traditional marketing research methods can't sift
through the seemingly infinite number of words flying around cy-
berspace at any given moment. But one company is helping mar-
keters get a handle on “word-of-Web” communication. Radian6
specializes in monitoring social media, tracking Web sites ranging
from Facebook to Flickr. Radian6’s unique software opens a door
to an entirely different kind of research. Instead of using question-
naires, interviews, or focus groups, Radian6 scans online social
media for whatever combination of keywords a marketer might

specify. This gives companies valuable insights into what con-
sumers are saying about their products and brands.

After viewing the video featuring Radian6, answer the follow-
ing questions.

1. What benefits does Radian6 provide to marketers over more
traditional market research methods? What shortcomings?

2. Classify Radian6's software with respect to research
approaches, contact methods, sampling plan, and research
instruments.

3. How is Radian6 helping companies develop stronger
relationships with customers?

comprany Case

Harrah's Entertainment:
Hitting the CRM Jackpot

Joseph, a 30-something New Yorker, recently went on a weekend
trip to Atlantic City, New Jersey, where he hoped to stay at one of
his favorite Harrah's resorts and enjoy some gaming and entertain-
ment. Unfortunately for Joseph, he picked a weekend when all
the hotels were booked solid. But after swiping his Harrah’s Total
Rewards card to play the tables, the pit boss came by and directed
him to the front desk. He was told that a room had become avail-
able, and he could stay in it for a reduced rate of $100 a night.
When he checked out two nights later, Joseph was told that all the
room charges were on the house.

Wias this sudden vacancy a case of lady luck smiling down on an
Atlantic City visitor? Or was it a case of a company that knows what
managing customer relationships truly means? If you ask any of
Harrah's Total Rewards program members, they will tell you without
hesitation that it's the latter. “They are very good at upgrading or in

some cases finding a room in a full hotel,” Joseph reported later.
“And | always liked the fact that no matter where | gambled, At-
lantic City, Vegas, Kansas City, or New Orleans, or which of their ho-
tels | gambled in, | was always able to use my [Total Rewards card].”

Harrah's customers like Joseph aren’t the only ones praising its
customer-relationship management (CRM) capabilities. In fact,
Harrah's program is considered by CRM experts to set the gold
standard. With the Total Rewards program at the center of its busi-
ness and marketing strategies, Harrah’s Entertainment has the
ability to gather data, convert that data into customer insights, and
use those insights to serve up a customer experience like no other.

GATHERING DATA

One thing that makes Total Rewards so effective is that Harrah's
has a customer relationship culture that starts at the top with pres-
ident and CEO Gary Loveman. In 1998, Loveman joined the com-
pany and turned its existing loyalty program into Total Rewards.
The program worked well from the start. But through smart invest-
ments and a continued focus, Harrah's has hit the CRM jackpot.
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The mechanics of the program go something like this: Total Re-
wards members receive points based on the amount they spend at
Harrah's facilities. They can then redeem the points for a variety of
perks, such as cash, food, merchandise, rooms, and hotel show
tickets.

The simplicity of Total Rewards gains power in volume and flex-
ibility. Through numerous acquisitions over the past decade, Har-
rah’s has grown to more than 50 properties under several brands
across the United States, including Harrah's, Caesars, Bally's, Planet
Hollywood, the Flamingo, and Showboat. Total Rewards members
swipe their card every time they spend a dime at one of these prop-
erties: checking into 1 of 40,000 hotel rooms, playing 1 of 60,000
slot machines, eating at 1 of 390 restaurants, picking up a gift at
1 of 240 retail shops, or playing golf at 1 of its 7 golf courses. Over
80 percent of Harrah's customers—40 million in all—use a Total
Rewards card. That's roughly one out of six adults in the United
States. That's a big pile of data points. Added to this, Harrah's reg-
ularly surveys samples of its customers to gain even more details.

CUSTOMER INSIGHTS
Analyzing all this information gives Harrah's detailed insights into
its casino operations. For example, “visualization software” can
generate a dynamic “heat map” of a casino floor, with machines
glowing red when at peak activity and then turning blue and then
white as the action moves elsewhere. More importantly, Harrah's
uses every customer interaction to learn something new about
individuals—their characteristics and behaviors, such as who they
are, how often they visit, how long they stay, and how much they
gamble and entertain. “We know if you like gold . . . chardonnay,
down pillows; if you like your room close to the elevator, which
properties you visit, what games you play, and which offers you re-
deemed,” says David Norton, Harrah's chief marketing officer.

From its Total Rewards data, Harrah's has learned that 26 per-
cent of its customers produce 82 percent of revenues. And these
best customers aren’t the “high-rollers” that have long been fo-
cus of the industry. Rather, they are ordinary folks from all walks
of life—middle-aged and retired teachers, assembly line workers,
and even bankers and doctors who have discretionary income and
time. Harrah's “low-roller” strategy is based on the discovery that
these customers might just visit casinos for an evening rather than
staying overnight at the hotel. And they are more likely to play the
slots than the tables. What motivates them? It's mostly the intense
anticipation and excitement of gambling itself.

Kris Hart, vice president of brand management for Harrah’s, re-
ports on a survey of 14,000 Total Rewards members.

We did a lot of psychographic segmenting—looking at what
were the drivers of people’s behavior. Were they coming be-
cause of the location? Were they coming because there were
incented to do so with a piece of direct mail? Were they com-
ing because they have an affinity for a loyalty program? And
that allowed us to look at segments that clumped around
certain drivers . . . and it enabled us to construct our brands
and messaging . . . in a way that would capitalize on those
drivers.

CUSTOMER EXPERIENCE

Using such insights, Harrah's focuses its marketing and service de-
velopment strategies on the needs of its best customers. For ex-
ample, the company’s advertising reflects the feeling of
exuberance that target customers seek. Harrah's sends out over
250 million pieces of direct mail and almost 100 million e-mails to
its members every year. A good customer can receive as many as

Understanding the Marketplace and Consumers

150 pieces of mail in a given year from one or all of its properties.
From the customer’s perspective, that might sound like a night-
mare. But Harrah's has tested customer sentiment on receiving
multiple mailings from multiple locations, and they actually like it.
The reason is that the information that any given customer re-
ceives is relevant to them, not annoying. That's why Harrah's has
a higher-than-average direct mail response rate.

Harrah'’s is certainly concerned about metrics, such as response
rates, click-through rates, revenue, and customer profitability. But
Harrah's program is one of the best because it places emphasis on
knowing how all the outcomes are linked. And because Harrah's
CRM culture extends from the IT department to front line employ-
ees, the gaming giant has an uncanny ability to translate all its
data into an exceptional customer experience.

Marilyn Winn, the president of three Las Vegas resorts, lives
and breathes Harrah’s CRM culture. “My job is to make money
for Harrah’s Entertainment by creating a great climate for cus-
tomers and employees.” She focuses on what goes on inside her
properties. She spot-checks details on casino floors and in gift
shops. She attends weekly employee rallies that are not only a
party but also a communications tool. Winn points out how Har-
rah’s motivates its employees to do their best. “Every week, we
survey our customers. Customer service is very specific at Har-
rah’s, systematic.” Based on customer service scores, employees
have their own system for accumulating points and redeeming
them for a wide variety of rewards, from iPads to pool equip-
ment. “Every property has the goal to improve service. This is
just one way we do it. We also use mystery shoppers to verify we
are getting the service we want and we train our employees to
our standards.”

Harrah's combines its service culture with the brain center of
Total Rewards. After a day’s gaming, Harrah's knows which cus-
tomers should be rewarded with free show tickets, dinner vouch-
ers, or room upgrades. In fact, Harrah's processes customer
information in real time, from the moment customers swipe their
rewards cards, creating the ideal link between data and the cus-
tomer experience. Harrah's chief information officer calls this
"operational CRM."” Based on up-to-the-minute customer infor-
mation, “the hotel clerk can see your history and determine
whether you should get a room upgrade, based on booking lev-
els in the hotel at that time and on your past level of play. A per-
son might walk up to you while you're playing and offer you $5
to play more slots, or a free meal, or perhaps wish you a happy
birthday.”

Harrah's is constantly improving its technology so that it can
better understand its customers and deliver a more fine-tuned ex-
perience. Most recently, Total Rewards gained the ability to track
and reward nongaming spending. This is good for people who
don't view themselves as big gamblers. “We wanted to make it rel-
evant to them as well because they could spend a couple of hun-
dred dollars on a room, the spa, food, and shows and not be
treated any better than a $50-a-day customer,” Norton said. This
demonstrates the “total” part of Total Rewards. It isn't a program
about getting people into casinos. It's a program designed to max-
imize the customer experience, regardless of what that experience
includes.

HITTING TWENTY-ONE

Harrah’s CRM efforts have paid off in spades. The company has
found that happy customers are much more loyal. Whereas cus-
tomer spending decreases by 10 percent based on an unhappy
casino experience, it increases by 24 percent with a happy expe-
rience. And Harrah’s Total Rewards customers appear to be a
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happier bunch. Compared with nonmembers, member cus-
tomers visit the company’s casinos more frequently, stay longer,
and spend more of their gambling and entertainment dollars in
Harrah's rather than in rival casinos. Since setting up Total Re-
wards, Harrah's has seen its share of customers’ average annual
gambling budgets rise 20 percent, and revenue from customers
gambling at Harrah's rather than their “home casino” has risen
18 percent.

Although Harrah’s and the entire gaming industry were hit
hard by the Great Recession, things are turning back around.
Through its acquisitions and the success of its Total Rewards pro-
gram, Harrah's is the biggest in its industry, with over $10 billion
in revenue last year. Loveman calls Total Rewards “the vertebrae
of our business,” and says “it touches, in some form or fashion,
85 percent of our revenue.” He says that Harrah's ” customer-loyalty
strategy [and] relationship-marketing . . . are constantly bringing
us closer to our customers so we better understand their prefer-
ences, and from that understanding we are able to improve the
entertainment experiences we offer.” Companies everywhere
covet the title “The world’s greatest.” In the gaming industry, Har-
rah’s Entertainment rightly claims that title.
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Questions for Discussion

1. Briefly discuss Harrah's marketing information system, using
Figure 4.1 as a guide.

2. Describe the relationship between Harrah's marketing
information system and Harrah’s managers and employees.

3. Why does Harrah’s system work so well compared to MIS
efforts by other companies?

4. To what extent is Harrah's in danger of a competitor copying
its system?

Sources: Richard Abowitz, “The Movable Buffet,” Los Angeles Times, May 23,
2010, p. D12; Michael Bush, “Why Harrah's Loyalty Effort Is Industry’s Gold
Standard,” Advertising Age, October 5, 2009, p. 8; Megan Mcllroy, “Why
Harrah’s Opted to Roll Dice on $5 Billion Merger with Caesars,” Advertising
Age, October 15, 2007, p. 18; Daniel Lyons, “Too Much Information,”
Forbes, December 13, 2004, p. 110; John Kell, “Harrah’s Loss Widens on
Debt-Payment Costs,” Wall Street Journal, April 27, 2010.
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. In the previous chapter, you
Chapter PreVIeW studied how marketers obtain,
analyze, and use information to develop customer insights and assess
marketing programs. In this chapter and the next, we continue with a
closer look at the most important element of the marketplace—
customers. The aim of marketing is to affect how customers think and
act. To affect the whats, whens, and hows of buyer behavior, mar-
keters must first understand the whys. In this chapter, we look at final
consumer buying influences and processes. In the next chapter, we'll

Apple: The Keeper of All Things Cool

ew brands engender such intense loyalty as that found

in the hearts of core Apple buyers. Whether they own

a Mac computer, an iPod, an iPhone, or an iPad, Apple

devotees are granitelike in their devotion to the brand.
At one end are the quietly satisfied Mac users, folks who own a
Mac and use it for e-mailing, browsing, and social networking.
At the other extreme, however, are the Mac zealots—the so-
called MacHeads or Macolytes. The Urban Dictionary defines a
Macolyte as “one who is fanatically devoted to Apple products,”
as in “He’s a Macolyte; don’t even think of mentioning Microsoft
within earshot.”

The chances are good that you know one of these Mac-
Heads. Maybe you are one. They’re the diehards who buy all the
latest Apple products and accessories to maximize their Mac
lives. They virtually live in the local Apple store. Some have
even been known to buy two iPhones—one for themselves and
the other just to take apart, to see what it looks like on the inside,
and maybe, just to marvel at Apple’s ingenious ability to cram
so much into a tight little elegant package.

There’s at least a little MacHead in every Apple customer.
Mac enthusiasts see Apple founder Steve Jobs as the Walt Dis-
ney of technology. Say the word Apple in front of Mac fans, and
they’ll go into rhapsodies about the superiority of the brand.
Some MacHeads even tattoo the Apple logo on their bodies. Ac-
cording to one industry observer, a Mac or iPhone comes “not
just as a machine in a box, it [comes] with a whole community”
of fellow believers.

What is it that makes Apple buyers so loyal? Why do they
buy a Mac instead of an HP or a Dell, or an iPhone instead of

Consumer Markets and
Consumer Buyer Behavior

study the buyer behavior of business customers. You'll see that under-
standing buyer behavior is an essential but very difficult task.

To get a better sense of the importance of understanding con-
sumer behavior, we begin by first looking at Apple. What makes
Apple users so fanatically loyal? Just what is it that makes them buy a
Mac computer, an iPod, an iPhone, an iPad, or all of these? Partly, it's
the way the equipment works. But at the core, customers buy from
Apple because the brand itself is a part of their own self-expression and
lifestyle. It's a part of what the loyal Apple customer is.

brands from Nokia, LG, or Motorola? Ask the true believers,
and they’ll tell you simply that Apple’s products work better
and do more or are simpler to use. But Apple buyer behavior
has much deeper roots. Apple puts top priority on understand-
ing its customers and what makes them tick deep down. It
knows that, to Apple buyers, a Mac computer or an iPhone is
much more than just a piece of electronics equipment. It’s a part
of the buyer’s own self-expression and lifestyle—a part of what
each person is. When you own a Mac, you are anything but
mainstream. You're an independent thinker, an innovator, and
ahead of the crowd.

Apple plays to these deep-seated customer buying needs
and motives in everything it makes and sells. By one account:

Apple is the epitome of cool—a company that has gained a
cultlike following because it somehow manages to breathe
new life into every
category it touches.
From sleek laptops
to the even sleeker
iPhone, Apple prod-
ucts are imaginative,
irreverent, pleasing
to the eye, and fun to
use. Apple has shown
“amarketing and cre-
ative genius with a
rare ability to get in-
side the imaginations

Thanks to Apple’s deep
understanding of consumer
behavior, the Apple brand
engenders an intense loyalty
in the hearts of core Apple

customers. This consumer
love affair with Apple has
produced stunning sales and
profit results.
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of consumers and understand
what will captivate them,”
says one analyst. Apple has
been “obsessed with the Ap-
ple user’s experience.”

Apple’s obsession with un-
derstanding customers and deep-
ening their Apple experience
shows in everything the company
does. For example, a visit to an Ap-
ple retail store is a lot more than a
simple shopping trip. Apple stores
are very seductive places. The
store design is clean, simple, and
just oozing with style—much like
an iPod or iPhone. The stores in-
vite shoppers to stay a while, use
the equipment, and soak up all of
the exciting new technology:

It was two o’clock in the morn-

ing but in the subterranean retailing mecca in Midtown
Manhattan, otherwise known as the Apple store, it might as
well have been midafternoon. Late one night shortly before
Christmas, parents pushed strollers, and tourists straight off
the plane mingled with nocturnal New Yorkers, clicking
through iPod playlists, cruising the Internet on Macs, and
touch-padding their way around iPhones. And through the
night, cheerful sales staff stayed busy, ringing up customers
at the main checkout counter and on handheld devices in an
uninterrupted stream of brick-and-mortar commerce.

Not only has the company made many of its stores feel
like gathering places, but the bright lights and equally
bright acoustics create a buzz that makes customers feel
more like they are at an event than a retail store. Apple
stores encourage a lot of purchasing, to be sure. But they
also encourage lingering, with dozens of fully functioning
computers, iPods, and iPhones for visitors to try—for hours
on end. The policy has even given some stores, especially
those in urban neighborhoods, the feel of a community cen-
ter. You don’t visit an Apple store; you experience it.

Apple’s keen understanding of customers and their needs
helped the brand to build a core segment of enthusiastic disciples.
The most recent American Consumer Satisfaction Index gave
Apple a market-leading customer-satisfaction score of 84, a full
10 points above the rest of the pack in the personal computer
industry. Another survey showed that Apple commands the

Apple plays to deep-seated
customer buying needs in
everything it makes and
sells. The company has
gained a cultlike following
because it somehow
manages to breathe new
life into every category it
touches.

strongest repurchase intent of any
personal computer brand: 81 per-
cent of households with an Apple as
their primary home personal com-
puter plan to repurchase an Apple.

In turn, the consumer love af-
fair with Apple has produced stun-
ning sales and profit results. In the
past five years, despite the worst
economic conditions since the Great
Depression, Apple sales have nearly tripled to a record $36.5 bil-
lion, while earnings soared more than fourfold. The company was
worth only $5 billion in 2000; it’s worth about $170 billion today.
Apple captures more than 30 percent of the U.S. cell phone mar-
ket with the iPhone and more than 73 percent of the MP3 market
with the iPod and iTunes. Last year alone, it sold more than
20 million iPhones and 54 million iPods. Apple now claims a
9 percent share of the U.S. personal computer market—third be-
hind HP and Dell. But it dominates the high-end, accounting for
an amazing 90 percent of dollars spent on computers costing
more than $1,000.

“To say Appleishotjust doesn’t do the company justice,” con-
cludes one Apple watcher. “ Apple is smoking, searing, blisteringly
hot, not to mention hip, with a side order of funky. Gadget geeks
around the world have crowned Apple the keeper of all things
cool.” Just ask your Macolyte friends. In fact—they’ve probably al-
ready brought it up.!

The Ap

Consumer buyer behavior

The buying behavior of final consumers—
individuals and households that buy
goods and services for personal
consumption.

Consumer market

All the individuals and households that
buy or acquire goods and services for
personal consumption.

ple example shows that factors at many levels affect consumer buy-
ing behavior. Buying behavior is never simple, yet understanding it is an essential task of
marketing management. Consumer buyer behavior refers to the buying behavior of fi-
nal consumers—individuals and households that buy goods and services for personal con-
sumption. All of these final consumers combine to make up the consumer market. The
American consumer market consists of more than 308 million people who consume more
than $10 trillion worth of goods and services each year, making it one of the most attractive
consumer markets in the world. The world consumer market consists of more than 6.8 bil-
lion people who annually consume an estimated $70 trillion worth of goods and services.’



Objective OUTLINE

Objective 1 Define the consumer market and construct a simple model of consumer buyer behavior.
Model of Consumer Behavior (pp 134-135)

Objective 2 Name the four major factors that influence consumer buyer behavior.
Characteristics Affecting Consumer Behavior (pp 135-150)

decision process.

Types of Buying Decision Behavior (pp 150-152)
The Buyer Decision Process (pp 152-156)

Objective 3 List and define the major types of buying decision behavior and the stages in the buyer

Objective 4 Describe the adoption and diffusion process for new products.
The Buyer Decision Process for New Products (pp 156-158)

Author | Despite the simple-looking
Comment | model in Figure 5.1,
understanding the whys of buying
behavior is very difficult. Says one
expert, “the mind is a whirling,
swirling, jumbled mass of neurons
bouncing around. . . ."”

Consumers around the world vary tremendously in age, income, education level, and
tastes. They also buy an incredible variety of goods and services. How these diverse con-
sumers relate with each other and with other elements of the world around them impacts
their choices among various products, services, and companies. Here we examine the fasci-
nating array of factors that affect consumer behavior.

Model of Consumer Behavior p 131-135)

Consumers make many buying decisions every day, and the buying decision is the focal
point of the marketer’s effort. Most large companies research consumer buying decisions in
great detail to answer questions about what consumers buy, where they buy, how and how
much they buy, when they buy, and why they buy. Marketers can study actual consumer
purchases to find out what they buy, where, and how much. But learning about the whys of
consumer buying behavior is not so easy—the answers are often locked deep within the con-
sumer’s mind.

Often, consumers themselves don’t know exactly what influences their purchases. “The
human mind doesn’t work in a linear way,” says one marketing expert. “The idea that the
mind is a computer with storage compartments where brands or logos or recognizable pack-
ages are stored in clearly marked folders that can be accessed by cleverly written ads or com-
mercials simply doesn’t exist. Instead, the mind is a whirling, swirling, jumbled mass of
neurons bouncing around, colliding and continuously creating new concepts and thoughts
and relationships inside every single person’s brain all over the world.”

The central question for marketers is as follows: How do consumers respond to various
marketing efforts the company might use? The starting point is the stimulus-response
model of buyer behavior shown in @ Figure 5.1. This figure shows that marketing and
other stimuli enter the consumer’s “black box” and produce certain responses. Marketers
must figure out what is in the buyer’s black box.

Marketing stimuli consist of the four Ps: product, price, place, and promotion. Other
stimuli include major forces and events in the buyer’s environment: economic, technologi-
cal, political, and cultural. All these inputs enter the buyer’s black box, where they are
turned into a set of buyer responses: the buyer’s brand and company relationship behavior
and what he or she buys, when, where, and how often.
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Place
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Economic
Technological
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@ FIGURE | 5.1

Model of Buyer Behavior

Author | Many levels of factors
Comment | affect our buying
behavior—from broad cultural and
social influences to motivations, beliefs,
and attitudes lying deep within us. For
example, why did you buy that specific

cell phone?

Culture

The set of basic values, perceptions,
wants, and behaviors learned by a
member of society from family and other

important institutions.

@FIGURE | 5.2
Factors Influencing

Consumer Behavior

marketing programs tailored to

For example, P&G's CoverGirl

beauty of women of color.”
-

KMany brands now target specific
subcultures—such as Hispanic
American, African American, and
Asian American consumers—with

their specific needs and preferences.

Queen cosmetics line was inspired
by Queen Latifah to “celebrate the
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Buyer’s black box Buyer responses

Buyer’s characteristics
Buyer’s decision process

Buying attitudes and preferences

Purchase behavior: what the buyer buys,
when, where, and how much

Brand and company relationship behavior

-2

We can measure the whats, wheres, and whens of consumer buying
behavior. But it's very difficult to “see” inside the consumer's head and
figure out the whys of buying behavior (that's why it's called the black
box). Marketers spend a lot of time and dollars trying to figure out
what makes customers tick.

Marketers want to understand
how the stimuli are changed into re-
sponses inside the consumer’s black
box, which has two parts. First, the

buyer’s characteristics influence how he or she perceives and reacts to the stimuli. Second,
the buyer’s decision process itself affects his or her behavior. We look first at buyer charac-
teristics as they affect buyer behavior and then discuss the buyer decision process.

Characteristics Affecting
Consumer Behavior 135150

Consumer purchases are influenced strongly by cultural, social, personal, and psychologi-
cal characteristics, as shown in @ Figure 5.2. For the most part, marketers cannot control
such factors, but they must take them into account.

Cultural Factors

Cultural factors exert a broad and deep influence on consumer behavior. Marketers need to
understand the role played by the buyer’s culture, subculture, and social class.

Culture

Culture is the most basic cause of a person’s wants and behavior. Human behavior is largely
learned. Growing up in a society, a child learns basic values, perceptions, wants, and behav-
iors from his or her family and other important institutions. A child in the United States nor-
mally learns or is exposed to the following values: achievement and success, individualism,
freedom, hard work, activity and involvement, efficiency and practicality, material comfort,
youthfulness, and fitness and health. Every group or society has a culture, and cultural in-
fluences on buying behavior may vary greatly from country to country. A failure to adjust
to these differences can result in ineffective marketing or embarrassing mistakes.

Cultural
Social
Personal
Culture Psychological
Reference groups Age and life
cycle stage Motivation
Eamil Occupation Perception Buyer
> Subculture amily Economic situation Learning
Lifestyle Beliefs and
Personality and attitudes
Roles and status self-concept
Social class Our buying decisions
\ are affected by an
incredibly complex
People’s buying decisions reflect and contribute to their lifestyles—their compmamonlof external
and internal influences

whole pattern of acting and interacting in the world. For example, Pottery
Barn sells more than just home furnishings. It sells an upscale yet casual,
family- and friend-focused lifestyle.




136 Part Two | Understanding the Marketplace and Consumers

Marketers are always trying to spot cultural shifts so as to discover new products that
might be wanted. For example, the cultural shift toward greater concern about health and
fitness has created a huge industry for health-and-fitness services, exercise equipment and
clothing, organic foods, and a variety of diets. The shift toward informality has resulted in
more demand for casual clothing and simpler home furnishings.

Subculture
Subculture Each culture contains smaller subcultures, or groups of people with shared value systems
A group of people with shared value based on common life experiences and situations. Subcultures include nationalities, reli-
systems based on common life gions, racial groups, and geographic regions. Many subcultures make up important market

experiences and situations. segments, and marketers often design products and marketing programs tailored to their

needs. Examples of four such important subculture groups include Hispanic American,
African American, Asian American, and mature consumers.

Hispanic American Consumers. The nation’s nearly 50 million Hispanic consumers
have an annual buying power of more than $950 billion, a figure that will grow to an esti-
mated $1.4 trillion by 2013. Hispanic consumer spending has grown at more than twice the
rate of general-market spending over the past four years.*

Although Hispanic consumers share many characteristics and behaviors with the
mainstream buying pubic, there are also distinct differences. They tend to be deeply family
oriented and make shopping a family affair; children have a big say in what brands they buy.
Perhaps more important, Hispanic consumers, particularly first-generation immigrants, are
very brand loyal, and they favor brands and sellers who show special interest in them.

Companies such as P&G, AT&T, Verizon, McDonald’s, Toyota, Walmart, Burger King,
and many others have developed special targeting efforts for this large consumer group.
For example, Walmart converted two existing stores in Phoenix and Houston to serve local His-
panic consumers under the name Supermercado de Walmart. ® And Burger King sponsors an
annual FUTBOL KINGDOM national soccer tour in eight major Hispanic markets across the
United States. The family-oriented tour treats visitors to innovative street-level soccer events
for all ages and skill levels, including skills challenges such as Domina como Rey (ball control),
Los Reyes del Balon (speed), and Mata Penales (blocking ability). The BK FUTBOLADORES
soccer team puts on exhibitions featuring head-to-head demonstrations. It’s a “one-of-a-kind
experience that has been incredibly successful with Hispanics around the United States,” says
Burger King’s director of multicultural marketing.’

Even within the Hispanic market, there
exist many distinct subsegments based on na-
tionality, age, income, and other factors. For
example, a company’s product or message
may be more relevant to one nationality over
another, such as Mexicans, Costa Ricans, Ar-
gentineans, or Cubans. Companies must also
vary their pitches across different Hispanic
economic segments.

Thus, companies often target specific
subsegments within the larger Hispanic com-
munity with different kinds of marketing ef-

*\ _ L“(_E A forts. Consider two campaigns created by the

15 = Hispanic agency Conill Advertising for two
ﬁ' . very different Toyota brands: the full-size
: Tundra pickup truck and the Lexus.®

* s KINSHY
!;nufr‘f"e?tmv‘g““‘

The Tundra is a high-volume seller among
Mexican immigrants in the Southwest
who are characterized as Jefes, local heroes
considered pillars of strength in their com-

(@ Targeting Hispanic Americans: Burger King sponsors an annual family-oriented - i
FUTBOL KINGDOM national soccer tour in eight major Hispanic markets across the munities. To reach that consumer, Conill
United States. devised a campaign that catered to EI Jefe’s
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(@ P&G’s roots run deep in targeting
African American consumers. For
example, its Cover Girl Queen Latifah
line is specially formulated "to
celebrate the beauty of women of
color.”
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penchant for the national Mexican sport of charreadas (Mexican-style rodeos). The pitch:
The Tundra is as tough as the guy who gets behind the wheel.

Conill’s campaign for Lexus couldn’t be more different. For Lexus, the agency tar-
geted the luxury market in Miami, reaching out to affluent Hispanic Americans who
appreciate refinement, art, and culture with a campaign that centered on art and de-
sign. The result was a brightly displayed Lexus print campaign placed in local His-
panic lifestyle magazines that helped move Lexus from the fourth-ranked player in the
Miami luxury car market to market leader in only 18 months.

African American Consumers. With an annual buying power of $913 billion, estimated
to reach $1.2 trillion by 2013, the nation’s 42 million African American consumers also attract
much marketing attention. The U.S. black population is growing in affluence and sophisti-
cation. Although more price conscious than other segments, blacks are also strongly moti-
vated by quality and selection. Brands are important. So is shopping. Black consumers seem
to enjoy shopping more than other groups, even for something as mundane as groceries.”

In recent years, many companies have developed special products, appeals, and mar-
keting programs for African American consumers. For example, P&G’s roots run deep in
this market. P&G has long been the leader in African American advertising, spending nearly
twice as much as the second-place spender. It has a long history of using black spokespeo-
ple in its ads, beginning in 1969 with entertainer Bill Cosby endorsing Crest. Today, you'll
see Angela Bassett promoting the benefits of Olay body lotion for black skin, Derek Jeter dis-
cussing the virtues of Gillette razors and deodorant, and @ Queen Latifah in commercials
promoting a CoverGirl line for women of color.? In addition to traditional product market-
ing efforts, P&G also supports a broader “My Black Is Beautiful” movement.’

Created by a group of African American women at P&G, the campaign aims “to ignite
and support a sustained national conversation by, for, and about black women.” P&G
discovered that black women spend, on average, three times more than the general mar-
ket onbeauty products. Yet, 71 percent of black women feel they re portrayed worse than
other women in media and advertising. Supported by brands such as Crest, Pantene
Pro-V Relaxed & Natural, CoverGirl Queen Collection, and Olay Definity, the goals of the
My Black Is Beautiful movement are to make all black girls and women feel beautiful re-
gardless of skin tone or origin and, of course, to forge a closer relationship between P&G
brands and African American consumers in the process. With P&G as the main sponsor, My
Black Is Beautiful includes traditional television programming and Webisodes featuring in-
terviews, vignettes, and style tips focusing on African American beauty.

Asian American Consumers. Asian Americans are the most affluent U.S. demo-
graphic segment. They now number nearly 15 million and wield more than $500 billion
in annual spending power, expected to reach $750 billion in 2013. They are the second-
fastest-growing population subsegment after Hispanic Americans. And like Hispanic
Americans, they are a diverse group. Chinese Americans constitute the largest group, fol-
lowed by Filipinos, Asian Indians, Vietnamese, Korean Americans, and Japanese Ameri-
cans. Asian consumers may be the most tech-savvy segment; more than 90 percent of Asian
Americans go online regularly and are most comfortable with Internet technologies such
as online banking.'

As a group, Asian consumers shop frequently and are the most brand conscious of all
the ethnic groups. They can be fiercely brand loyal. As a result, many firms are now target-
ing the Asian American market, companies like State Farm, McDonald’s, Verizon, Toyota,
and Walmart. For example, among its many other Asian American targeting efforts,
McDonald’s has built a special Web site for this segment (www.myinspirasian.com), offered
in both English and Asian languages. The fun and involving, community-oriented site high-
lights how McDonald'’s is working with and serving the Asian American community.

State Farm has also developed comprehensive advertising, marketing, and public rela-
tions campaigns that have helped it to gain significant brand equity and market share
among Asian American consumers. It even recast its familiar “Like a good neighbor, State
Farm is there,” tagline so that it would retain the spirit of the original line but better resonate


www.myinspirasian.com
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with each Asian American market. @ For example, the Chinese version
translates back into English as “With a good neighbor, you are reassured
every day.” But State Farm’s commitment to the Asian American community
goes well beyond just slogans. “Being a good neighbor today means invest-
ing in tomorrow’s leaders,” says State Farm’s vice president of multicultural
business development. Over the years, State Farm has invested in “provid-
ing leadership opportunities for [Asian American] youth, teen auto-safety
programs, youth and college education-excellence opportunities, financial
education for all age groups, and community developmemt."11

Mature Consumers. As the U.S. population ages, mature consumers
are becoming a very attractive market. By 2015, when all the baby
boomers will be 50-plus, people ages 50 to 75 will account for 40 percent
of adult consumers. By 2030, adults ages 65 and older will represent
nearly 20 percent of the population. And these mature consumer seg-
ments boast the most expendable cash. The 50-plus consumer segment
now accounts for nearly 50 percent of all consumer spending, more than
any current or previous generation. They have 2.5 times the discretionary
buying power of those ages 18 to 34. As one marketing executive puts it,
they have “assets, not allowances.” Despite some financial setbacks re-
sulting from the recent economic crisis, mature consumers remain an at-
tractive market for companies in all industries, from pharmaceuticals,
furniture, groceries, beauty products, and clothing to consumer electron-
ics, travel and entertainment, and financial services.!?

For decades, many marketers stereotyped mature consumers as dod-
dering, impoverished shut-ins who are less willing to change brands. One
problem: Brand managers and advertising copywriters tend to be
younger. “Ask them to do an ad targeting the 50-plus demographic,” be-
B StateFarm moans one marketer, “and they’ll default to a gray-haired senior living on
abeach trailed by an aging golden retriever.” For example, in a recent sur-
vey, advertising professionals regarded the term over the hill as meaning
people over 57. In contrast, baby boomer respondents related the term to
@ Targeting Asian Americans: State Farm has developed people over age 75."
comprehensive advertising, marketing, and public
relations campaigns that have helped it to gain significant
brand equity among Asian American consumers.

As a group, however, mature consumers are anything but “stuck in
their ways.” To the contrary, a recent AARP study showed that older
consumers for products such as stereos, computers, and mobile phones
are more willing to shop around and switch brands than their younger
counterparts. For example, notes one expert, “some 25 percent of Apple’s iPhones—the
epitome of cool, cutting-edge product—have been bought by people over 50.”**

And in reality, people whose ages would seem to place them squarely in the “old” cat-
egory usually don’t act old or see themselves that way. Thanks to advances in longevity,
people are redefining what the mature life stage means. “They’re having a second middle-
age before becoming elderly,” says a generational marketing expert. Marketers need to ap-
peal to these consumers in a vibrant but authentic way.”

Today’s mature consumers create an attractive market for convenience services. For
example, Home Depot and Lowe’s now target older consumers who are less enthusiastic
about do-it-yourself chores than with “do-it-for-me” handyman services. And their desire to
be active and look as young as they feel makes more-mature consumers good candidates for
cosmetics and personal care products, health foods, fitness products, and other items that
combat the effects of aging. The best strategy is to appeal to their active, multidimensional
lives. @ For example, a recent Jeep ad in the AARP magazine features a mature consumer
who’s nowhere near “elderly,” at least in her own view. “I know you're only as old as you
feel, and I still feel 30. I can text, but I prefer to talk. I'll do a bake sale and hit a few trails, too.
The grandkids say I'm ‘really cool now,” but what they don’t know is, I always was.” The ad
concludes: “Ilive. I ride. I am. Jeep.”
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(@ Targeting mature consumers: In this AARP magazine ad, Jeep
targets the mature consumers who see themselves as anything
but elderly. “The grandkids say I'm ‘really cool now,’ but what
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Social Class

Almost every society has some form of social class structure. Social
classes are society’s relatively permanent and ordered divisions
whose members share similar values, interests, and behaviors. So-
cial scientists have identified the seven American social classes
shown in @ Figure 5.3.

Social class is not determined by a single factor, such as in-
come, but is measured as a combination of occupation, income, ed-
ucation, wealth, and other variables. In some social systems,
members of different classes are reared for certain roles and cannot
change their social positions. In the United States, however, the
lines between social classes are not fixed and rigid; people can
move to a higher social class or drop into a lower one.

Marketers are interested in social class because people within
a given social class tend to exhibit similar buying behavior. Social
classes show distinct product and brand preferences in areas such
as clothing, home furnishings, leisure activity, and automobiles.

Social Factors

A consumer’s behavior also is influenced by social factors, such as
the consumer’s small groups, family, and social roles and status.

Groups and Social Networks

Many small groups influence a person’s behavior. Groups that
have a direct influence and to which a person belongs are called
membership groups. In contrast, reference groups serve as direct

they don’t know is, | always was.”

Social class

Relatively permanent and ordered
divisions in a society whose members
share similar values, interests, and
behaviors.

Group
Two or more people who interact to
accomplish individual or mutual goals.

Opinion leader

A person within a reference group who,
because of special skills, knowledge,
personality, or other characteristics, exerts
social influence on others.

(face-to-face) or indirect points of comparison or reference in form-
ing a person’s attitudes or behavior. People often are influenced by
reference groups to which they do not belong. For example, an as-
pirational group is one to which the individual wishes to belong, as when a young basket-
ball player hopes to someday emulate basketball star LeBron James and play in the National
Basketball Association (NBA).

Marketers try to identify the reference groups of their target markets. Reference groups
expose a person to new behaviors and lifestyles, influence the person’s attitudes and self-
concept, and create pressures to conform that may affect the person’s product and brand
choices. The importance of group influence varies across products and brands. It tends to be
strongest when the product is visible to others whom the buyer respects.

Word-of-Mouth Influence and Buzz Marketing. Word-of-mouth influence can have a
powerful impact on consumer buying behavior. The personal words and recommendations
of trusted friends, associates, and other consumers tend to be more credible than those com-
ing from commercial sources, such as advertisements or salespeople. Most word-of-mouth
influence happens naturally: Consumers start chatting about a brand they use or feel
strongly about one way or the other. Often, however, rather than leaving it to chance, mar-
keters can help to create positive conversations about their brands.

Marketers of brands subjected to strong group influence must figure out how to reach
opinion leaders—people within a reference group who, because of special skills, knowl-
edge, personality, or other characteristics, exert social influence on others. Some experts call
this group the influentials or leading adopters. When these influentials talk, consumers listen.
Marketers try to identify opinion leaders for their products and direct marketing efforts to-
ward them.

Buzz marketing involves enlisting or even creating opinion leaders to serve as “brand am-
bassadors” who spread the word about a company’s products. Many companies now create



140 Part Two | Understanding the Marketplace and Consumers

@ FIGURE | 5.3
The Major American
Social Classes

Upper Class

Upper Uppers (1 percent): The social elite who live on inherited wealth. They
give large sums to charity, own more than one home, and send their children to
the finest schools.

Lower Uppers (2 percent): Americans who have earned high income or wealth
through exceptional ability. They are active in social and civic affairs and buy
expensive homes, educations, and cars.

Wealth

Middle Class

Upper Middles (12 percent): Professionals, independent businesspersons, and
corporate managers who possess neither family status nor unusual wealth.
They believe in education, are joiners and highly civic minded, and want the
“pbetter things in life”

Education

Middle Class (32 percent): Average-pay white- and blue-collar workers who live
on “the better side of town.” They buy popular products to keep up with trends.
Better living means owning a nice home in a nice neighborhood with good
schools.

America’s social classes show distinct
brand preferences. Social class is not
determined by a single factor but by a
combination of all of these factors.

Working Class

Working Class (38 percent): Those who lead a “working-class lifestyle,”
whatever their income, school background, or job. They depend heavily on
relatives for economic and emotional support, advice on purchases, and
assistance in times of trouble.

Occupation

Lower Class

Upper Lowers (9 percent): The working poor. Although their living standard is
just above poverty, they strive toward a higher class. However, they often lack
education and are poorly paid for unskilled work.

Income

Lower Lowers (7 percent): Visibly poor, often poorly educated unskilled laborers.
They are often out of work, and some depend on public assistance. They tend to
live a day-to-day existence.

brand ambassador programs in an attempt to turn influential but everyday customers into brand
evangelists. A recent study found that such programs can increase the effectiveness of word-of-
mouth marketing efforts by as much as 50 percen’c.16 @ For example, JetBlue’s CrewBlue program
employs real customers to create buzz on college campuses.”

Over the past few years, the JetBlue CrewBlue program has recruited a small army of
college student ambassadors—all loyal JetBlue lovers. CrewBlue representatives advise
JetBlue on its campus marketing efforts, talk up
the brand to other students, and help organize
campus events, such as JetBlue’s BlueDay. Held
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There's no airline hotter than
JelBlue. IUs defined a new standard
for traveling cool. CrewBlue not only
organized parties, like Hawaiian-

in creating a new marketing
campaign for the airline. By getting
involved in the creation process,
they got to see thelr ideas come to
life (and jel for free, loo). Reps nol
only got serious perks, but had the
chanra to sponsor events and he
copilot to brand higwigs. Not a had
gig for your spare time, huh’?

@ Brand ambassadors: JetBlue’s CrewBlue program employs real customers
to create buzz on college campuses.

each fall on 21 campuses, the highly successful
event urges students to wear outlandish blue cos-
tumes (and, on occasion, blue skin and hair). Stu-
dents with the best costumes are each given a pair
of free airline tickets.

The CrewBlue ambassadors are crucial to
the success of JetBlue’s campus marketing efforts:
“Students know what kinds of activities are impor-
tant to other kids, what we should say to them in
our marketing, and how we should say it,” says a
JetBlue marketing executive. You might think that
such brand ambassadors would be perceived as
hucksters—or, worse, as annoying evangelists



Online social networks

Online social communities—blogs, social
networking Web sites, or even virtual
worlds—where people socialize or
exchange information and opinions.
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best avoided. Not so, says the executive. “Our brand ambassadors are seen by their col-
lege friends as entrepreneurial, creative people.” What they aren’t, he adds, are the super-
cool people on campus who are typically thought of as influentials. The best ambassadors,
says the executive, are “friendly, everyday brand loyalists who love to talk to people.”

Online Social Networks. Over the past few years, a new type of social interaction has
exploded onto the scene—online social networking. Online social networks are online
communities where people socialize or exchange information and opinions. Social net-
working media range from blogs (Gizmodo) and message boards (Craigslist) to social net-
working Web sites (Facebook and Twitter) and virtual worlds (Second Life). This new
form of consumer-to-consumer and business-to-consumer dialog has big implications for
marketers.

Marketers are working to harness the power of these new social networks and other
“word-of-Web” opportunities to promote their products and build closer customer relation-
ships. Instead of throwing more one-way commercial messages at consumers, they hope to
use the Internet and social networks to interact with consumers and become a part of their
conversations and lives (see Real Marketing 5.1).

For example, brands ranging from Burger King and American Greetings to the Chicago
Bulls are tweeting on Twitter. Jeep connects with customers via a community page that links
to photos on Flickr, the company’s Facebook and MySpace pages, and a list of enthusiast
groups. Southwest Airlines employees share stories with each other and customers on the
company’s “Nuts about Southwest” blog. And during the 2010 winter Olympics, VISA
launched a “Go World” microsite featuring athlete videos, photos, and widgets that tied into
nets like Facebook. VISA customized the campaign for
global markets, featuring a different set of athletes for
Canada and Russia.'®

Other companies regularly post ads or custom
videos on video-sharing sites such as YouTube. For ex-
ample, Toyota developed two YouTube channels to
market its Corolla. One of these channels, Sketchies 11,
hosted a competition offering cash and prizes worth
$40,000 for the best user-generated comedy sketches.
The most-watched video received some 900,000 views.
@ Similarly, small Blendtec has developed a kind of
cult following for its flood of “Will It Blend?” videos, in
which the seemingly indestructible Blendtec Total
Blender grinds everything from a hockey puck and a
golf club to an iPhone and iPad into dust. The low-cost,
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@ Using online social networks: Blendtec has developed a kind of cult
following for its flood of “Will It Blend?” videos on YouTube, resulting in a

fivefold increase in Blendtec’s sales.

simple idea led to a fivefold increase in Blendtec’s

But it can

W the 19
e.er:nmy has been Sales.

Tt But marketers must be careful when tapping into
online social networks. Results are difficult to measure
and control. Ultimately, the users control the content,
so social network marketing attempts can easily back-
fire. We will dig deeper into online social networks as
a marketing tool in Chapter 17.

Family

Family members can strongly influence buyer behavior. The family is the most important
consumer buying organization in society, and it has been researched extensively. Marketers
are interested in the roles and influence of the husband, wife, and children on the purchase
of different products and services.

Husband-wife involvement varies widely by product category and by stage in the buy-
ing process. Buying roles change with evolving consumer lifestyles. In the United States, the
wife traditionally has been the main purchasing agent for the family in the areas of food,
household products, and clothing. But with 70 percent of women holding jobs outside the
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Real Marketing 5.1

Word of Web: Harnessing the Power

of Online Social Influence

People love talking with others about things
that make them happy—including their fa-
vorite products and brands. Say you really like
JetBlue Airways—they fly with flair and get
you there at an affordable price. Or you just
plain love your new Sony GPS camera—it's too
cool to keep to yourself. In the old days, you'd
have chatted up these brands with a few
friends and family members. But these days,
thanks to online technology, anyone can share
brand experiences with thousands, even mil-
lions, of other consumers via the Web.

In response, marketers are now feverishly
working to harness today’s newfound tech-
nologies and get people talking about and in-
teracting with their brands online. Whether it's
creating online brand ambassadors, tapping
into existing online influentials and social net-
works, or developing conversation-provoking
events and videos, the Web is awash with mar-
keter attempts to create brand conversations
and involvement online.

A company can start by creating its own
online brand evangelists. For example, Sony
used online brand ambassadors to jump-start
the launch of its new GPS camera, a high-tech
device that lets you record the exact location
of every picture you take and later map them
out online using Google Maps. The company
selected 25 customers who like to travel, take
pictures, and blog; gave them a camera; and
taught them how to use it. Then it encouraged
the ambassadors to show the camera to
friends, associates, and anyone else who
asked; hand out discount coupons; and blog
weekly about their travel and picture-taking
adventures on a dedicated Sony microsite and
a host of social networking sites.

Similarly, Coca-Cola recently launched
Expedition 206, which dispatched three “Hap-
piness Ambassadors”—chosen in an online
vote—on a 365-day journey across the 206
countries where Coca-Cola products are sold.
Their mission was to document “what makes
people happy” around the world and share
their experiences with consumers worldwide
through blogs, tweets, videos, and pictures

posted on Facebook, Twitter, YouTube, Flickr,
and an official Expedition 206 Web site. Fans
following the adventure served as “virtual
travel agents,” suggesting places the Happi-
ness Ambassadors might go and what they
might do. The ambassadors generated lots of
online buzz, all within the context of Coca-
Cola’s broader “Open Happiness” marketing
campaign. The idea was to create brand-
related conversations, not immediate sales.
“It's not about having the Coca-Cola brand
first and foremost,” said a Coca-Cola social
media marketer. “It's about telling the story
that involves . . . what Coca-Cola is about, op-
timism and joy.”

Beyond creating their own brand ambas-
sadors, companies looking to harness the
Web's social power can work with the army of
self-made influencers already plying today’s
Internet—independent blog-
gers. The blogosphere has
exploded onto the scene in

recent years. Two-thirds of all | sl b SO
,315 Mountain Dew
D58 wa e ihrowback  Drwmocracy

JOIN THE MOVEMENT.
HELP CREATE A NEW DEW.

U.S. Internet users now read
blogs regularly and nearly
one-third write one. Believe
it or not, there are almost as
many people making a living
as bloggers as there are
lawyers. No matter what the
interest area, there are prob-
ably hundreds of bloggers
covering it. Moreover, re-
search shows that 90 percent
of bloggers post about their
favorite and least favorite
brands.

As a result, most compa-
nies try to form relationships
with influential bloggers.
For example, Panasonic re-
cruited five big-name tech
bloggers to travel to a recent
consumer electronics show
and share their impressions,
including Panasonic product
reviews, with their readers

THREE REMAIN. O

WE HAVE OUR WINNERS

via blog posts, Twitter updates, and YouTube
videos. Although Panasonic paid the bloggers’
travel and event expenses and loaned them
digital camcorders and cameras, it had—and
wanted—no say in what the bloggers posted.
And the bloggers freely and fully disclosed
Panasonic’s sponsorship. Still, the resulting
“sponsored conversations” let Panasonic tap
into the groundswell of Internet buzz sur-
rounding the show. “When you give [blog-
gers] equipment and they love it, just like any
other consumer they’ll evangelize it,” says a
Panasonic spokesperson.

The key is to find bloggers who have
strong networks of relevant readers, a credible
voice, and a good fit with the brand. For exam-
ple, companies ranging from P&G and John-
son & Johnson to Walmart work closely with
influential “mommy bloggers.” And you'll no
doubt cross paths with the likes of climbers
blogging for North Face, bikers blogging for
Harley-Davidson, and shoppers blogging for
Whole Foods Market or Trader Joe’s.

Perhaps the best way to generate brand
conversations and social involvement on the
Web is simply to do something conversation
worthy—to actually involve people with the
brand online. Pepsi's Mountain Dew brand
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Harnessing online influence: Mountain Dew runs
“DEWmocracy” campaigns that invite avid Mountain Dew
customers to participate at all levels in launching a new
Mountain Dew flavor.




runs “DEWmocracy” campaigns that invite
avid Mountain Dew customers to participate
at all levels in launching a new Mountain
Dew flavor, from choosing and naming the
flavor to designing the can to submitting and
selecting TV commercials and even picking
an ad agency and media. Presented through
a dedicated Web site, as well as Facebook,
Twitter, Flickr, and other public network
pages, DEWmocracy has been a perfect fo-
rum for getting youthful, socially savvy Dew
drinkers talking with each other and the
company about the brand. For example,
Mountain Dew's Facebook fan page grew five-
fold at the launch of the latest DEWmocracy
campaign.

Ironically, one of the simplest means of
capturing social influence through the Web is
one of the oldest—produce a good ad that
gets people talking. But in this day and age,
both the ads and the media have changed.
Almost every brand, large and small, is now
creating innovative brand-sponsored videos,
posting them online, and hoping they'll go vi-
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ads to intricate 10- or 12-minute film shorts.
Last year’s ten most innovative viral videos, as
rated by social media guide Mashable.com,
included everything from a very creative
three-minute ad for a small Charlotte, North
Carolina, ad agency to longer videos from
giants such as Samsung and Volkswagen.
Such videos can create lots of attention and
talk. One five-minute action video for In-
spired Bicycles garnered 15 million rapt views,
while a 12-minute love story for Schweppes
drew nearly four million views and critical
acclaim.

So, whether through online ambassadors,
bloggers, social networks, or talked-about
videos and events, companies are finding inno-
vative ways to tap social influence online. Called
word-of-Web, it's growing fast as the place to
be—for both consumers and marketers. Last
year, the time consumers spent on social net-
working sites nearly tripled; marketer spending
at those sites nearly kept pace. “Social [media] is
one of the key trends driving business,” says a
social marketing executive. “It's more than pure
marketing. It's about fast connections with cus-
tomers and building an ongoing relationship.”

Sources: Elisabeth A. Sullivan, “Blog Savvy,” Marketing News, November 15, 2009, p. 8; Mark Penn, “America’s
Newest Profession: Bloggers for Hire,” Wall Street Journal, April 21, 2009, www.wsj.com; Emily Fredrix, “Coca-
Cola Sends 3 Bloggers Around the World,” Forbes, October 21, 2009, accessed at www.forbes.com; Ellen McGirt,
“Mr. Social: Ashton Kutcher Plans to Be the Next New-Media Mogul,” Fast Company, December 1, 2009, accessed
at www.fastcompany.com; Lisa Lacy, “Nielsen: Social Ad Spending Up Sharply,” September 25, 2009, www.clickz
.com/3635095/print; Josh Warner, “The Ten Most Viral Videos of 2009,” December 7, 2009, accessed at www
.mashable.com, December 7, 2009; Natalie Zmuda, “Why Mountain Dew Let Skater Dudes Take Control of Its
Marketing,” Advertising Age, February 22, 2010, p. 30; Laurie Sullivan, “Mountain Dew Fans Crowdsourced Ad
Media Buys,” MediaPost News, May 24, 2010, accessed at www.mediapost.com; and information from www
.expedition206.com/e206_ambassadors.aspx and www.youtube.com/watch?v=MhAmMosaG7Y, accessed

ral. The videos range from traditional 60-second ~ March 2010.

home and the willingness of husbands to do more of the family’s purchasing, all this is
changing. A recent study found that 65 percent of men grocery shop regularly and prepare
at least one meal a week for others in the household. At the same time, women now influ-
ence 65 percent of all new car purchases, 91 percent of new home purchases, and 92 percent
of vacation purchases. In all, women make almost 85 percent of all family purchases and con-
trol some 73 percent of all household spending. Says one analyst, “today’s woman is . . . the
designated chief operating officer of the home.”?

Such changes suggest that marketers in industries that have sold their products to only
men or only women are now courting the opposite sex. For example, today women account
for 50 percent of all technology purchases. ® So consumer electronics companies are in-
creasingly designing products that are easier to use and more appealing to female buyers:*'

Consumer electronics engineers and designers are bringing a more feminine sensibil-
ity to products historically shaped by masculine tastes, habits, and requirements. De-
signs are more “feminine and softer,” rather than masculine and angular. But many of
the new touches are more subtle, like the wider spacing of the keys on a Sony netbook
computer. It accommodates the longer fingernails that women tend to have. Some of
the latest cell phones made by LG Electronics have the cameras” automatic focus cali-
brated to arms’ length. The company observed that young women are fond of taking
pictures of themselves with a friend. Men, not so much. Nikon and Olympus recently
introduced lines of lighter, more compact, and easy-to-use digital, single-lens reflex
cameras that were designed with women in mind because they tend to be a family’s
primary keeper of memories.


www.wsj.com
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x ' } 3} However, marketers must be careful to avoid insensitive
stereotypes. For example, last year Dell launched the Della Web
site, geared toward women. The Web site emphasized colors, com-
puter accessories, and tips for counting calories and finding recipes.
Many women consumers were offended, describing the site as
“slick but disconcerting” and “condescending.” On the flip side,
one stay-at-home dad and blogger (“Rebel Dad”) took diaper
brand Pampers to task for sending him its annual Mother’s Day
e-mail, with the friendly and personalized greeting: “Happy
Mother’s Day, Brian!” Said Rebel Dad in a letter to Pampers, “Every
year, you blanket me (and, presumably tens of thousands of other
dads) with a sweet reminder that one [you] still assume that every
person who wants diaper coupons is a woman. That's dumb.”*

Children may also have a strong influence on family buying
decisions. The nation’s 36 million children ages 8 to 12 wield an
estimated $30 billion in disposable income. They also influence
an additional $150 billion that their families spend on them in ar-
eas such as food, clothing, entertainment, and personal care
items. One study found that kids significantly influence family
decisions about everything from where they take vacations to
what cars and cell phones they buy.”

For example, to encourage families to take their children
out to eat again following the recent recession, casual restau-
rants reached out to children with everything from sophisticated
children’s menus and special deals to a wealth of kid-focused ac-
tivities. At Applebee’s, children eat free on Mondays with the
purchase of an adult entrée. Carrabba’s Italian Grill gives chil-
dren a ball of dough, pepperoni slices, and cheese so they can

@ Family buying: Family buying roles are changing. For example, make their own pizzas at the table, which are then cooked in the
65 percent of men grocery shop regularly while women influence

50 percent of all new technology purchases. Technology ] )
companies are redesigning their products accordingly. seated, the Roy’s server learns their names (and addresses them

by name throughout the meal). “We want them to get excited

and happy immediately,” says a Roy’s executive. Other kids
perks at Roy’s include portable DVD players with movies and headphones on request and
sundaes with kids’ names written in chocolate. “They love seeing their name in chocolate,”
says a Roy’s executive. Roy’s big-hearted commitment to children’s happiness is a no-
brainer. Happy children equal happy parents.?*

kitchen. And at Roy’s Restaurants, as soon as children are

Roles and Status

A person belongs to many groups—family, clubs, organizations, online communities. The
person’s position in each group can be defined in terms of both role and status. A role con-
sists of the activities people are expected to perform according to the people around them.
Each role carries a status reflecting the general esteem given to it by society.

People usually choose products appropriate to their roles and status. Consider the var-
ious roles a working mother plays. In her company, she plays the role of a brand manager;
in her family, she plays the role of wife and mother; at her favorite sporting events, she plays
the role of avid fan. As a brand manager, she will buy the kind of clothing that reflects her
role and status in her company.

Personal Factors

A buyer’s decisions also are influenced by personal characteristics such as the buyer’s age
and life-cycle stage, occupation, economic situation, lifestyle, and personality and self-concept.
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Age and Life-Cycle Stage

People change the goods and services they buy over their lifetimes. Tastes in food, clothes,

furniture, and recreation are often age related. Buying is also shaped by the stage of the fam-
ily life cycle—the stages through which families might pass as they mature over time. Life-

stage changes usually result from demographics and life-changing events—marriage,

having children, purchasing a home, divorce, children going to college, changes in personal
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HOUSEHOLD SEGMENTATION
REACHES A NEW LEVEL OF ACCURACY
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@ Life-stage segmentation: PersonicX’s 21 life-
stage groupings let marketers see customers as
they really are and target them precisely.
“People aren’t just a parent or only a doctor or
simply a scuba diver. They are all of these
things.”

income, moving out of the house, and retirement. Marketers often define their tar-
get markets in terms of life-cycle stage and develop appropriate products and mar-
keting plans for each stage.

@ Consumer information giant Acxiom’s PersonicX life-stage segmentation
system places U.S. households into one of 70 consumer segments and 21 life-stage
groups, based on specific consumer behavior and demographic characteristics.
PersonicX includes life-stage groups with names such as Beginnings, Taking Hold,
Cash & Careers, Jumbo Families, Transition Blues, Our Turn, Golden Years, and Active
Elders. For example, the Taking Hold group consists of young, energetic, well-
funded couples and young families who are busy with their careers, social lives,
and interests, especially fitness and active recreation. Transition Blues are blue-
collar, less-educated, mid-income consumers who are transitioning to stable lives
and talking about marriage and children.

“Consumers experience many life-stage changes during their lifetimes,” says
Acxiom. “As their life stages change, so do their behaviors and purchasing prefer-
ences. Marketers who are armed with the data to understand the timing and
makeup of life-stage changes among their customers will have a distinct advantage
over their competitors.”*

In line with today’s tougher economic times, Acxiom has also developed a
set of economic life-stage segments, including groups such as Squeaking By, Eye
on Essentials, Tight with a Purpose, It’s My Life, Full Speed Ahead, and Potential Re-
bounders. The Potential Rebounders are those more likely to loosen up on spend-
ing sooner. This group appears more likely than other segments to use online
research before purchasing electronics, appliances, home decor, and jewelry.
Thus, home improvement retailers appealing to this segment should have a
strong online presence, providing pricing, features and benefits, and product
availability.

Occupation

A person’s occupation affects the goods and services bought. Blue-collar workers
tend to buy more rugged work clothes, whereas executives buy more business suits.
Marketers try to identify the occupational groups that have an above-average inter-
est in their products and services. A company can even specialize in making prod-
ucts needed by a given occupational group.

For example, Carhartt makes rugged, durable, no-nonsense work clothes—
what it calls “original equipment for the American worker. From coats to jack-
ets, bibs to overalls . . . if the apparel carries the name Carhartt, the performance
will be legendary.” Its Web site carries real-life testimonials of hard-working
Carhartt customers. One electrician, battling the cold in Canada’s arctic region,
reports wearing Carhartt’s lined Arctic bib overalls, Arctic jacket, and other
clothing for more than two years without a single “popped button, ripped
pocket seam, or stuck zipper.” And a railroadman in northern New York, who's
spent years walking rough railroad beds, climbing around trains, and switching
cars in conditions ranging from extreme heat to frigid cold, calls his trusty
brown Carhartt jacket part of his “survival gear—like a bulletproof vest is to a

policeman.”®
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Economic Situation

A person’s economic situation will affect his or her store and product choices. Marketers watch
trends in personal income, savings, and interest rates. Following the recent recession, most com-
panies have taken steps to redesign, reposition, and reprice their products. For example, at Tar-
get, to counter the effects of the recession, “cheap has taken over chic.” The discount retailer
unveiled “The Great Save,” a nationwide event featuring low prices on a variety of products.
“The Great Save is a way for Target to offer our guests exceptional deals on everyday
essentials—a treasure-hunt experience with a variety of exciting designer brands,” says a Tar-
get marketing vice president. “This event is a fresh approach to meeting our guests” evolving
needs [by letting them] save even more at Target.” Says another Target marketer, “Our [tagline]
is ‘Expect more. Pay less.” [These days,] we're putting more emphasis on the pay less promise.”*

Lifestyle

People coming from the same subculture, social class, and occupation may have quite dif-
Lifestyle ferent lifestyles. Lifestyle is a person’s pattern of living as expressed in his or her psycho-
A person’s pattern of living as expressed graphics. It involves measuring consumers’ major AIO dimensions—activities (work,
in his or her activities, interests, and hobbies, shopping, sports, social events), interests (food, fashion, family, recreation), and

opinions. opinions (about themselves, social issues, business, products). Lifestyle captures something

more than the person’s social class or personality. It profiles a person’s whole pattern of act-
ing and interacting in the world.

When used carefully, the lifestyle concept can help marketers understand changing con-
sumer values and how they affect buying behavior. Consumers don’t just buy products; they
buy the values and lifestyles those products represent. @ For example, Triumph doesn’t just
sell motorcycles; it sells an independent, “Go your own way” lifestyle. And lifestyle shoe-
maker Merrell says “Let’s Get Outside.” Says one marketer,
“People’s product choices are becoming more and more like

value choices. It’s not, ‘I like this water, the way it tastes.” It's ‘I
l u M P feel like this car, or this show, is more reflective of who I am.””??
For example, retailer Anthropologie, with its whimsical,
GO YOUR OWN WAY French flea market store atmosphere, sells a bohemian-chic
lifestyle to which its young women customers aspire:

In downtown San Francisco, which is teeming with both high-
end and cheap chic outlets, Anthropologie is a mecca. It evokes
hole-in-the-wall antique stores, Parisian boutiques, flea mar-
kets, and Grandma’s kitchen in one fell swoop. It’s a lifestyle
emporium that you want to move into, or at least have a small
piece of, even if it’s just a lacquered light switch cover or retro

| T tea towel. When customers enter an Anthropologie, they im-
7R \ _ \ mediately leave behind the sterile mall or not-so-sterile street

o

and are transported into another lifestyle. In freestanding
stores, Anthropologie’s expressive exteriors also reflect local
lifestyles. In Burlingame, California, the Anthropologie store is
reminiscent of the northern California coast with concrete and
wood. In Albuquerque, New Mexico, located in a lifestyle cen-
ter, the store features painted reclaimed wood to emulate sur-
rounding rock, soil, and mesas of the area. Down South in
Huntsville, Alabama, Anthropologie went for a lush, green de-
sign that features planting boxes with seasonal plants. As a re-

@ Lifestyle: Triumph doesn’t just sell motorcycles; it sells an sult, even when retail sales in general have slumped,
independent, “Go your own way” lifestyle. Anthropologie’s sales have continued to grow.”

Personality and Self-Concept

Personality Each person'’s distinct personality influences his or her buying behavior. Personality refers
The unique psychological characteristics to the unique psychological characteristics that distinguish a person or group. Personality
that distinguish a person or group. is usually described in terms of traits such as self-confidence, dominance, sociability, auton-



Motive (drive)
A need that is sufficiently pressing to direct
the person to seek satisfaction of the need.
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omy, defensiveness, adaptability, and aggressiveness. Personality can be useful in analyzing
consumer behavior for certain product or brand choices.

The idea is that brands also have personalities, and consumers are likely to choose
brands with personalities that match their own. A brand personality is the specific mix of hu-
man traits that may be attributed to a particular brand. One researcher identified five
brand personality traits: sincerity (down-to-earth, honest, wholesome, and cheerful);
excitement (daring, spirited, imaginative, and up-to-date); competence (reliable, intelligent,
and successful); sophistication (upper class and charming); and ruggedness (outdoorsy and
tough).*

Most well-known brands are strongly associated with one particular trait: Jeep with
“ruggedness,” Apple with “excitement,” CNN with “competence,” and Dove with “sincer-
ity.” Hence, these brands will attract persons who are high on the same personality traits.

Many marketers use a concept related to personality—a person’s self-concept (also called
self-image). The idea is that people’s possessions contribute to and reflect their identities—that
is, “we are what we have.” Thus, to understand consumer behavior, marketers must first un-
derstand the relationship between consumer self-concept and possessions.

Apple applied these concepts in its long-running “Get a Mac” ad series that character-
ized two people as computers: one guy played the part of an Apple Mac, and the other
played a personal computer (PC). The two had very different personalities and self-
concepts. “Hello, I'm a Mac,” said the guy on the right, who was younger and dressed in
jeans. “And I'm a PC,” said the one on the left, who was wearing dweeby glasses and a jacket
and tie. The two men discussed the relative advantages of Macs versus PCs, with the Mac
coming out on top. The ads presented the Mac brand personality as young, laid back, and
cool. The PC was portrayed as buttoned down, corporate, and a bit dorky. The message? If
you saw yourself as young and with it, you needed a Mac.*!

Psychological Factors

A person’s buying choices are further influenced by four major psychological factors:
motivation, perception, learning, and beliefs and attitudes.

Motivation

A person has many needs at any given time. Some are biological, arising from states of ten-
sion such as hunger, thirst, or discomfort. Others are psychological, arising from the need
for recognition, esteem, or belonging. A need becomes a motive when it is aroused to a suf-
ficient level of intensity. A motive (or drive) is a need that is sufficiently pressing to direct
the person to seek satisfaction. Psychologists have developed theories of human motivation.
Two of the most popular—the theories of Sigmund Freud and Abraham Maslow—have
quite different meanings for consumer analysis and marketing.

Sigmund Freud assumed that people are largely uncon-
scious about the real psychological forces shaping their behav-
ior. He saw the person as growing up and repressing many
urges. These urges are never eliminated or under perfect control;
they emerge in dreams, in slips of the tongue, in neurotic and ob-
sessive behavior, or, ultimately, in psychoses.

Freud’s theory suggests that a person’s buying decisions are
affected by subconscious motives that even the buyer may not
fully understand. @ Thus, an aging baby boomer who buys a
sporty BMW Z4 Roadster convertible might explain that he sim-
ply likes the feel of the wind in his thinning hair. At a deeper
level, he may be trying to impress others with his success. At a
still deeper level, he may be buying the car to feel young and in-
dependent again.

(@ Motivation: an aging baby boomer who buys a sporty

The term motivation research refers to qualitative research
designed to probe consumers’ hidden, subconscious motiva-

convertible might explain that he simply likes the feel of the wind
in his thinning hair. At a deeper level, he may be buying the car to
feel young and independent again.

tions. Consumers often don’t know or can’t describe why they
act as they do. Thus, motivation researchers use a variety of
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Perception
The process by which people select,
organize, and interpret information to

form a meaningful picture of the world.

@ FIGURE | 5.4
Maslow’s Hierarchy of Needs

probing techniques to uncover underlying emotions and attitudes toward brands and buy-
ing situations.

Many companies employ teams of psychologists, anthropologists, and other social sci-
entists to carry out motivation research. One ad agency routinely conducts one-on-one,
therapy-like interviews to delve into the inner workings of consumers. Another company
asks consumers to describe their favorite brands as animals or cars (say, Cadillacs versus
Chevrolets) to assess the prestige associated with various brands. Still others rely on hyp-
nosis, dream therapy, or soft lights and mood music to plumb the murky depths of con-
sumer psyches.

Such projective techniques seem pretty goofy, and some marketers dismiss such moti-
vation research as mumbo jumbo. But many marketers use such touchy-feely approaches,
now sometimes called interpretive consumer research, to dig deeper into consumer psyches
and develop better marketing strategies.

Abraham Maslow sought to explain why people are driven by particular needs at par-
ticular times. Why does one person spend a lot of time and energy on personal safety and
another on gaining the esteem of others? Maslow’s answer is that human needs are arranged
in a hierarchy, as shown in @ Figure 5.4, from the most pressing at the bottom to the least
pressing at the top.* They include physiological needs, safety needs, social needs, esteem needs,
and self-actualization needs.

A person tries to satisfy the most important need first. When that need is satisfied, it
will stop being a motivator, and the person will then try to satisfy the next most important
need. For example, starving people (physiological need) will not take an interest in the lat-
est happenings in the art world (self-actualization needs) nor in how they are seen or es-
teemed by others (social or esteem needs) nor even in whether they are breathing clean air
(safety needs). But as each important need is satisfied, the next most important need will
come into play.

Perception

A motivated person is ready to act. How the person acts is influenced by his or her own per-
ception of the situation. All of us learn by the flow of information through our five senses:
sight, hearing, smell, touch, and taste. However, each of us receives, organizes, and inter-
prets this sensory information in an individual way. Perception is the process by which
people select, organize, and interpret information to form a meaningful picture of the world.

People can form different perceptions of the same stimulus because of three perceptual
processes: selective attention, selective distortion, and selective retention. People are ex-
posed to a great amount of stimuli every day. For example, people are exposed to an esti-
mated 3,000 to 5,000 ad messages every day. It is impossible for a person to pay attention to
all these stimuli. Selective attention—the tendency for people to screen out most of the infor-

Self-
actualization
needs
Self-development
and realization

According to Maslow, human needs are
Esteem needs arranged in a hierarchy. Starving people
Self-esteem, recognition, status will take little interest in the latest

happenings in the art world.

Social needs
Sense of belonging, love

Safety needs
Security, protection

Physiological needs
Hunger, thirst
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mation to which they are exposed—means that marketers must work
especially hard to attract the consumer’s attention.”

Even noticed stimuli do not always come across in the intended
way. Each person fits incoming information into an existing mind-set.
Selective distortion describes the tendency of people to interpret informa-
tion in a way that will support what they already believe. People also
will forget much of what they learn. They tend to retain information that
supports their attitudes and beliefs. Selective retention means that con-
sumers are likely to remember good points made about a brand they fa-
vor and forget good points made about competing brands. Because of
selective attention, distortion, and retention, marketers must work hard
to get their messages through.

Interestingly, although most marketers worry about whether their
offers will be perceived at all, some consumers worry that they will be
affected by marketing messages without even knowing it—through
subliminal advertising. More than 50 years ago, a researcher announced
that he had flashed the phrases “Eat popcorn” and “Drink Coca-Cola”
onascreen in a New Jersey movie theater every five seconds for 1/300th
of a second. He reported that although viewers did not consciously rec-

mi HAVE mmﬂ ”m. ognize these messages, they absorbed them subconsciously and
YO FIND THE bought 58 percent more popcorn and 18 percent more Coke. Sud-
BREASTS IN THESE ICE SINCE 1957

The advertiinginstryls  hidden n the patterns of it doesat exis. Overactive inagina denly advertisers and consumer-protection groups became intensely in-
et B penves e VLY oy el e e : - :
= s%%ﬂ“%&*‘n”‘.ﬁm o wﬁw&fuu;_m bk crk e, they terested in subliminal perception. Although the researcher later
;:mt’;;‘.‘,";‘;,.. N ok b i e beleke: admitted to making up the data, the issue has not died. Some consumers
Accurting iosome people, . The point s that so-called ADVERTISING . . . ..
theres a pair offemale breasts  “subliminal advertising” simply - AMTER 'WORS FOR FREERGM OF CHOKE. still fear that they are being manipulated by subliminal messages.
Numerous studies by psychologists and consumer researchers have
@ This classic ad from the American Association of found little or no link between subliminal messages and consumer behav-
Advertising Agencies pokes fun at subliminal advertising. ior. Recent brain wave studies have found that in certain circumstances,
"So-called ‘subliminal advertising’ simply doesn’t exist,” . . .. .
" S 2 our brains may register subliminal messages. @ However, it appears that
says the ad. "Overactive imaginations, however, most o o ] . .
certainly do.” subliminal advertising simply doesn’t have the power attributed to it by

its critics. Scoffs one industry insider, “Just between us, most [advertisers]
have difficulty getting a 2 percent increase in sales with the help of $50 million in media and
extremely liminal images of sex, money, power, and other [motivators] of human emotion. The
very idea of [us] as puppeteers, cruelly pulling the strings of consumer marionettes, is almost
too much to bear.”*

Learning
Learning When people act, they learn. Learning describes changes in an individual’s behavior aris-
Changes in an individual’s behavior ing from experience. Learning theorists say that most human behavior is learned. Learning

arising from experience. occurs through the interplay of drives, stimuli, cues, responses, and reinforcement.

Adrive is a strong internal stimulus that calls for action. A drive becomes a motive when
it is directed toward a particular stimulus object. For example, a person’s drive for self-
actualization might motivate him or her to look into buying a camera. The consumer’s
response to the idea of buying a camera is conditioned by the surrounding cues. Cues are
minor stimuli that determine when, where, and how the person responds. For example, the
person might spot several camera brands in a shop window, hear of a special sale price, or
discuss cameras with a friend. These are all cues that might influence a consumer’s response
to his or her interest in buying the product.

Suppose the consumer buys a Nikon camera. If the experience is rewarding, the con-
sumer will probably use the camera more and more, and his or her response will be
reinforced. Then the next time he or she shops for a camera, or for binoculars or some simi-
lar product, the probability is greater that he or she will buy a Nikon product. The practi-
cal significance of learning theory for marketers is that they can build up demand for a
product by associating it with strong drives, using motivating cues, and providing positive
reinforcement.
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Beliefs and Attitudes

Through doing and learning, people acquire beliefs and attitudes. These, in turn, influence

Belief their buying behavior. A belief is a descriptive thought that a person has about something.
A descriptive thought that a person holds Beliefs may be based on real knowledge, opinion, or faith and may or may not carry an emo-
about something. tional charge. Marketers are interested in the beliefs that people formulate about specific

products and services because these beliefs make up product and brand images that affect
buying behavior. If some of the beliefs are wrong and prevent purchase, the marketer will
want to launch a campaign to correct them.
People have attitudes regarding religion, politics, clothes, music, food, and almost
Attitude everything else. Attitude describes a person’s relatively consistent evaluations, feelings,

A person’s consistently favorable or and tendencies toward an object or idea. Attitudes put people into a frame of mind of lik-
unfavorable evaluations, feelings, and

tendencies toward an object or idea.

ing or disliking things, of moving toward or away from them. Our camera buyer may hold
attitudes such as “Buy the best,” “The Japanese make the best electronics products in the
world,” and “Creativity and self-expression are among the most important things in life.”
If so, the Nikon camera would fit well into the consumer’s existing attitudes.

Attitudes are difficult to change. A person’s attitudes fit into a pattern; changing one at-
titude may require difficult adjustments in many others. Thus, a company should usually
try to fit its products into existing attitudes
rather than attempt to change attitudes. For
example, today’s beverage marketers now
cater to people’s new attitudes about health
and well-being with drinks that do a lot more
than just taste good or quench your thirst.
@ DPepsi’s SoBe brand, for example, offers
7 “elixirs” (juices), and teas—all
packed with vitamins, minerals, herbal ingre-
dients, and antioxidants but without artificial

“Lifewater,

preservatives, sweeteners, or colors. SoBe
promises drinks that are good tasting (with
flavors like YumBerry Pomegranate Purify,
Nirvana Mango Melon, and Tsunami Orange
Cream) but are also good for you. By match-

@ Beliefs and attitudes: By matching today’s attitudes about life and healthful living, ing today’s attitudes about life and healthful
the SoBe brand has become a leader in the New Age beverage category.

living, the SoBe brand has become a leader in
the New Age beverage category.

We can now appreciate the many forces acting on consumer behavior. The consumer’s
choice results from the complex interplay of cultural, social, personal, and psychological factors.

author | somepurchases e 1> Typ@s Of Buying Decision Behavior p 150-152)

Comment | simple and routine, even

habitual. Others are far more Buying behavior differs greatly for a tube of toothpaste, an iPhone, financial services, and a
complex—involving extensive new car. More complex decisions usually involve more buying participants and more buyer
information gathering and deliberati Fi 5.5 ch, h ¢ buvine behavior based he d
evaluation—and are subject to eliberation. @ Figure 5.5 shows the types of consumer buying behavior based on the de-
sometimes subtle influences. For gree of buyer involvement and the degree of differences among brands.
example, think of all that goes into a
\new car buying decision. Y.
Complex Buying Behavior
Complex buying behavior Consumers undertake complex buying behavior when they are highly involved in a pur-
Consumer buying behavior in situations chase and perceive significant differences among brands. Consumers may be highly in-
characterized by high consumer volved when the product is expensive, risky, purchased infrequently, and highly

involvement in a purchase and significant

, , self-expressive. Typically, the consumer has much to learn about the product category. For
perceived differences among brands.

example, a PC buyer may not know what attributes to consider. Many product features
carry no real meaning: a “3.2GHz Intel Core i7 processor,” “WUXGA active matrix screen,”
or “8GB dual-channel DDR2 SDRAM memory.”



Dissonance-reducing buying
behavior

Consumer buying behavior in situations
characterized by high involvement but
few perceived differences among brands.

Habitual buying behavior
Consumer buying behavior in situations
characterized by low-consumer
involvement and few significantly
perceived brand differences.

@ FIGURE | 5.5

Four Types of Buying Behavior
Source: Adapted from Henry Assael, Consumer
Behavior and Marketing Action (Boston: Kent
Publishing Company, 1987), p. 87. Used with
permission of the author.

Buying behavior varies greatly for
different types of products. For example,
someone buying an expensive new PC
might undertake a full information-
gathering and brand evaluation process
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This buyer will pass through a learning process, first developing beliefs about the prod-
uct, then attitudes, and then making a thoughtful purchase choice. Marketers of high-
involvement products must understand the information-gathering and evaluation behavior
of high-involvement consumers. They need to help buyers learn about product-class attri-
butes and their relative importance. They need to differentiate their brand’s features, per-
haps by describing the brand’s benefits using print media with long copy. They must
motivate store salespeople and the buyer’s acquaintances to influence the final brand
choice.

Dissonance-Reducing Buying Behavior

Dissonance-reducing buying behavior occurs when consumers are highly involved
with an expensive, infrequent, or risky purchase but see little difference among brands. For
example, consumers buying carpeting may face a high-involvement decision because car-
peting is expensive and self-expressive. Yet buyers may consider most carpet brands in a
given price range to be the same. In this case, because perceived brand differences are not
large, buyers may shop around to learn what is available but buy relatively quickly. They
may respond primarily to a good price or purchase convenience.

After the purchase, consumers might experience postpurchase dissonance (after-sale dis-
comfort) when they notice certain disadvantages of the purchased carpet brand or hear fa-
vorable things about brands not purchased. To counter such dissonance, the marketer’s
after-sale communications should provide evidence and support to help consumers feel
good about their brand choices.

Habitual Buying Behavior

Habitual buying behavior occurs under conditions of low-consumer involvement and
little significant brand difference. For example, take table salt. Consumers have little in-
volvement in this product category—they simply go to the store and reach for a brand. If
they keep reaching for the same brand, it is out of habit rather than strong brand loyalty.
Consumers appear to have low involvement with most low-cost, frequently purchased
products.

In such cases, consumer behavior does not pass through the usual belief-attitude-
behavior sequence. Consumers do not search extensively for information about the brands,
evaluate brand characteristics, and make weighty decisions about which brands to buy. In-
stead, they passively receive information as they watch television or read magazines. Ad
repetition creates brand familiarity rather than brand conviction. Consumers do not form
strong attitudes toward a brand; they select the brand because it is familiar. Because they are
not highly involved with the product, consumers may not evaluate the choice, even after
purchase. Thus, the buying process involves brand beliefs formed by passive learning, fol-
lowed by purchase behavior, which may or may not be followed by evaluation.

Because buyers are not highly committed to any brands, marketers of low-involvement
products with few brand differences often use price and sales promotions to promote buy-
ing. Alternatively, they can add product features or enhancements to differentiate their

High involvement Low involvement

Significant differences Ck;DurT;ipnl gx ;/:éﬁtgé
between brands | behavior buying behavior
. . At the other extreme, for low-involvement
. - H | :
Few differences Dlrs’:gl:];gge bik;lit#g § products, consumers may simply select a
between brands . . . familiar brand out of habit. For example,
buying behavior behavior what brand of salt do you buy and why?
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Variety-seeking buying behavior
Consumer buying behavior in situations

characterized by low consumer

involvement but significant perceived

brand differences.

Author | The actual purchase

Comment | decision is part of a much
larger buying process—starting with
need recognition through how you feel
after making the purchase. Marketers
want to be involved throughout the

entire buyer decision process.

Need recognition

The first stage of the buyer decision

process, in which the consumer
recognizes a problem or need.

The buying process starts long
before the actual purchase and
continues long after. In fact, it
might result in a decision ot to
buy. Therefore, marketers must
focus on the entire buying process,
not just the purchase decision.

brands from the rest of the pack and raise involvement. For example, to set its brand apart,
Charmin toilet tissue offers Ultrastrong, Ultrasoft, and Freshmate (wet) versions that are so
absorbent that you can “soften your bottom line” by using four times less than value
brands. Charmin also raises brand involvement by sponsoring a “Sit or Squat” Web site and
cell phone app that helps travelers who “Gotta go on the go!” find and rate clean public
restrooms.

Variety-Seeking Buying Behavior

Consumers undertake variety-seeking buying behavior in situations characterized by
low consumer involvement but significant perceived brand differences. In such cases, con-
sumers often do a lot of brand switching. For example, when buying cookies, a consumer
may hold some beliefs, choose a cookie brand without much evaluation, and then evaluate
that brand during consumption. But the next time, the consumer might pick another brand
out of boredom or simply to try something different. Brand switching occurs for the sake of
variety rather than because of dissatisfaction.

In such product categories, the marketing strategy may differ for the market leader and
minor brands. The market leader will try to encourage habitual buying behavior by domi-
nating shelf space, keeping shelves fully stocked, and running frequent reminder advertis-
ing. Challenger firms will encourage variety seeking by offering lower prices, special deals,
coupons, free samples, and advertising that presents reasons for trying something new.

The Buyer Decision Process (p 1s2-1s6)

Now that we have looked at the influences that affect buyers, we are ready to look at how
consumers make buying decisions. @ Figure 5.6 shows that the buyer decision process con-
sists of five stages: need recognition, information search, evaluation of alternatives, purchase deci-
sion, and postpurchase behavior. Clearly, the buying process starts long before the actual
purchase and continues long after. Marketers need to focus on the entire buying process
rather than on the purchase decision only.

Figure 5.6 suggests that consumers pass through all five stages with every purchase.
But in more routine purchases, consumers often skip or reverse some of these stages. A
woman buying her regular brand of toothpaste would recognize the need and go right to
the purchase decision, skipping information search and evaluation. However, we use the
model in Figure 5.6 because it shows all the considerations that arise when a consumer faces
a new and complex purchase situation.

Need Recognition

The buying process starts with need recognition—the buyer recognizes a problem or need.
The need can be triggered by internal stimuli when one of the person’s normal needs—for ex-
ample, hunger or thirst—rises to a level high enough to become a drive. A need can also be
triggered by external stimuli. @ For example, an advertisement or a discussion with a friend
might get you thinking about buying a new car. At this stage, the marketer should research
consumers to find out what kinds of needs or problems arise, what brought them about, and
how they led the consumer to this particular product.

Information Search

An interested consumer may or may not search for more information. If the consumer’s drive
is strong and a satisfying product is near at hand, he or she is likely to buy it then. If not, the

Need
recognition

@ FIGURE | 5.6
Buyer Decision Process

* Information * Evaluation of * Purchase * Postpurchase
search alternatives decision behavior
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Some relationships

are meant to be.
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GOOoD IS IN THE DETAILSS
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consumer may store the need in memory or undertake an
information search related to the need. For example, once you've
decided you need a new car, at the least, you will probably pay more
attention to car ads, cars owned by friends, and car conversations.
Or you may actively search the Web, talk with friends, and gather
information in other ways.

Consumers can obtain information from any of several
sources. These include personal sources (family, friends, neighbors,
acquaintances), commercial sources (advertising, salespeople, dealer
Web sites, packaging, displays), public sources (mass media, con-
sumer rating organizations, Internet searches), and experiential
sources (handling, examining, using the product). The relative in-
fluence of these information sources varies with the product and
the buyer.

Generally, the consumer receives the most information about a
product from commercial sources—those controlled by the mar-
keter. The most effective sources, however, tend to be personal.
Commercial sources normally inform the buyer, but personal
sources legitimize or evaluate products for the buyer. For example, a
recent study found that word of mouth is the biggest influence in
people’s electronics (43.7 percent) and apparel (33.6 percent) pur-
chases. As one marketer states, “It’s rare that an advertising cam-

P |

paign can be as effective as a neighbor leaning over the fence and
saying, ‘This is a wonderful product.”” Increasingly, that “fence” is
a digital one. Another recent study revealed that consumers find

=5
Milana

ﬁ

@ Need recognition can be triggered by advertising: Is it time

for a snack?

Information search

The stage of the buyer decision process in
which the consumer is aroused to search

for more information; the consumer may

simply have heightened attention or may
go into an active information search.

Alternative evaluation

The stage of the buyer decision process in
which the consumer uses information to
evaluate alternative brands in the choice
set.

sources of user-generated content—discussion forums, blogs, on-
line review sites, and social networking sites—three times more in-
fluential when making a purchase decision than conventional
marketing methods such as TV advertising.”

As more information is obtained, the consumer’s awareness and knowledge of the
available brands and features increase. In your car information search, you may learn about
the several brands available. The information might also help you to drop certain brands
from consideration. A company must design its marketing mix to make prospects aware of
and knowledgeable about its brand. It should carefully identify consumers’ sources of in-
formation and the importance of each source.

Evaluation of Alternatives

We have seen how consumers use information to arrive at a set of final brand choices. How
does the consumer choose among alternative brands? Marketers need to know about
alternative evaluation, that is, how the consumer processes information to arrive at brand
choices. Unfortunately, consumers do not use a simple and single evaluation process in all
buying situations. Instead, several evaluation processes are at work.

The consumer arrives at attitudes toward different brands through some evaluation pro-
cedure. How consumers go about evaluating purchase alternatives depends on the individual
consumer and the specific buying situation. In some cases, consumers use careful calculations
and logical thinking. At other times, the same consumers do little or no evaluating; instead they
buy on impulse and rely on intuition. Sometimes consumers make buying decisions on their
own; sometimes they turn to friends, online reviews, or salespeople for buying advice.

Suppose you've narrowed your car choices to three brands. And suppose that you are
primarily interested in four attributes—styling, operating economy, warranty, and price. By
this time, you've probably formed beliefs about how each brand rates on each attribute.
Clearly, if one car rated best on all the attributes, the marketer could predict that you would
choose it. However, the brands will no doubt vary in appeal. You might base your buying
decision on only one attribute, and your choice would be easy to predict. If you wanted
styling above everything else, you would buy the car that you think has the best styling. But
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Purchase decision
The buyer’s decision about which brand
to purchase.

Postpurchase behavior

The stage of the buyer decision process in
which consumers take further action after
purchase based on their satisfaction or
dissatisfaction with a purchase.

Cognitive dissonance
Buyer discomfort caused by postpurchase
conflict.

most buyers consider several attributes, each with different importance. If the marketer
knew the importance that you assigned to each attribute, he or she could predict your car
choice more reliably.

Marketers should study buyers to find out how they actually evaluate brand alterna-
tives. If marketers know what evaluative processes go on, they can take steps to influence
the buyer’s decision.

Purchase Decision

In the evaluation stage, the consumer ranks brands and forms purchase intentions. Gener-
ally, the consumer’s purchase decision will be to buy the most preferred brand, but two
factors can come between the purchase intention and the purchase decision. The first factor is
the attitudes of others. If someone important to you thinks that you should buy the lowest-
priced car, then the chances of you buying a more expensive car are reduced.

The second factor is unexpected situational factors. The consumer may form a purchase
intention based on factors such as expected income, expected price, and expected product
benefits. However, unexpected events may change the purchase intention. For example, the
economy might take a turn for the worse, a close competitor might drop its price, or a friend
might report being disappointed in your preferred car. Thus, preferences and even purchase
intentions do not always result in actual purchase choice.

Postpurchase Behavior

The marketer’s job does not end when the product is bought. After purchasing the prod-
uct, the consumer will either be satisfied or dissatisfied and will engage in postpurchase
behavior of interest to the marketer. What determines whether the buyer is satisfied or
dissatisfied with a purchase? The answer lies in the relationship between the consumer’s
expectations and the product’s perceived performance. If the product falls short of expecta-
tions, the consumer is disappointed; if it meets expectations, the consumer is satisfied; if
it exceeds expectations, the consumer is delighted. The larger the gap between expecta-
tions and performance, the greater the consumer’s dissatisfaction. This suggests that sell-
ers should promise only what their brands can deliver so that buyers are satisfied.

Almost all major purchases, however, result in cognitive dissonance, or discomfort
caused by postpurchase conflict. After the purchase, consumers are satisfied with the ben-
efits of the chosen brand and are glad to avoid the drawbacks of the brands not bought.
However, every purchase involves compromise. So consumers feel uneasy about acquiring
the drawbacks of the chosen brand and about losing the benefits of the brands not pur-
chased. Thus, consumers feel at least some postpurchase dissonance for every purchase.*

Why is it so important to satisfy the customer? Customer satisfaction is a key to build-
ing profitable relationships with consumers—to keeping and growing consumers and reap-
ing their customer lifetime value. Satisfied customers buy a product again, talk favorably to
others about the product, pay less attention to competing brands and advertising, and buy
other products from the company. Many marketers go beyond merely meeting the expecta-
tions of customers—they aim to delight the customer (see Real Marketing 5.2).

A dissatisfied consumer responds differently. Bad word of mouth often travels farther
and faster than good word of mouth. It can quickly damage consumer attitudes about a com-
pany and its products. But companies cannot simply rely on dissatisfied customers to volun-
teer their complaints when they are dissatisfied. Most unhappy customers never tell the
company about their problems. Therefore, a company should measure customer satisfaction
regularly. It should set up systems that encourage customers to complain. In this way, the com-
pany can learn how well it is doing and how it can improve.

By studying the overall buyer decision process, marketers may be able to find ways to
help consumers move through it. For example, if consumers are not buying a new product
because they do not perceive a need for it, marketing might launch advertising messages
that trigger the need and show how the product solves customers” problems. If customers
know about the product but are not buying because they hold unfavorable attitudes toward
it, marketers must find ways to change either the product or consumer perceptions.
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Lexus: Delighting Customers after the Sale
to Keep Them Coming Back

Close your eyes for a minute and picture a typ-
ical car dealership. Not impressed? Talk to a
friend who owns a Lexus, and you'll no doubt
get a very different picture. The typical Lexus
dealership is, well, anything but typical. And
some Lexus dealers will go to almost any length
to take care of customers and keep them com-
ing back. Consider the following examples:

Jordan Case has big plans for the ongoing ex-
pansion of his business. He’s already put in wire-
less Internet access. He's adding a café. And he's
installing a putting green for customers who
want to hone their golf skills while waiting for
service. Case isn't the manager of a swank ho-
tel or restaurant. He's the president of Park Place
Lexus, an auto dealership with two locations in
the Dallas area, and he takes pride that his deal-
ership is, well, the antidealership. In addition to
the café, putting green, and Internet access,
customer perks include free car washes and
portable DVD players with movies loaned to
waiting service clients. Park Place Lexus's pas-
sion for customer service even earned it a Mal-
colm Baldrige National Quality Award, a
business-excellence honor bestowed by the U.S.
government, making it the first automotive
dealership ever in the award’s history to win the
award. “Buying a car doesn't rank up there with
the top five things you like to do,” Case says.
“So we try to make the experience different.”

For many people, a trip to the auto dealer
means the mind-numbing hour or two in a plas-
tic chair with some tattered magazines and stale
coffee. But JM Lexus in Margate, Florida, fea-
tures four massage chairs, in addition to its Star-
bucks coffee shop, two putting greens, two
customer lounges, and a library. At another
gleaming glass-and-stone Lexus dealership
north of Miami, “guests,” as Lexus calls its cus-
tomers, leave their cars with a valet and are then
guided by a concierge to a European-style cof-
fee bar offering complimentary espresso, cap-
puccino, and a selection of pastries prepared by
a chef trained in Rome. “We have customers
checking into world-class hotels,” says a dealer-
ship executive. “They shop on Fifth Avenue and
they expect a certain kind of experience.”

Lexus knows that good marketing doesn’t
end with making a sale. Keeping customers

happy after the sale is the key to building last-
ing relationships. Dealers across the country
have a common goal: to delight customers and
keep them coming back. Lexus believes that if
you “delight the customer, and continue to de-
light the customer, you will have a customer for
life.” And Lexus understands just how valuable
a customer can be; it estimates that the average
lifetime value of a Lexus customer is $600,000.

Despite the amenities, few Lexus cus-
tomers spend much time hanging around the
dealership. Lexus knows that the best dealer-
ship visit is the one that you never make. So it
builds customer-pleasing cars to start with—
high-quality cars that need little servicing. In its
“Lexus Covenant,” the company vows that it
will make “the finest cars ever built.” In survey
after industry survey, Lexus rates at or near the
top in quality. Lexus has topped the list in
seven of the last nine annual J.D. Power and
Associates Initial Quality Study ratings.

Still, when a car does need servicing,
Lexus goes out of its way to make it easy and
painless. Most dealers will even pick up the car

and then return it when the maintenance is fin-
ished. And the car comes back spotless, thanks
to a complimentary cleaning to remove bugs
and road grime from the exterior and smudges
from the leather interior. You might even be
surprised to find that they've touched up a
door ding to help restore the car to its fresh-
from-the-factory luster. "My wife will never
buy another car except a Lexus,” says one sat-
isfied Lexus owner. “They come to our house,
pick up the car, do an oil change, [spiff it up,]
and bring it back. She’s sold for life.” And
when a customer does bring a car in, Lexus re-
pairs it right the first time, on time. Dealers
know that their well-heeled customers have
money, “but what they don’t have is time.”

According to its Web site, from the very
start, Lexus set out to “revolutionize the auto-
motive experience with a passionate commit-
ment to the finest products, supported by
dealers who create the most satisfying owner-
ship experience the world has ever seen. We
vow to value the customer as an important in-
dividual. To do things right the first time. And
to always exceed expectations.” Jordan Case
of Park Place Lexus fully embraces this philos-
ophy: “You've got to do it right, on time, and
make people feel like they are the only one in
the room.” Proclaims the Lexus Covenant,
“Lexus will treat each customer as we would a
guest in our own home.”

At Lexus, exceeding customer expecta-
tions sometimes means fulfilling even seemingly

Osaus

IN OUR COMMITMENT

THE LEXUS COVENANT

Lexus will enter the most competitive,
prestigious automobile race in the world.
Over 50 years of Toyola automotive experience
has culminated in the creation of Lexus cars.
They will be the finest cars ever built.

Lexus will win the race because
Lexus will do it right from the start.
Lexus will have the finest

dealer network in the industry.

Lexus will real each cuslomer

as we would a guest in our home.

If you think you can't, you won'l...
If you think you can, you willl
We can, we will.

The Lexus Covenant has been the basis for every decision we e
made since our inception. From cars that are designed with the driver
in mind to dealers that make customer satisfaction their most
important goal. This commitment to excellance not only makes a
Lexus more enjoyable to drive, but alse a joy to own,

To delight customers and keep them coming back, the Lexus Covenant promises that its
dealers will “treat each customer as we would a guest in our home” and “go to any

lengths to serve them better.”

Continued on next page
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outrageous customer requests. Dave Wilson,
owner of several Lexus dealerships in Southern
California, tells of a letter he once received from
an angry Lexus owner who spent $374 to repair
her car at his dealership. She'd owned four prior
Lexus vehicles without a single problem. She
said in her letter that she resented paying to fix
her current one. Turns out, she thought they
were maintenance free—as in get in and drive
... and drive and drive. “She didn't think she
had to do anything to her Lexus,” says Wilson.

once again ranked number one in the Ameri-
can Customer Satisfaction Index, which mea-
sures customer satisfaction with the overall
ownership experience. Customer satisfaction
translates into sales and customer loyalty. Lexus
is the nation’s number-one selling luxury car.
Once a Lexus customer, always a Lexus
customer. Just ask someone who owns one.
“I'm telling you, this is class, buddy,” says cus-
tomer Barry Speak while reclining in a vibrat-
ing massage chair at the Palm Beach Lexus

store. An owner of a late-model Lexus LS
sedan, Speak says there is no doubt he will
come to the Palm Beach store for a new vehi-
cle in a year or two. “My wife and | are going
to be fighting over who gets to take the car in
now,” he says over the chair’s hum. “You're
not kidding!” Jane Speak chimes in from the
store’s other massage chair. A Lexus executive
puts it simply: “Lexus consistently delivers an
exceptional ownership experience.”

"She had 60,000 miles on it, and never had the
oil changed.” Wilson sent back her $374.

By all accounts, Lexus has lived up to its
ambitious customer-satisfaction promise. It has
created what appear to be the world’s most
satisfied car owners. Lexus regularly tops not
just the industry quality ratings but also
customer-satisfaction ratings in both the
United States and globally. Last year, Lexus

Sources: Adapted examples, quotes, and other information from “Lexus and Prius Star for Toyota,” Birmingham Mail,
June 19, 2009, p. 44; Mac Gordon, “He Runs the Largest Lexus Store,” Ward'’s Dealer Business, February 2008, p. 64;
Neil E. Boudette, “Luxury Car Sellers Put on the Ritz,” Wall Street Journal, December 18, 2007, p. B1; Julia Chang, “At
Your Service,” Sales & Marketing Management, June 2006, pp. 42-43; Steve Finlay, “At Least She Put Fuel in It,”
Ward'’s Dealer Business, August 1, 2003, http:/Avardsdealer.com/ar/auto_least_she_put/ Michael Harley; “Lexus Leads,
Hyundai Improves, While Infinity Drops in J.D. Power 2009 Initial Quality Study,” June 22, 2009, accessed at www
.autoblog.com; “Automobiles & Light Vehicles,” American Customer Satisfaction Index,” www.theacsi.org, accessed
March 2010; and “Lexus Covenant,” www.lexus.com/about/corporate/covenant.html, accessed December 2010.

Author | Here we look at some
Comment | special considerations in
new-product buying decisions.

The Buyer Decision Process
for New Products (pp 156-158)

We have looked at the stages buyers go through in trying to satisfy a need. Buyers may pass
quickly or slowly through these stages, and some of the stages may even be reversed. Much
depends on the nature of the buyer, the product, and the buying situation.

We now look at how buyers approach the purchase of new products. A new product is a
good, service, or idea that is perceived by some potential customers as new. It may have been
around for a while, but our interest is in how consumers learn about products for the first time
and make decisions on whether to adopt them. We define the adoption process as “the mental
process through which an individual passes from first learning about an innovation to final adop-
tion,” and adoption as the decision by an individual to become a regular user of the product.¥”

New product
A good, service, or idea that is perceived
by some potential customers as new.

Adoption process

The mental process through which an
individual passes from first hearing about
an innovation to final adoption.

Stages in the Adoption Process

Consumers go through five stages in the process of adopting a new product:

Awareness: The consumer becomes aware of the new product but lacks information about it.
Interest: The consumer seeks information about the new product.

Evaluation: The consumer considers whether trying the new product makes sense.

Trial: The consumer tries the new product on a small scale to improve his or her estimate of
its value.

Adoption: The consumer decides to make full and regular use of the new product.

This model suggests that the new-product marketer should think about how to help con-
sumers move through these stages. @ For example, during the recent recession, Hyundai de-
veloped a unique way to help customers get past evaluation and make a positive purchase
decision about a new vehicle.

Hyundai discovered many potential customers were interested in buying new cars but
couldn’t get past the evaluation stage of the buying process. Consumers worried that


http://wardsdealer.com/ar/auto_least_she_put/
www.autoblog.com
www.autoblog.com
www.theacsi.org
www.lexus.com/about/corporate/covenant.html
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— they might buy a car and then lose their jobs and
Assurance subsequently their new cars and their good credit
ratings. To help buyers over this hurdle, the car-
maker offered the Hyundai Assurance Program,

| PROGRAM OVERVIEW | COVERAGE | REQUEST BEMEFITS | Fa0 | CONTACTUS FIND A DEALER

Hyundai Assurance . . )
which promised to let buyers who financed or
AN WE'VE GOT YOUR BACK P o e
| “__FOR ONE FULL YEAR leased a new Hyundai vehicle return their vehicles
= j L s at no cost and with no harm to their credit rating if
—_— = .. . el
2V0NY YOUNEEDT 3 WAATS COVERED 4 HOW TOGeT T they lost their jobs or incomes within a year. The
Assurance Program, combined with a 10-year pow-
ertrain warranty and a five-year, 24-hour roadside
DOWNLOAD = assistance program, all at no extra charge, made the
oM buying decision much easier for customers con-
NEED COVERALE? cerned e.1bout the future economy. .Sales of the
hiptica i ) Hyundai Sonata surged 85 percent in the month
following the start of the Assurance campaign, and
oL ,,”uﬂn._m'ﬂ the brand’s market share grew at an industry-
— leading pace during the following year. Hyundai
@ The adoption process: To help potential customers get past concerns continued the program on its 2010 models, and
about the uncertain economy, Hyundai offered an Assurance Program other carmakers soon followed with their own as-
protecting customers against lost jobs and incomes. surance plans.®

Individual Differences in Innovativeness

People differ greatly in their readiness to try new products. In each product area, there are
“consumption pioneers” and early adopters. Other individuals adopt new products much
later. People can be classified into the adopter categories shown in @ Figure 5.7. As shown
by the black curve, after a slow start, an increasing number of people adopt the new prod-
uct. The number of adopters reaches a peak and then drops off as fewer nonadopters re-
main. As successive groups of consumers adopt the innovation (the red curve), it eventually
reaches its saturation level. Innovators are defined as the first 2.5 percent of buyers to adopt
a new idea (those beyond two standard deviations from mean adoption time); the early
adopters are the next 13.5 percent (between one and two standard deviations); and so forth.

The five adopter groups have differing values. Innovators are venturesome—they try
new ideas at some risk. Early adopters are guided by respect—they are opinion leaders in
their communities and adopt new ideas early but carefully. The early majority is deliberate—
although they rarely are leaders, they adopt new ideas before the average person. The late
majority is skeptical—they adopt an innovation only after a majority of people have tried it.
Finally, laggards are tradition bound—they are suspicious of changes and adopt the innova-
tion only when it has become something of a tradition itself.

This adopter classification suggests that an innovating firm should research the charac-
teristics of innovators and early adopters in their product categories and direct marketing
efforts toward them.

Influence of Product Characteristics on Rate of Adoption

The characteristics of the new product affect its rate of adoption. Some products catch on al-
most overnight; for example, both the iPod and iPhone flew off retailers” shelves at an as-
tounding rate from the day they were first introduced. Others take a longer time to gain
acceptance. For example, the first HDTVs were introduced in the United States in the 1990s,
but the percentage of U.S. households owning a high definition set stood at only 28 percent
by 2007 and 62 percent by 2010.%

Five characteristics are especially important in influencing an innovation’s rate of adop-
tion. For example, consider the characteristics of HDTV in relation to the rate of adoption:

Relative advantage: The degree to which the innovation appears superior to existing products.
HDTV offers substantially improved picture quality. This speeded up its rate of adoption.
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@ FIGURE | 5.7

Adopter Categorization on the
Basis of Relative Time of
Adoption of Innovations

Source: Based on figures found at
http://en.wikipedia.org/wiki/Everett_Rogers,
October 2010; and Everett M. Rogers, Diffusion
of Innovations, 5th ed. (New York: Simon &
Shuster, 2003), p. 281.
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innovators and early adopters, who

in turn influence later adopters.

Time of adoption of innovation

Compatibility: The degree to which the innovation fits the values and experiences of potential
consumers. HDTYV, for example, is highly compatible with the lifestyles of the TV-watching
public. However, in the early years, HDTV was not yet compatible with programming and
broadcasting systems, which slowed adoption. Now, as more and more high definition pro-
grams and channels have become available, the rate of HDTV adoption has increased rapidly.

Complexity: The degree to which the innovation is difficult to understand or use. HDTVs are
not very complex. Therefore, as more programming has become available and prices have
fallen, the rate of HDTV adoption is increasing faster than that of more complex innovations.

Divisibility: The degree to which the innovation may be tried on a limited basis. Early
HDTVs and HD cable and satellite systems were very expensive, which slowed the rate of
adoption. As prices fall, adoption rates increase.

Communicability: The degree to which the results of using the innovation can be observed or
described to others. Because HDTV lends itself to demonstration and description, its use
will spread faster among consumers.

Other characteristics influence the rate of adoption, such as initial and ongoing costs,
risk and uncertainty, and social approval. The new-product marketer must research all these
factors when developing the new product and its marketing program.

REVIEWING Objectives anp key Terms

The American consumer market consists of more than 310 mil-
lion people who consume more than $10 trillion worth of goods
and services each year, making it one of the most attractive con-
sumer markets in the world. The world consumer market con-
sists of more than 6.8 billion people. Consumers around the
world vary greatly in terms of cultural, social, personal, and psy-
chological makeup. Understanding how these differences affect
consumer buying behavior is one of the biggest challenges mar-
keters face.

SLJCEOTRE Define the consumer market

and construct a simple model of consumer
buyer behavior. (pp 134-135)

The consumer market consists of all the individuals and house-
holds who buy or acquire goods and services for personal con-

sumption. The simplest model of consumer buyer behavior is the
stimulus-response model. According to this model, marketing
stimuli (the four Ps) and other major forces (economic, technolog-
ical, political, cultural) enter the consumer’s “black box” and pro-
duce certain responses. Once in the black box, these inputs
produce observable buyer responses, such as product choice,
brand choice, purchase timing, and purchase amount.

P COTPA Name the four major factors that
influence consumer buyer behavior. (pp 135-150)

Consumer buyer behavior is influenced by four key sets of buyer
characteristics: cultural, social, personal, and psychological. Al-
though many of these factors cannot be influenced by the mar-
keter, they can be useful in identifying interested buyers and
shaping products and appeals to serve consumer needs better.
Culture is the most basic determinant of a person’s wants and be-
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havior. Subcultures are “cultures within cultures” that have dis-
tinct values and lifestyles and can be based on anything from age
to ethnicity. Many companies focused their marketing programs
on the special needs of certain cultural and subcultural segments.

Social factors also influence a buyer’s behavior. A person’s
reference groups—family, friends, social networks, professional
associations—strongly affect product and brand choices. The
buyer’s age, life-cycle stage, occupation, economic circumstances,
personality, and other personal characteristics influence his or her
buying decisions. Consumer lifestyles—the whole pattern of acting
and interacting in the world—are also an important influence on pur-
chase decisions. Finally, consumer buying behavior is influenced by
four major psychological factors: motivation, perception, learning,
and beliefs and attitudes. Each of these factors provides a different
perspective for understanding the workings of the buyer’s black box.

L COTER List and define the major types
of buying decision behavior and the stages

in the buyer decision process. (pp 150-156)

Buying behavior may vary greatly across different types of prod-
ucts and buying decisions. Consumers undertake complex buying
behavior when they are highly involved in a purchase and perceive
significant differences among brands. Dissonance-reducing be-
havior occurs when consumers are highly involved but see little
difference among brands. Habitual buying behavior occurs under
conditions of low involvement and little significant brand differ-
ence. In situations characterized by low involvement but signifi-
cant perceived brand differences, consumers engage in
variety-seeking buying behavior.

KEY lerms
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When making a purchase, the buyer goes through a decision
process consisting of need recognition, information search,
evaluation of alternatives, purchase decision, and postpurchase be-
havior. The marketer’s job is to understand the buyer’s behavior at
each stage and the influences that are operating. During need recog-
nition, the consumer recognizes a problem or need that could be sat-
isfied by a product or service in the market. Once the need is
recognized, the consumer is aroused to seek more information and
moves into the information search stage. With information in hand,
the consumer proceeds to alternative evaluation, during which the in-
formation is used to evaluate brands in the choice set. From there, the
consumer makes a purchase decision and actually buys the product.
In the final stage of the buyer decision process, postpurchase behav-
ior, the consumer takes action based on satisfaction or dissatisfaction.

ORI Describe the adoption and diffusion
process for new products. (pp 156-158)

The product adoption process is made up of five stages: aware-
ness, interest, evaluation, trial, and adoption. New-product mar-
keters must think about how to help consumers move through
these stages. With regard to the diffusion process for new prod-
ucts, consumers respond at different rates, depending on con-
sumer and product characteristics. Consumers may be innovators,
early adopters, early majority, late majority, or laggards. Each group
may require different marketing approaches. Marketers often try
to bring their new products to the attention of potential early
adopters, especially those who are opinion leaders. Finally, several
characteristics influence the rate of adoption: relative advantage,
compatibility, complexity, divisibility, and communicability.

OBJECTIVE 1

Consumer buyer behavior (p 133)
Consumer market (p 133)

Personality (p 146)

Perception (p 148)
Learning (p 149)
Belief (p 150)
Attitude (p 150)

OBJECTIVE 2

Culture (p 135)

Subculture (p 136)

Social class (p 139)

Group (p 139)

Opinion leader (p 139)

Online social networks (p 141)
Lifestyle (p 146)

mymarketinglab

OBJECTIVE 3

(p 151)

Motive (drive) (p 147)

Habitual buying behavior (p 151)

Variety-seeking buying behavior
(p 152)
Need recognition (p 152)
Information search (p 153)
Alternative evaluation (p 153)
Purchase decision (p 154)
Postpurchase behavior (p 154)
Cognitive dissonance (p 154)

Complex buying behavior (p 150)
Dissonance-reducing buying behavior

OBJECTIVE 4

New product (p 156)
Adoption process (p 156)

e Check your understanding of the concepts and key terms using the mypearsonmarketinglab study plan for this chapter.
e Apply the concepts in a business context using the simulation entitled Consumer Behavior.

DISCUSSING & APPLYING THE Concepts

Discussing the Concepts

1. How do consumers respond to various marketing efforts the
company might use? Which buyer characteristics that affect
buyer behavior influence you most when making a clothing
purchase decision? Are these the same characteristics that

would influence you when making a computer purchase?
Explain. (AACSB: Communication; Reflective Thinking)

2. What is an opinion leader? Describe how marketers attempt
to use opinion leaders to help sell their products. (AACSB:
Communication; Reflective Thinking)
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3. Name and describe the types of consumer buying behavior.
Which one would most likely be involved in the purchase of a
mobile phone purchase? For choosing a frozen dinner?
(AACSB: Communication; Reflective Thinking)

4. Explain the stages of the consumer buyer decision process
and describe how you or your family went through this
process to make a recent purchase. (AACSB: Communication;
Reflective Thinking)

5. Name and describe the adopter categories and explain how a
marketer of three-dimensional televisions can use this
knowledge in its market targeting decision. (AACSB:
Communication; Reflective Thinking)

Applying the Concepts

1. Marketers often target consumers before, during, or after a
trigger event, an event in one’s life that triggers change. For
example, after having a child, new parents have an increased
need for baby furniture, clothes, diapers, car seats, and lots
of other baby-related goods. Consumers who never paid
attention to marketing efforts for certain products may now

Understanding the Marketplace and Consumers

be focused on ones related to their life change. In a small
group, discuss other trigger events that may provide
opportunities to target the right buyer at the right time.
(AACSB: Communication; Reflective Thinking)

2. Hemopure is a human blood substitute derived from cattle
blood. OPK Biotech still has this product in clinical trials, but
the company has received FDA approval for a similar product,
Oxyglobin, in the veterinary market. Visit http://opkbiotech
.com/ to learn about Hemopure. Then explain how the
product characteristics of relative advantage, compatibility,
complexity, divisibility, and communicability will influence the
rate of adoption of this product once FDA approval is
attained. (AACSB: Communication; Reflective Thinking)

3. Go to the Strategic Business Insights Web site and complete
the VALS survey at www.strategicbusinessinsights.com/vals/
presurvey.shtml. What does VALS measure, and what is your
VALS type? Does it adequately describe you? On what
dimensions are the VALS types based? How can marketers
use this tool to better understand consumers? (AACSB:
Communication; Use of IT, Reflective Thinking)

rocus oN Technology

Have you noticed that some of your Facebook friends like certain
advertisements? Marketers know what Facebook users like and
are using that knowledge to influence users’ friends. “Social con-
text ads” are based on data collected on the likes and friends of
Facebook users. When you click on an ad indicating that you like
it, you also give Facebook permission to share that preference with
all your friends. Marketers like this feature because it appears as
though you are endorsing the brand to your friends. Nike bought
ads on users’ homepages in twenty countries prior to the World
Cup, and Ford uses Facebook’s social context ads to promote the
Explorer. Although most ads on Facebook cost as little as $1 per

click for marketers, the total cost for a social context ad can be as
much as $100,000.

1. Which factors are marketers advertising on Facebook using to
influence consumers? Would you be influenced by an ad if
you saw that your friends liked it? (AACSB: Communication;
Use of IT; Reflective Thinking)

2. How would you feel about Facebook using your name in
these types of ads? (AACSB: Communication; Reflective
Thinking)

FOCUs ON Ethics

Vitaminwater—sounds healthy, right? Although Vitaminwater has
vitamins, it also has thirty-three grams—that’s two heaping table-
spoons—of sugar, making it not much better than a soda. Vitamin-
water, owned by Coca-Cola, has been under fire from the Center for
Science in the Public Interest (CSPI), a consumer-advocacy group that
fights for safer, more nutritious foods. The CSPI filed a class-action
lawsuit against Coca-Cola, claiming names for Vitaminwater flavors
such as “endurance peach mango” and “focus kiwi strawberry” are
misleading for two reasons: (1) The drinks contain zero to one per-
cent juice, and (2) words like endurance, focus, defense, rescue, and
energy imply health benefits. Coca-Cola‘s defense was that reason-
able consumers would not be misled into believing that Vitamin-
water is healthy for them.

1. Debate whether or not Coca-Cola is deliberately trying to
deceive consumers into believing that Vitaminwater is a
healthy alternative to soda. Which psychological factor is
most affected by the product name and ad claims and might
influence consumers to purchase this product? (AACSB:
Communication; Ethical Reasoning)

2. Find two other examples of brands that use names, words,
colors, package shapes, or other elements to convey
potentially deceptive meanings to consumers. (AACSB:
Communication; Reflective Thinking)


http://opkbiotech.com/
http://opkbiotech.com/
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MARKETING & THE Economy

AutoZone

Detroit is suffering and everyone knows it. New car sales were
down by 21 percent for 2009 handing the industry its worst per-
formance in nearly 30 years. But Detroit’s loss has been Auto-
Zone's gain. The do-it-yourself car part retailer’s sales and profits
have been running counter to those of the retail world as a whole.
One reason is that AutoZone's traditional customers have been
tackling more complicated do-it-yourself car repair jobs and visit-
ing stores more frequently. But the retail auto parts giant has also
seen a notable increase in customers with incomes over $100,000
a year, people who typically never so much as pop the hoods of
their own cars.

In the more frugal economy, all types of drivers are now look-
ing to save money by doing their own repairs and maintenance.
And as people keep their cars longer, the older cars need more re-

pairs. AutoZone has seen this day coming, long ago scrapping its
grungy, industrial-store format for one that's more colorful,
brightly lit, and filled with super-friendly sales clerks. Soccer moms
are now as comfortable getting “into the Zone” as NASCAR fans.
Believing that, even in an economic recovery, America’s spend-
thrift habits have now become a thing of the past, that's the way
AutoZone planned it.

1. Consider the auto parts buyer decision process. How has this
process changed for new AutoZone customers. How has the
economy influenced this change?

2. Visit www.autozone.com. Does it appear that the company is
trying to help the newer, less-knowledgeable customer?
Based on your observations, what recommendations would
you make to AutoZone?

MARKETING BY THE Numbers

One way consumers can evaluate alternatives is to identify impor-
tant attributes and assess how purchase alternatives perform on
those attributes. Consider the purchase of a notebook computer.
Each attribute, such as memory, is given a weight to reflect its level
of importance to that consumer. Then the consumer evaluates
each alternative on each attribute. For example, in the table,
memory (weighted at 0.5) is the most important computer pur-
chase attribute for this consumer. The consumer believes that
Brand C performs best on memory, rating it 7 (higher ratings indi-
cate higher performance). Brand B rates worst on this attribute
(rating of 3). Size and price are the consumer’s next most impor-
tant attributes. Warranty is least important.

A score can be calculated for each brand by multiplying the im-
portance weight for each attribute by the brand’s score on that
attribute. These weighted scores are then summed to determine
the score for that brand. For example, Scoreg,nga = (0.2 X 4) +
(0.5%x6)+ (0.1 X5 +(02%Xx4=08+3.0+05+08=5.1.
This consumer will select the brand with the highest score.

Importance Alternative Brands

Attributes Weight (e) A B C
Size 0.2 4 6 2
Memory 0.5 6 3 7
Warranty 0.1 5 5 4
Price 0.2 4 6 7

1. Calculate the scores for brands B and C. Which brand would
this consumer likely choose? (AACSB: Communication;
Analytic Reasoning)

2. Which brand is this consumer least likely to purchase? Discuss
two ways the marketer of this brand can enhance consumer
attitudes toward purchasing its brand. (AACSB:
Communication; Reflective Thinking; Analytic Reasoning)

viIDEO Case

RADIANG

Social networking has had a huge impact on society. And for mar-
keters, online social communications are changing the way that
consumers make purchase decisions. Radian6 specializes in mon-
itoring social media. It tracks a wide array of Web sites at which
consumers might “chat” about companies, brands, and general
market offerings. Companies such as Dell and Microsoft obtain
valuable insights about what consumers are saying about their
products and about what factors or events are generating the dis-
cussions. But more importantly, companies are gaining a stronger
understanding of how consumer online conversations are affect-
ing purchase decisions. In this manner. Radian6 is on the cutting

edge of getting a grip on the ever-expanding scope of social net-
working and “word-of-Web"” communication.

After viewing the video featuring Radian6, answer the follow-
ing questions.

1. What cultural factors have led to the explosion of social
networking?

2. How has Radian6 changed the way companies understand
opinion leaders and marketing?

3. How is Radian6 helping companies gain insights into the
buying decision process?


www.autozone.com
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comraNy Case

Porsche: Guarding the Old
While Bringing in the New

Porsche (pronounced Porsh-uh) is a unique company. It has always
been a niche brand that makes cars for a small and distinctive seg-
ment of automobile buyers. In 2009, Porsche sold only 27,717 cars
in the five models it sells in the United States. Honda sold about
10 times that many Accords alone. But Porsche owners are as rare as
their vehicles. For that reason, top managers at Porsche spend a great
deal of time thinking about customers. They want to know who their
customers are, what they think, and how they feel. They want to
know why they buy a Porsche rather then a Jaguar, a Ferrari, or a big
Mercedes coupe. These are challenging questions to answer; even
Porsche owners themselves don't know exactly what motivates their
buying. But given Porsche’s low volume and the increasingly frag-
mented auto market, it is imperative that management understands
its customers and what gets their motors running.

THE PROFILE OF A PORSCHE OWNER

Porsche was founded in 1931 by Ferdinand Porsche, the man cred-
ited for designing the original Volkswagen Beetle—Adolf Hitler’s
“people’s car” and one of the most successful car designs of all
time. For most of its first two decades, the company built Volks-
wagen Beetles for German citizens and tanks and Beetles for the
military. As Porsche AG began to sell cars under its own nameplate
in the 1950s and 1960s, a few constants developed. The company
sold very few models, creating an image of exclusivity. Those mod-
els had a rounded, bubble shape that had its roots in the original
Beetle but evolved into something more Porsche-like with the
world famous 356 and 911 models. Finally, Porsche’s automobiles
featured air-cooled four- and six-cylinder “boxer” motors (cylin-
ders in an opposed configuration) in the rear of the car. This gave
the cars a unique and often dangerous characteristic—a tendency
for the rear end to swing out when cornering hard. That's one of
the reasons that Porsche owners were drawn to them. They were
challenging to drive, which kept most people away.

Since its early days, Porsche has appealed to a very narrow seg-
ment of financially successful people. These are achievers who see
themselves as entrepreneurial, even if they work for a corporation.
They set very high goals for themselves and then work doggedly
to meet them. And they expect no less from the clothes they wear,
the restaurants they go to, or the cars they drive. These individu-
als see themselves not as a part of the regular world but as excep-
tions to it. They buy Porsches because the car mirrors their
self-image; it stands for the things owners like to see in themselves
and their lives.

Most of us buy what Porsche executives call utility vehicles.
That is, we buy cars primarily to go to work, transport children,
and run errands. Because we use our cars to accomplish these
daily tasks, we base buying decisions on features such as price,
size, fuel economy, and other practical considerations. But Porsche
is more than a utility car. Its owners see it as a car to be enjoyed,
not just used. Most Porsche buyers are not moved by information

but by feelings. A Porsche is like a piece of clothing—something
the owner “wears” and is seen in. They develop a personal rela-
tionship with their cars, one that has more to do with the way the
car sounds, vibrates, and feels, rather than the how many cup
holders it has or how much cargo it can hold in the trunk. They
admire their Porsche because it is a competent performance ma-
chine without being flashy or phony.

People buy Porsches because they enjoy driving. If all they
needed was something to get them from point A to point B, they
could find something much less expensive. And while many
Porsche owners are car enthusiasts, some of them are not. One
successful businesswoman and owner of a high-end Porsche said,
“When | drive this car to the high school to pick up my daughter,
| end up with five youngsters in the car. If | drive any other car, |
can't even find her; she doesn’t want to come home.”

FROM NICHE TO NUMEROUS

For its first few decades, Porsche AG lived by the philosophy of
Ferry Porsche, Ferdinand’s son. Ferry created the Porsche 356 be-
cause no one else made a car like he wanted. “We did no market
research, we had no sales forecasts, no return-on-investment cal-
culations. None of that. | very simply built my dream car and fig-
ured that there would be other people who share that dream.” So,
really, Porsche AG from the beginning was very much like its cus-
tomers: an achiever that set out to make the very best.

But as the years rolled on, Porsche management became con-
cerned with a significant issue: Were there enough Porsche buy-
ers to keep the company afloat? Granted, the company never had
illusions of churning out the numbers of a Chevrolet or a Toyota.
But to fund innovation, even a niche manufacturer has to grow a
little. And Porsche began to worry that the quirky nature of the
people who buy Porsches might just run out on them.

This led Porsche to extend its brand outside the box. In the early
1970s, Porsche introduced the 914, a square-ish, mid-engine,
two-seater that was much cheaper than the 911. This meant that
a different class of people could afford a Porsche. It was no sur-
prise that the 914 became Porsche’s top selling model. By the late
1970s, Porsche replaced the 914 with a hatchback coupe that had
something no other regular Porsche model had ever had: an en-
gine in the front. At less than $20,000, more than $10,000 less
than the 911, the 924 and later 944 models were once again
Porsche’s pitch to affordability. At one point, Porsche increased its
sales goal by nearly 50 percent to 60,000 cars a year.

Although these cars were in many respects sales successes, the
Porsche faithful cried foul. They considered these entry-level models
to be cheap and underperforming. Most loyalists never really ac-
cepted these models as “real” Porsches. In fact, they were not at all
happy that they had to share their brand with a customer who
didn't fit the Porsche owner profile. They were turned off by what
they saw as a corporate strategy that had focused on mass over class
marketing. This tarnished image was compounded by the fact that
Nissan, Toyota, BMW, and other car manufacturers had ramped up
high-end sports car offerings, creating some fierce competition. In
fact, both the Datsun 280-ZX and the Toyota Supra were not only
cheaper than Porsche’s 944 but also faster. A struggling economy
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threw more sand in Porsche’s tank. By 1990, Porsche sales had
plummeted, and the company flirted with bankruptcy.

RETURN TO ITS ROOTS?

But Porsche wasn’t going down without a fight. It quickly recog-
nized the error of its ways and halted production of the entry-level
models. It rebuilt its damaged image by revamping its higher-end
model lines with more race-bred technology. In an effort to regain
rapport with customers, Porsche once again targeted the high end
of the market in both price and performance. It set modest sales
goals and decided that moderate growth with higher margins
would be more profitable in the long term. Thus, the company set
out to make one less Porsche than the public demanded. Accord-
ing to one executive, "We're not looking for volume; we're
searching for exclusivity.”

Porsche’s efforts had the desired effect. By the late 1990s, the
brand was once again favored by the same type of achiever who
had so deeply loved the car for decades. The cars were once again
exclusive. And the company was once again profitable. But by the
early 2000s, Porsche management was again asking itself a famil-
iar question: To have a sustainable future, could Porsche rely on only
the Porsche faithful? According to then CEO Wendelin Wiedeking,
“For Porsche to remain independent, it can’t be dependent on the
most fickle segment in the market. We don’t want to become just
a marketing department of some giant. We have to make sure
we're profitable enough to pay for future development ourselves.”

So in 2002, Porsche did the unthinkable. It became one of the
last car companies to jump into the insatiable sport utility vehicle
(SUV) market. At roughly 5,000 pounds, the new Porsche
Cayenne was heavier than anything that Porsche had ever made,
with the exception of some prototype tanks it made during WWII.
Once again, the new model featured an engine up front. And it
was the first Porsche to ever be equipped with seatbelts for five.
As news spread about the car’s development, howls could be
heard from Porsche’s customer base.

But this time, Porsche did not seem too concerned that the loy-
alists would be put off. Could it be that the company had already
forgotten what happened the last time it deviated from the mold?
After driving one of the first Cayenne’s off the assembly line, one
journalist stated, “A day at the wheel of the 444 horsepower
Cayenne Turbo leaves two overwhelming impressions. First, the
Cayenne doesn’t behave or feel like an SUV, and second, it drives
like a Porsche.” This was no entry-level car. Porsche had created a
two-and-a-half ton beast that could accelerate to 60 miles per
hour in just over five seconds, corner like it was on rails, and hit
165 miles per hour, all while coddling five adults in sumptuous
leather seats with almost no wind noise from the outside world.
On top of that, it could keep up with a Land Rover when the pave-
ment ended. Indeed, Porsche had created the Porsche of SUVs.

Last year, Porsche upped the ante one more time. It unveiled
another large vehicle. But this time, it was a low-slung, five-door
luxury sedan. The Porsche faithful and the automotive press again
gasped in disbelief. But by the time the Panamera hit the pave-
ment, Porsche had proven once again that Porsche customers
could have their cake and eat it to. The Panamera is almost as big
as the Cayenne but can move four adults down the road at speeds
of up to 188 miles per hour and accelerate from a standstill to
60 miles per hour in four seconds flat.
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Although some Porsche traditionalists would never be caught
dead driving a front engine Porsche that has more than two doors,
Porsche insists that two trends will sustain these new models. First,
a category of Porsche buyers has moved into life stages that have
them facing inescapable needs; they need to haul more people
and stuff. This not only applies to certain regular Porsche buyers,
but Porsche is again seeing buyers enter its dealerships that oth-
erwise wouldnt have. Only this time, the price points of the new
vehicles are drawing only the well heeled, allowing Porsche to
maintain its exclusivity. These buyers also seem to fit the achiever
profile of regular Porsche buyers.

The second trend is the growth of emerging economies.
Whereas the United States has long been the world'’s biggest con-
sumer of Porsches, the company expects China to become its
biggest customer before too long. Twenty years ago, the United
States accounted for about 50 percent of Porsche’s worldwide
sales. Now, it accounts for only about 26 percent. In China, many
people who can afford to buy a car as expensive as a Porsche also
hire a chauffeur. The Cayenne and the Panamera are perfect for
those who want to be driven around in style but who may also
want to make a quick getaway if necessary.

The most recent economic downturn has brought down the
sales of just about every maker of premium automobiles. When
times are tough, buying a car like a Porsche is the ultimate de-
ferrable purchase. But as this downturn turns back up, Porsche is
better poised than it has ever been to meet the needs of its cus-
tomer base. It is also in better shape than ever to maintain its
brand image with the Porsche faithful and with others as well.
Sure, understanding Porsche buyers is still a difficult task. But a
former CEO of Porsche summed it up this way: “If you really want
to understand our customers, you have to understand the phrase,
‘If | were going to be a car, I'd be a Porsche."”

Questions for Discussion

1. Analyze the buyer decision process of a traditional Porsche
customer.

2. Contrast the traditional Porsche customer decision process to
the decision process for a Cayenne or a Panamera customer.

3. Which concepts from the chapter explain why Porsche sold so
many lower-priced models in the 1970s and 1980s?

4. Explain how both positive and negative attitudes toward a
brand like Porsche develop. How might Porsche change
consumer attitudes toward the brand?

5. What role does the Porsche brand play in the self-concept of
its buyers?

Sources: Christoph Rauwald, “Porsche Raises Outlook,” Wall Street
Journal, June 18, 2010, accessed at http://online.wsj.com/article/
SB10001424052748704122904575314062459444270.htm;  Jonathan
Welsh, “Porsche Relies Increasingly on Sales in China,” Wall Street Journal,
April 2, 2010, accessed at http://blogs.wsj.com/drivers-seat/2010/04/02/
porsche-relies-increasingly-on-sales-in-china/; David Gumpert, “Porsche
on Nichemanship,” Harvard Business Review, March/April 1986,
pp. 98-106; Peter Robinson, “Porsche Cayenne—Driving Impression,” Car
and Driver, January 2003, accessed at www.caranddriver.com; Jens Mein-
ers, “2010 Porsche Panamera S/4S/Turbo—First Drive Review,” Car and
Driver, June 2009, accessed at www.caranddriver.com.
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In the previous chapter, you
studied final consumer buying

Chapter Preview

behavior and factors that influence it. In this chapter, we'll do the same
for business customers—those that buy goods and services for use in
producing their own products and services or for resale to others. As
when selling to final buyers, firms marketing to business customers must
build profitable relationships with business customers by creating supe-
rior customer value.

Business Markets and
Business Buyer Behavior

We begin by looking at another American icon—Boeing. Business-
to-business marketing is a way of life at Boeing. All of the aerospace
giant’s more than $60 billion of annual revenues come from large or-
ganizational buyers—commercial airlines, air-freight carriers, and gov-
ernment and military buyers. Selling airplanes to large organizational
buyers is a lot different from selling cars or cameras to final consumers.
And the stakes are significantly higher.

Boeing: Selling to Businesses—The Stakes Are Much, Much Higher

ost times, buying a new car is an involved and
time-consuming process. Before committing to
spend $15,000 or more, you spend lots of time
searching the Internet for information, watching
car ads, talking with friends or salespeople to get their advice,
and visiting dealer lots to check out competing models and take
test drives. New cars are expensive, and you expect to live with
your decision for several years. So you want to get it right.
Now assume that you are a member of the aircraft purchas-
ing team at All Nippon Airways (ANA), Japan’s second-largest
airline. Your team is charged with making recommendations for
the purchase of 50 new airplanes for the company’s fleet, at a to-
tal cost of more than $5 billion. All of a sudden, by comparison,
your new car purchase decision looks pretty simple. The differ-
ence, of course, is that new airplanes aren’t lined up in dealer-
ship showrooms. You can’t go down to the lot to kick the tires
and test-fly a new plane. And there are a lot more dollars at stake.
In this case, before shelling out more than $150 million per
plane, ANA’s high-level buying team completed an arduous
evaluation of its own needs and available aircraft offerings. You
can just imagine the research, evaluation, and debate that went
into making such a multibillion dollar buying decision. ANA fi-
nally announced that it would buy 50 Boeing 787 Dreamliners.
More recently, the company announced that it would also buy
five Boeing 777s and five 767s, worth another $2 billion.
Those are mind-blowing figures by almost any standard—
$5 billion; $2 billion. But it’s kind of business as usual for Boe-

ing. “The word big does not begin to describe Boeing,” says one
analyst. As the world’s commercial aviation leader, Boeing’s
12,000 planes dominate the skies. Its small but popular 737 is the
workhorse for many airlines, and its giant, two-level 747 was the
world’s first jumbo jet. Boeing military aircraft include massive
cargo planes and tankers, Chinook and other helicopters, and
the F-22, the nation’s newest, fastest, and most-expensive mili-
tary fighter. Boeing even operates the space shuttle and the in-
ternational space station, and it is working on the next
generation of space vehicles to replace NASA'’s shuttle fleet.

At a general level, selling commercial aircraft to large busi-
ness customers is like selling cars to final consumers. It requires
a deep-down understanding of customer needs and a customer-
driven marketing strategy that delivers superior customer
value. But that’s where the similarities end. Boeing sells to only
a relatively small number of very large buyers worldwide. It has
only three major commercial airline competitors: Airbus, Lock-
heed Martin, and Northrup Grumman. And buying a batch of
jetliners involves dozens or even hundreds of decision makers
from all levels of the buying organization, and layer upon layer
of subtle and not-so-subtle buying influences. Moreover,
whereas it might be disappointing when a car buyer chooses a
competing brand, losing a single sale to a large business cus-
tomer can cost Boeing billions of dollars in lost business.

It takes more than fast talk and a warm smile to sell expen-
sive high-tech aircraft. Before any sale, a team of Boeing com-
pany specialists—sales and design engineers, financial analysts,
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planners, and others—dedicates it-
self to becoming an expert on the
airline customer. They find out
where the airline wants to grow,
when it will be replacing planes,
and its financial situation. They
run Boeing and competing planes
through exhaustive analysis, simu-
lating the airline’s routes, cost per
seat, and other factors to show that
Boeing’s planes are more effective
and efficient. The selling process is
nerve-rackingly slow—it can take
two or three years from the first
marketing presentation to the day
the sale is announced.

Moreover, each sale is just part
of a bigger buyer-seller interaction.
Boeing’s real challenge is to win
buyers’ business by building day-in,
day-out, year—in, year-out customer

partnerships based on superior pro-

ducts and close collaboration—before and after the sale. When a
customer buys an airplane, it also places its trust in a future
working relationship with Boeing. “When you buy an airplane,
it’s like getting married,” says a Boeing executive. “It is a long-
term relationship.”

ANA’s decision to buy from Boeing was based in part on the
qualities of Boeing’s futuristic, yet-to-be-produced 787 Dreamliner
aircraft. Just as important, however, was the strong, long-
running relationship between ANA and Boeing. When ANA
placed that huge order, the Dreamliner was still in the design
stage. Not a single plane had yet been built or tested. That took
a whole lot of trust on ANA’s part.

However, that was more than five years ago, and ANA is
still waiting for delivery of the first plane. In fact, events sur-
rounding the development of the 787 highlight the scale and
complexities of business-to-business selling, for both the buyer
and the seller. Boeing announced its plans for this radical new
midsized, wide-body commercial airplane in 2004. Fifty percent
of the 787’s fuselage consists of one piece of lightweight carbon
fiber—eliminating 40,000-50,000 individual fasteners and
1,500 aluminum sheets compared with a traditional design. That
puts the 787 in a design class with the stealth bomber. Add inno-
vative new jet engines and other weight-saving innovations,
and the 787 will be the lightest, most fuel-efficient passenger jet
on the market. The 787’s interior will also feature many en-
hanced passenger comforts: a 60 percent quieter ride, more leg
room, cleaner air, and higher cabin pressure and humidity to re-
duce passenger fatigue on long trips.

Sounds great? Commer-

Selling airplanes to
large organizational
buyers is a lot
different from
selling cars or
cameras to final
consumers. And the
stakes are much,
much higher.

new commercial aircraft in history. Boeing
promised delivery of the first 787s by mid-
2008, promising that it would deliver 109
planes the first year. To meet that target, the
company developed an innovative but very
complex manufacturing process.

However, problems plagued the new
manufacturing process from the start, caus-
ing a numbing two-year delay. The first
787 Dreamliner didn’t complete its maiden,
three-hour test flight until December 2009, and Boeing pushed back
delivery of the first 787s to ANA to the end of 2010 or even later.

The long delays caused substantial problems for both cus-
tomers and Boeing and put long-established customer relation-
ships to a real test. Some airlines cancelled their orders, and
Boeing paid out an estimated $2.5 billion in penalties and con-
cessions. But most customers stayed the course. In a nod to its
faith in Boeing and the 787 Dreamliner, ANA remained a patient
partner and even added five more planes to its order. At the
same time, however, ANA demanded that Boeing provide a de-
tailed plan for avoiding more surprises and a realistic estimate
of when ANA would get its first airplane.

Boeing learned a long list of customer relationship lessons
from the delays. In business-to-business partnerships, as in any re-
lationship, trust must be earned anew every day. Says Boeing’s
president, “We really disappointed our customers. . . . The past
three years have been tough for our partners. [But] we are devel-
oping closer bonds—it’s like climbing a mountain together.” In the

end, meeting the revised

cial airlines around the world
thought so too. ANA jumped
onboard first with its April
2004 order for 50 planes. Fifty-
five other companies quickly
followed, ballooning Boeing’s
787 orders to 895 planes and
making it the fastest-selling

To succeed in its business-to-business markets, Boeing
must build day-in, day-out, year-in, year-out customer
partnerships based on superior products, close

collaboration, and trust. “When you buy an airplane,
it's like getting married,” says a Boeing executive. "It is
a long-term relationship.”

schedules and delivering
planes to customers will be a
must in repairing strained re-
lationships. Says one Boeing
watcher, “good relationships
and reputations are built on
outstanding ~ performance,
not delayed promises.”
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Objective 1 ::‘frllr(\eet;che business market and explain how business markets differ from consumer

Business Markets (166-170)

Objective 2 Ident.lfy the major factors tha.lt influence business buyer behavior.
Business Buyer Behavior (170-176)

The Business Buying Process (176-178)

Objective 3 List and define the steps in the business buying decision process.
E-Procurement: Buying on the Internet (17s8-180)

Obiective 4 Compare the institutional and government markets and explain how institutional and
JECY government buyers make their buying decisions.

Institutional and Government Markets (180-182)

Like Boeing, in one way or another, most large companies sell to other or-
ganizations. Companies such as Boeing, DuPont, IBM, Caterpillar, and countless other firms
sell most of their products to other businesses. Even large consumer-products companies,
which make products used by final consumers, must first sell their products to other busi-
nesses. For example, General Mills makes many familiar consumer brands—Big G cereals
(Cheerios, Wheaties, Trix, Chex), baking products (Pillsbury, Betty Crocker, Gold Medal
flour), snacks (Nature Valley, Pop Secret, Chex Mix), Yoplait yogurt, Hdagen-Dazs ice cream,
and others. But to sell these products to consumers, General Mills must first sell them to its

Business buyer behavior wholesaler and retailer customers, who in turn serve the consumer market.

The buying behavior of organizations that Business buyer behavior refers to the buying behavior of the organizations that
buy goods and services for use in the
production of other products and services
that are sold, rented, or supplied to others.

buy goods and services for use in the production of other products and services that are
sold, rented, or supplied to others. It also includes the behavior of retailing and whole-
saling firms that acquire goods to resell or rent them to others at a profit. In the business
buying process, business buyers determine which products and services their organi-
zations need to purchase and then find, evaluate, and choose among alternative suppli-
ers and brands. Business-to-business (B-to-B) marketers must do their best to understand

Business buying process

The decision process by which business
buyers determine which products and
services their organizations need to

purchase and then find, evaluate, and business markets and business buyer behavior. Then, like businesses that sell to final
choose among alternative suppliers and buyers, they must build profitable relationships with business customers by creating su-
brands. perior customer value.

Author | Business markets operate BUSi ness Ma rkets (pp 166-170)

Comment | “behind the scenes” to
most consumers. Most of the things The business market is huge. In fact, business markets involve far more dollars and items

you buy involve many sets of business than do consumer markets. For example, think about the large number of business transac-

h bef them. . . . . . . . .
purchases before you ever see them tions involved in the production and sale of a single set of Goodyear tires. Various suppli-

ers sell Goodyear the rubber, steel, equipment, and other goods that it needs to produce
tires. Goodyear then sells the finished tires to retailers, who in turn sell them to consumers.
Thus, many sets of business purchases were made for only one set of consumer purchases. In
addition, Goodyear sells tires as original equipment to manufacturers that install them on
new vehicles and as replacement tires to companies that maintain their own fleets of com-
pany cars, trucks, buses, or other vehicles.

166
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@ TABLE | 6.1 Characteristics of Business Markets

Market Structure and Demand

Business markets contain fewer but larger buyers.

Business buyer demand is derived from final consumer demand.

Demand in many business markets is more inelastic—not affected as much in the short run by price changes.

Demand in business markets fluctuates more and more quickly.

Nature of the Buying Unit

Business purchases involve more buyers.

Business buying involves a more professional purchasing effort.

Types of Decisions and the Decision Process

Business buyers usually face more complex buying decisions.

The business buying process is more formalized.

In business buying, buyers and sellers work more closely together and build close long-term relationships.

Derived demand

Business demand that ultimately comes
from (derives from) the demand for
consumer goods.

In some ways, business markets are similar to consumer markets. Both involve people
who assume buying roles and make purchase decisions to satisfy needs. However, busi-
ness markets differ in many ways from consumer markets. The main differences, shown in
@ Table 6.1, are in market structure and demand, the nature of the buying unit, and the types
of decisions and the decision process involved.

Market Structure and Demand

The business marketer normally deals with far fewer but far larger buyers than the consumer
marketer does. Even in large business markets, a few buyers often account for most of the
purchasing. For example, when Goodyear sells replacement tires to final consumers, its po-
tential market includes the owners of the millions of cars currently in use around the world.
But Goodyear’s fate in the business market depends on getting orders from one of only a
handful of large automakers. Similarly, Black & Decker sells its power tools and outdoor
equipment to tens of millions of consumers worldwide. However, it must sell these prod-
ucts through three huge retail customers—Home Depot, Lowe’s, and Walmart—which
combined account for more than half its sales.

Further, business demand is derived demand—it ultimately comes from (derives
from) the demand for consumer goods. HP and Dell buy Intel microprocessor chips to op-
erate the computers they manufacture. If consumer demand for computers drops, so will
the demand for microprocessors. Therefore, B-to-B marketers sometimes promote their prod-
ucts directly to final consumers to increase business demand. For example, W. L. Gore &
Associates promotes its Gore-Tex fabrics directly to final consumers.

You can’t buy anything directly from Gore, but increased demand for Gore-Tex fabrics
boosts the demand for outdoor apparel and other brands made from them. So Gore ad-
vertises to consumers to educate them on the benefits of the Gore-Tex brand in the
products they buy. It also markets brands containing Gore-Tex—from Arc’teryx,
Marmot, and The North Face to Burton and L.L. Bean—directly to consumers on its
own Web site (www.gore-tex.com/remote/Satellite/home). To deepen its relation-
ship with outdoor enthusiasts further, Gore even sponsors an “Experience More” on-
line community in which members can share experiences and videos, connect with
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If it doesn’t say
GORE-TEX" Footwear,
it’s not!

@ Derived demand: You can’t buy anything directly

outdoor experts, and catch exclusive gear offers from partner brands.
As a result of these and other marketing efforts, consumers around the
world have learned to look for the familiar Gore-Tex brand label, and
both Gore and its partner brands win. @ No matter what brand of ap-
parel or footwear you buy, says the label, if it’s made with Gore-Tex
fabric, it’s “guaranteed to keep you dry.”

Many business markets have inelastic demand; that is, the total demand
for many business products is not much affected by price changes, especially
in the short run. A drop in the price of leather will not cause shoe manufac-
turers to buy much more leather unless it results in lower shoe prices that, in
turn, will increase the consumer demand for shoes.

Finally, business markets have more fluctuating demand. The demand for
many business goods and services tends to change more—and more quickly—
than the demand for consumer goods and services does. A small percentage
increase in consumer demand can cause large increases in business demand.
Sometimes a rise of only 10 percent in consumer demand can cause as much
as a 200 percent rise in business demand during the next period.

Nature of the Buying Unit

Compared with consumer purchases, a business purchase usually involves
more decision participants and a more professional purchasing effort. Often, busi-
ness buying is done by trained purchasing agents who spend their working
lives learning how to buy better. The more complex the purchase, the more
likely it is that several people will participate in the decision-making process.
Buying committees composed of technical experts and top management are
common in the buying of major goods. Beyond this, B-to-B marketers now
face a new breed of higher-level, better-trained supply managers. Therefore,
companies must have well-trained marketers and salespeople to deal with
these well-trained buyers.

Types of Decisions and the Decision Process

from Gore, but to increase demand for Gore-Tex Business buyers usually face more complex buying decisions than do con-

fabrics, the company markets directly to the buyers of
outdoor apparel and other brands made from them.

Both Gore and its partner brands win.

sumer buyers. Business purchases often involve large sums of money, com-
plex technical and economic considerations, and interactions among many
people at many levels of the buyer’s organization. Because the purchases are
more complex, business buyers may take longer to make their decisions. The
business buying process also tends to be more formalized than the consumer buying process.
Large business purchases usually call for detailed product specifications, written purchase
orders, careful supplier searches, and formal approval.

Finally, in the business buying process, the buyer and seller are often much more depen-
dent on each other. B-to-B marketers may roll up their sleeves and work closely with their
customers during all stages of the buying process—from helping customers define prob-
lems, to finding solutions, to supporting after-sale operation. They often customize their of-
ferings to individual customer needs.

In the short run, sales go to suppliers who meet buyers’ immediate product and service
needs. In the long run, however, business-to-business marketers keep a customer’s sales and
create customer value by meeting current needs and by partnering with customers to help
them solve their problems. For example, Dow Plastics doesn’t just sell commodity plastics
to its industrial customers; it works with these customers to help them succeed in their own
markets. “We believe in a simple concept,” says the company. “If you win, we win.” (See
Real Marketing 6.1.)

In recent years, relationships between customers and suppliers have been changing
from downright adversarial to close and chummy. In fact, many customer companies are
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e
Real Marketing 6. ]

celeration, and better handling and braking.

So when BMW and its electronic parts
- supplier Tyco needed an advanced electronics
Dow Plastlcs: " |f You Win, We Wln " box forthe engine compartment of BMW's Ilat-

est 7 Series models, they looked for something

that would not only meet complex perfor-
When you pick up your cell phone to text a  thinking was summed up in the positioning  mance specifications but also be cost efficient
friend or hop into your car to head for the statement, “We don’t succeed unlessyoudo.”  and lightweight. Enter Dow Plastics. Working
mall, you probably don't think much about the This new philosophy got Dow out of sell-  together, the Dow-Tyco team developed a
plastics that make those state-of-the-art prod-  ing plastics and into selling customer success.  lightweight plastic box that yields “exceptional
ucts possible. But at Dow Plastics, thinking  The problems of Dow’s organizational cus- dimensional stability, low warpage, low
about how plastics can make our lives betteris ~ tomers became more than just engineering  weight, and improved hydrolysis resistance,”
at the very core of its business strategy. What  challenges. Dow’s business customers sell to  all at a surprisingly economical cost. That
makes that noteworthy is that Dow doesn't  somebody else, so the company now faced might sound like gibberish to you, but it's
sell its products to you and me. Instead, it sells  new challenges of marketing to and helping  sweet music to companies like Tyco and BMW.
mountains of raw materials to its business  satisfy customers’ customers. In the final analysis, of course, the folks at Dow
customers—such as Nokia and BMW—who in Over the past two decades, the customer  Plastics care most about how such parts will
turn sell their products final users. But Dow  success philosophy has come to permeate  help BMW succeed with car buyers. The more
Plastics understands that its own success de-  everything Dow Plastics does. Dow Plastics  cars BMW sells to final buyers, the more plas-
pends heavily on how successfully its business  doesn’t just sell to its business customers; it  tics Dow sells to Tyco and BMW. Through such
customers use Dow plastic polymers and resins ~ works with them to grow and succeed to- innovations, Dow Plastics has helped BMW
in satisfying final consumer needs. It's not just  gether. Now, whenever Dow Plastics people  give customers a full-sized 5,100-pound sedan
selling commodity plastics; it's helping the encounter a new product or market, the first  that hits 60 miles per hour from a standstill in
businesses that buy its plastics to be heroes  question they always ask is, “How does this fit 4.4 seconds, blasts through corners like a go-
with their own customers. with ‘We don’t succeed unless you do'?” cart, and still gets decent gas mileage.

To get a better perspective on this strat- For example, carmaker BMW sells to Selling customer success has turned
egy, let's go back a few years. In the late some of the world’s most demanding cus- Dow Plastics into a world-leading supplier of
1980s, Dow Chemical realigned its dozen or  tomers. BMW owners want high performance,  plastic resins and material science innova-
so widely varied plastics businesses into a sin-  but they also want reasonable prices and fuel  tions. Plastics now account for about half of
gle subsidiary, called Dow Plastics. One of the  economy. Thus, to help deliver more value to  Dow Chemical's $57 billion in annual rev-
first things Dow had to do was to decide how its customers, BMW looks for two important  enues. Dow Plastics doesn’t come up with
to position its new division competitively. Initial  attributes in every vehicle component: cost winning solutions for customers by simply
research showed that Dow Plastics rated a dis-  savings and weight reduction. Lower costs  dipping into its current product portfolio. It
tant third in customer preference behind in-  mean more palatable prices for car buyers, and  works closely with customers in every stage
dustry leaders DuPont and GE Plastics. The weight reduction yields customer benefits of product development and production,
research also revealed, however, that cus-
tomers were unhappy with the service—or
lack thereof—that they received from all three
suppliers. “Vendors peddled resins as a com-
modity,” said the head of Dow Plastics’ adver-

®
tising agency. “They competed on price and Dow Plastics
delivered on time but gave no service.” Think of Dow as the team... ;\

These findings led to a positioning strat- .
egy that went far beyond simply selling good behind your team.
products and delivering them on time. Dow -
Plastics set out to build deeper relationships
with business customers. The organization
wasn't just selling products and services; it was
partnering with customers to help them win Qﬁvi
with their own final consumers. Said the —
agency executive, "Whether they're using
Dow's plastics to make bags for Safeway or for  pow Plastics isn't just selling commodity plastics; it's helping the businesses that buy its
complex [automotive] applications, we had to plastics to be heroes with their own customers. “We believe in a simple concept . . . if you
help them succeed in their markets.” This new  win, we win.”

Continued on next page
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from material selection through final part ness, is our people. Knowledgeable, flexible, competitive edge. We believe in a simple con-
testing. Dow Plastics considers itself a part- and committed to your success, our team puts cept . . . if you win, we win.
ner, not just a supplier. As the company sum- all our resources together to provide you with

marizes on its Web site:

Think of Dow as the team behind your team.  sources: For historical background, see Nancy Arnott, " Getting the Picture: The Grand Design—We Don't Succeed
Dow Plastics’ greatest asset, and the one that  Unless You Do,” Sales & Marketing Management, June 1994, pp. 74-76. Current quotes and other information
can make the biggest difference to your busi-  from http://plastics.dow.com/ and www.omnexus.com/sf/dow/?id=plastics, accessed March 2010.

Supplier development now practicing supplier development, systematically developing networks of supplier-
Systematic development of networks of partners to ensure an appropriate and dependable supply of products and materials that
supplier-partners to ensure an appropriate
and dependable supply of products and
materials for use in making products or
reselling them to others.

they will use in making their own products or resell to others. For example, Walmart doesn’t
have a “Purchasing Department”; it has a “Supplier Development Department.” @ And giant
Swedish furniture retailer IKEA doesn’t just buy from its suppliers; it involves them deeply
in the customer value-creation process.

IKEA, the world’s largest furniture retailer, is the quintessential global cult brand.
Customers from Beijing to Moscow to Middletown, Ohio, flock to the $32 billion
Scandinavian retailer’s more than 300 huge stores in 38 countries, drawn by IKEA’s

trendy but simple and practical furniture at affordable
prices. But IKEA’s biggest obstacle to growth isn’t
opening new stores and attracting customers. Rather,
it’s finding enough of the right kinds of suppliers to

‘HKEA ks help design and produce the billions of dollars of

ome %Urn'l.al’l.i.nga

affordable goods that customers will carry out of its
stores. IKEA currently relies on some 1,220 suppliers
in 55 countries to stock its shelves. IKEA can’t just rely
on spot suppliers who might be available when
needed. Instead, it has systematically developed a ro-
bust network of supplier-partners that reliably pro-
vide the more than 9,500 items it stocks. IKEA's
designers start with a basic customer value proposi-
tion. Then they find and work closely with key suppli-
ers to bring that proposition to market. Thus, IKEA
does more than just buy from suppliers; it also in-
volves them deeply in the process of designing and

@ Giant Scandinavian furniture retailer IKEA doesn’t just buy from
its suppliers. It involves them deeply in the process of designing and ) ) ,
making stylish but affordable furniture that keeps customers making stylish but affordable products to keep IKEA’s

coming back. customers coming back.?

Author | Business buying decisions BUSiness Buyer Beha\[ior (pp 170-176)

Comment | can range from routine to
incredibly complex, involving only a At the most basic level, marketers want to know how business buyers will respond to vari-

few or very many decision makers and ous marketing stimuli. @ Figure 6.1 shows a model of business buyer behavior. In this
buying influences.

model, marketing and other stimuli affect the buying organization and produce certain

buyer responses. These stimuli enter the organization and are turned into buyer responses.
To design good marketing strategies, marketers must understand what happens within the
organization to turn stimuli into purchase responses.

Within the organization, buying activity consists of two major parts: the buying center,
composed of all the people involved in the buying decision, and the buying decision


http://plastics.dow.com/
www.omnexus.com/sf/dow/?id=plastics

@ FIGURE | 6.1
A Model of Business Buyer
Behavior

In some ways, business markets are similar
to consumer markets—this model looks a lot
like the model of consumer buyer behavior
presented in Figure 5.1. But there are some
major differences, especially in the nature of
the buying unit, the types of decisions made,
and the decision process

Straight rebuy

A business buying situation in which the
buyer routinely reorders something
without any modifications.

Modified rebuy

A business buying situation in which the
buyer wants to modify product
specifications, prices, terms, or suppliers.

New task

A business buying situation in which the
buyer purchases a product or service for
the first time.

Systems selling (or solutions
selling)

Buying a packaged solution to a problem
from a single seller, thus avoiding all the
separate decisions involved in a complex
buying situation.
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The environment The buying organization Buyer responses

Marketing Other
stimuli stimuli

Product or

The buying center service choice

Product Economic

Supplier choice
Buying

’ decision ’
process

Price Technological
9 Order quantities

Place Political )
Delivery terms
Promotion Cultural and times
(Interpersonal and
Competitive individual influences) Service terms

(Organizational influences) Payment

process. The model shows that the buying center and the buying decision process are influ-
enced by internal organizational, interpersonal, and individual factors as well as external
environmental factors.

The model in Figure 6.1 suggests four questions about business buyer behavior: What
buying decisions do business buyers make? Who participates in the buying process? What
are the major influences on buyers? How do business buyers make their buying decisions?

Major Type of Buying Situations

There are three major types of buying situations.’ In a straight rebuy, the buyer reorders
something without any modifications. It is usually handled on a routine basis by the pur-
chasing department. To keep the business, “in” suppliers try to maintain product and ser-
vice quality. “Out” suppliers try to find new ways to add value or exploit dissatisfaction so
that the buyer will consider them.

In a modified rebuy, the buyer wants to modify product specifications, prices, terms,
or suppliers. The in suppliers may become nervous and feel pressured to put their best foot
forward to protect an account. Out suppliers may see the modified rebuy situation as an op-
portunity to make a better offer and gain new business.

A company buying a product or service for the first time faces a new task situation. In
such cases, the greater the cost or risk, the larger the number of decision participants and the
greater the company’s efforts to collect information. The new task situation is the marketer’s
greatest opportunity and challenge. The marketer not only tries to reach as many key buy-
ing influences as possible but also provides help and information. The buyer makes the
fewest decisions in the straight rebuy and the most in the new task decision.

Many business buyers prefer to buy a complete solution to a problem from a single
seller rather than separate products and services from several suppliers and putting them
together. The sale often goes to the firm that provides the most complete system for meeting
the customer’s needs and solving its problems. Such systems selling (or solutions
selling) is often a key business marketing strategy for winning and holding accounts.

Thus, transportation and logistics giant UPS does more than just ship packages for its
business customers; it develops entire solutions to customers’ transportation and logistics
problems. @ For example, UPS bundles a complete system of services that support Nikon’s
consumer products supply chain—including logistics, transportation, freight, and customs
brokerage services—into one smooth-running system.*

When Nikon entered the digital camera market, it decided that it needed an entirely
new distribution strategy as well. So it asked transportation and logistics giant UPS to
design a complete system for moving its entire electronics product line from its Asian
factories to retail stores throughout the United States, Latin America, and the
Caribbean. Now products leave Nikon’s Asian manufacturing centers and arrive on
American retailers’ shelves in as few as two days, with UPS handling everything in
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@ Systems selling: UPS bundles a complete system of services that support
Nikon’s consumer products supply chain—including logistics, transportation,
freight, and customs brokerage services.

Buying center
All the individuals and units that play a role
in the purchase decision-making process.

Users
Members of the buying organization who
will actually use the purchased product or
service.

Influencers

People in an organization’s buying center
who affect the buying decision; they
often help define specifications and also
provide information for evaluating
alternatives.

Buyers
People in an organization’s buying center
who make an actual purchase.

Deciders

People in an organization’s buying center
who have formal or informal power to
select or approve the final suppliers.

Gatekeepers

People in an organization’s buying center
who control the flow of information to
others.

between. UPS first manages air and ocean freight
and related customs brokerage to bring Nikon
products from Korea, Japan, and Indonesia to its
Louisville, Kentucky, operations center. There,
UPS can either “kit” the Nikon merchandise with
accessories such as batteries and chargers or
repackage it for in-store display. Finally, UPS dis-
tributes the products to thousands of retailers
across the United States or exports them to Latin
American or Caribbean retail outlets and distrib-
utors. Along the way, UPS tracks the goods and
provides Nikon with a “snapshot” of the entire
supply chain, letting Nikon keep retailers in-
formed of delivery times and adjust them as
needed.

Participants in the Business Buying Process

Who does the buying of the trillions of dollars” worth of goods and services needed by busi-
ness organizations? The decision-making unit of a buying organization is called its buying
center—all the individuals and units that play a role in the business purchase decision-
making process. This group includes the actual users of the product or service, those who
make the buying decision, those who influence the buying decision, those who do the ac-
tual buying, and those who control buying information.

The buying center includes all members of the organization who play any of five roles
in the purchase decision process.’

e Users are members of the organization who will use the product or service. In many
cases, users initiate the buying proposal and help define product specifications.

* Influencers often help define specifications and also provide information for evaluat-
ing alternatives. Technical personnel are particularly important influencers.

e Buyers have formal authority to select the supplier and arrange terms of purchase.
Buyers may help shape product specifications, but their major role is in selecting ven-
dors and negotiating. In more complex purchases, buyers might include high-level of-
ficers participating in the negotiations.

e Deciders have formal or informal power to select or approve the final suppliers. In rou-
tine buying, the buyers are often the deciders, or at least the approvers.

e Gatekeepers control the flow of information to others. For example, purchasing
agents often have authority to prevent salespersons from seeing users or deciders.
Other gatekeepers include technical personnel and even personal secretaries.

The buying center is not a fixed and formally identified unit within the buying organi-
zation. Itis a set of buying roles assumed by different people for different purchases. Within
the organization, the size and makeup of the buying center will vary for different products
and for different buying situations. For some routine purchases, one person—say, a purchas-
ing agent—may assume all the buying center roles and serve as the only person involved in
the buying decision. For more complex purchases, the buying center may include 20 or
30 people from different levels and departments in the organization.

The buying center concept presents a major marketing challenge. The business mar-
keter must learn who participates in the decision, each participant’s relative influence, and
what evaluation criteria each decision participant uses. This can be difficult.

For instance, the medical products and services group of Cardinal Health sells dispos-
able surgical gowns to hospitals. It identifies the hospital personnel involved in this buying
decision as the vice president of purchasing, the operating room administrator, and the sur-
geons. @ Each participant plays a different role. The vice president of purchasing analyzes
whether the hospital should buy disposable gowns or reusable gowns. If analysis favors dis-



(@ Buying center: Cardinal Health deals with a wide range of buying
influences, from purchasing executives and hospital administrators to the

surgeons who actually use its products.
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posable gowns, then the operating room administrator
compares competing products and prices and makes a
choice. This administrator considers the gowns’ ab-
sorbency, antiseptic quality, design, and cost and nor-
mally buys the brand that meets the requirements at
the lowest cost. Finally, surgeons affect the decision
later by reporting their satisfaction or dissatisfaction
with the purchased brand.

The buying center usually includes some obvious
participants who are involved formally in the buying
decision. For example, the decision to buy a corporate
jet will probably involve the company’s CEO, the chief
pilot, a purchasing agent, some legal staff, a member
of top management, and others formally charged with
the buying decision. It may also involve less obvious,
informal participants, some of whom may actually
make or strongly affect the buying decision. Some-
times, even the people in the buying center are not
aware of all the buying participants. For example, the
decision about which corporate jet to buy may actually

be made by a corporate board member who has an interest in flying and who knows a lot
about airplanes. This board member may work behind the scenes to sway the decision.
Many business buying decisions result from the complex interactions of ever-changing
buying center participants.

TWO POWERFUL EXPRESSIONS
OF FUEL EFFICIENCY.

PYACOR . o s s sk v

CLASS PAYS

@ Emotions play an important role in business buying: This
Peterbilt advertisement stresses performance factors such as
fuel efficiency. But it also stresses more emotional factors, such
as the raw beauty of Peterbilt trucks and the pride of owning
and driving one. “Class Pays.”

Major Influences on Business Buyers

Business buyers are subject to many influences when they make
their buying decisions. Some marketers assume that the major in-
fluences are economic. They think buyers will favor the supplier
who offers the lowest price or the best product or the most service.
They concentrate on offering strong economic benefits to buyers.
Such economic factors are very important to most buyers, espe-
cially in a rough economy. However, business buyers actually re-
spond to both economic and personal factors. Far from being cold,
calculating, and impersonal, business buyers are human and so-
cial as well. They react to both reason and emotion.

Today, most B-to-B marketers recognize that emotion plays an
important role in business buying decisions. For example, you
might expect that an advertisement promoting large trucks to cor-
porate fleet buyers or independent owner-operators would stress
objective technical, performance, and economic factors. @ For in-
stance, befitting today’s tougher economic times, premium heavy-
duty truck maker Peterbilt does stress performance—its dealers and
Web site provide plenty of information about factors such as ma-
neuverability, productivity, reliability, comfort, and fuel efficiency.
But Peterbilt ads appeal to buyers’ emotions as well. They show the
raw beauty of the trucks, and the Peterbilt slogan—“Class Pays”—
suggests that owning a Peterbilt truck is a matter of pride as well as
superior performance. Says the company, “Peterbilt . . . the class of
the industry. On highways, construction sites, city streets, logging
roads—everywhere customers earn their living—Peterbilt’s red
oval is a familiar symbol of performance, reliability, and pride.”6

When suppliers’ offers are very similar, business buyers have
little basis for strictly rational choices. Because they can meet or-
ganizational goals with any supplier, buyers can allow personal
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factors to play a larger role in their decisions. However, when competing products differ
greatly, business buyers are more accountable for their choices and tend to pay more at-
tention to economic factors. @ Figure 6.2 lists various groups of influences on business
buyers—environmental, organizational, interpersonal, and individual.

Environmental Factors

Business buyers are heavily influenced by factors in the current and expected economic en-
vironment, such as the level of primary demand, the economic outlook, and the cost of
money. Another environmental factor is the supply of key materials. Many companies now
are more willing to buy and hold larger inventories of scarce materials to ensure adequate
supply. Business buyers also are affected by technological, political, and competitive de-
velopments in the environment. Finally, culture and customs can strongly influence busi-
ness buyer reactions to the marketer’s behavior and strategies, especially in the
international marketing environment (see Real Marketing 6.2). The business buyer must
watch these factors, determine how they will affect the buyer, and try to turn these chal-
lenges into opportunities.

Organizational Factors

Each buying organization has its own objectives, strategies, structure, systems, and proce-
dures, and the business marketer must understand these factors well. Questions such as
these arise: How many people are involved in the buying decision? Who are they? What are
their evaluative criteria? What are the company’s policies and limits on its buyers?

Interpersonal Factors

The buying center usually includes many participants who influence each other, so
interpersonal factors also influence the business buying process. However, it is often difficult to
assess such interpersonal factors and group dynamics. Buying center participants do not wear
tags that label them as “key decision maker” or “not influential.” Nor do buying center par-
ticipants with the highest rank always have the most influence. Participants may influence the
buying decision because they control rewards and punishments, are well liked, have special
expertise, or have a special relationship with other important participants. Interpersonal fac-
tors are often very subtle. Whenever possible, business marketers must try to understand
these factors and design strategies that take them into account.

Individual Factors

Each participant in the business buying decision process brings in personal motives, percep-
tions, and preferences. These individual factors are affected by personal characteristics such
as age, income, education, professional identification, personality, and attitudes toward risk.
Also, buyers have different buying styles. Some may be technical types who make in-depth
analyses of competitive proposals before choosing a supplier. Other buyers may be intuitive
negotiators who are adept at pitting the sellers against one another for the best deal.

@ FIGURE | 6.2 Environmental

Major Influences on The economy Organizational

Business Buyer Behavior Objectives Interpersonal Individual

Supply conditions . Influence Age/education

Like consumer buying decisions Technology Strategies Experti Job position
in F.ig.ure 5.2, business buying Structure xpertise Motives
decisions are affected by an Politics/regulation Authorit Personality
incredibly complex combination Yy Preferences
of environmental, interpersonal, Competition Systems Buving stvle
and individual influences, but with P P d Dynamics ying sy
an extra layer of organizational Culture and customs rocedures

factors thrown into the mix.
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Real Marketing 6.2

International Marketing Manners:
When in Rome, Do as the Romans Do

Picture this: Consolidated Amalgamation, Inc.,
thinks it's time that the rest of the world en-
joyed the same fine products it has offered
American consumers for two generations. It
dispatches Vice President Harry E. Slicksmile to
Europe, Africa, and Asia to explore the terri-
tory. Mr. Slicksmile stops first in London, where
he makes short work of some bankers—he
rings them up on the phone. He handles
Parisians with similar ease: After securing a
table at La Tour d’Argent, he greets his lunch-
eon guest, the director of an industrial engi-
neering firm, with the words, “Just call me
Harry, Jacques.”

In Germany, Mr. Slicksmile is a power-
house. Whisking through a lavish, state-of-
the-art marketing presentation, complete with
flip PowerPoints and videos, he shows ‘em
that this Georgia boy knows how to make a
buck. Heading on to Milan, Harry strikes up a
conversation with the Japanese businessman
sitting next to him on the plane. He flips his
card onto the guy’s tray and, when the two
say good-bye, shakes hands warmly and
clasps the man’s right arm. Later, for his ap-
pointment with the owner of an Italian pack-
aging design firm, our hero wears his comfy
corduroy sport coat, khaki pants, and Timber-
land hikers. Everybody knows Italians are zany
and laid back.

Mr. Slicksmile next swings through Saudi
Arabia, where he coolly presents a potential
client with a multimillion-dollar proposal in a
classy pigskin binder. At his next stop in Bei-
jing, China, he talks business over lunch with
a group of Chinese executives. After complet-
ing the meal, he drops his chopsticks into his
bowl of rice and presents each guest with an
elegant Tiffany clock as a reminder of his visit.
Then, at his final stop in Phuket, Thailand,
Mr. Slicksmile quickly dives into his business
proposal before lunch is served.

A great tour, sure to generate a pile of or-
ders, right? Wrong. Six months later, Consoli-
dated Amalgamation has nothing to show for
the trip but a stack of bills. Abroad, they
weren't wild about Harry.

This hypothetical case has been exagger-
ated for emphasis. Americans are seldom such

dolts. But experts say success in international
business has a lot to do with knowing the ter-
ritory and its people. By learning English and
extending themselves in other ways, the
world’s business leaders have met Americans
more than halfway. In contrast, Americans too
often do little except assume that others will
march to their music. “We want things to be
‘American’ when we travel. Fast. Convenient.
Easy. So we become ‘ugly Americans’ by de-
manding that others change,” says one Amer-
ican world trade expert. “I think more business
would be done if we tried harder.”

Poor Harry tried, all right, but in all the
wrong ways. The British do not, as a rule,
make deals over the phone as much as Amer-
icans do. It's not so much a “cultural” differ-
ence as a difference in approach. A proper
Frenchman neither likes instant familiarity—
questions about family, church, or alma
mater—nor refers to strangers by their first
names. “That poor fellow, Jacques, probably
wouldn’t show anything, but he'd recoil. He'd

not be pleased,” explains an expert on French
business practices.

Harry's flashy presentation would likely
have been a flop with the Germans, who dis-
like overstatement and showiness. And when
he grabbed his new Japanese acquaintance by
the arm, the executive probably considered
him disrespectful and presumptuous. Japan,
like many Asian countries, is a “no-contact cul-
ture” in which even shaking hands is a strange
experience. Harry made matters worse by toss-
ing his business card. Japanese people revere
the business card as an extension of self and as
an indicator of rank. They do not hand it to
people; they present it—with both hands. In
addition, the Japanese are sticklers about
rank. Unlike Americans, they don’t heap praise
on subordinates in a room; they will praise
only the highest-ranking official present.

Hapless Harry also goofed when he as-
sumed that Italians are like Hollywood's stereo-
types of them. The flair for design and style
that has characterized Italian culture for cen-
turies is embodied in the businesspeople of
Milan and Rome. They dress beautifully and
admire flair, but they blanch at garishness or
impropriety in others’ attire.

To the Saudi Arabians, the pigskin binder
would have been considered vile. An Ameri-
can salesperson who actually presented such a
binder was unceremoniously tossed out, and
his company was blacklisted from working

American companies must help their managers understand international customers and
customs. For example, Japanese people revere the business card as an extension of self:
They do not hand it out to people; they present it.

Continued on next page
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with Saudi businesses. In China, Harry’s casu-
ally dropping his chopsticks could have been
misinterpreted as an act of aggression. Stab-
bing chopsticks into a bowl of rice and leaving
them signifies death to the Chinese. The clocks
Harry offered as gifts might have confirmed
such dark intentions. To “give a clock” in Chi-

ternational firms in their home markets,
companies must help their managers to un-
derstand the needs, customs, and cultures of
international business buyers. “When doing
business in a foreign country and a foreign
culture—particularly a non-Western culture—
assume nothing,” advises an international

business specialist. “Take nothing for
granted. Turn every stone. Ask every ques-
tion. Dig into every detail. Because cultures
really are different, and those differences can
have a major impact.” So the old advice is
still good advice: When in Rome, do as the
Romans do.

nese sounds the same as “seeing someone off
to hisend.” And in Thailand, it's considered in-
appropriate to speak about business matters
until after the meal is served and eaten.

Thus, to compete successfully in global
markets, or even to deal effectively with in-

Sources: Portions adapted from Susan Harte, “When in Rome, You Should Learn to Do What the Romans Do,” The
Atlanta Journal-Constitution, January 22, 1990, pp. D1, D6. Additional information and examples can be found in
Gary Stroller, “Doing Business Abroad? Simple Faux Pas Can Sink You,” USA Today, August 24, 2007, p. 1B; Roger E.
Axtell, Essential Do’s and Taboos (New York: Wiley, 2007); Janette S. Martin and Lillian H. Cheney, Global Business
Etiquette (Santa Barbara, CA: Praeger Publishers, 2008); and www.executiveplanet.com, accessed August 2010.

The Business Buying Process

@ Figure 6.3 lists the eight stages of the business buying process.” Buyers who face a new
task buying situation usually go through all stages of the buying process. Buyers making
modified or straight rebuys may skip some of the stages. We will examine these steps for the
typical new task buying situation.

Problem Recognition

The buying process begins when someone in the company recognizes a problem or need that

Problem recognition can be met by acquiring a specific product or service. Problem recognition can result from

The first stage of the business buying
process in which someone in the company
recognizes a problem or need that can be
met by acquiring a good or a service.

internal or external stimuli. Internally, the company may decide to launch a new product
that requires new production equipment and materials. Or a machine may break down and
need new parts. Perhaps a purchasing manager is unhappy with a current supplier’s prod-
uct quality, service, or prices. Externally, the buyer may get some new ideas at a trade show,
see an ad, or receive a call from a salesperson who offers a better product or a lower price.
In fact, in their advertising, business marketers often alert customers to potential prob-
lems and then show how their products and services provide solutions. @ For example, an
award-winning ad from Makino Engineering Services, a leading maker of advanced ma-
chining tools, highlights a daunting customer problem: hard-to-machine parts. In the ad, the
powerful visual shows a machined part that looks like a scary monster, complete with fangs.
The ad’s headline then offers the solution: “Our application engineers love the scary parts.”
The ad goes on to reassure customers that Makino can help them with their most difficult-

to-machine parts and urges, “Don’t be afraid of the part.”
General need description
The stage in the business buying process
in which a buyer describes the general
characteristics and quantity of a

General Need Description

Having recognized a need, the buyer next prepares a general need description that de-
scribes the characteristics and quantity of the needed item. For standard items, this process

needed item.

® FIGURE | 6.3

®© f hl . Problem General need Product Supplier
Stages of the Business recognition description specification search
Buying Process

Buyers facing new, complex buying
decisions usually go through all of
these stages. Those making rebuys
often skip some of the stages. Either
way, the business buying process is
usually much more complicated than
this simple flow diagram suggests
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@ Problem recognition: Machine tools maker Makino uses ads
like this one to alert customers to problems and reassure them
that Makino can help find solutions. “Our applications

engineers love the scary parts.”

Product specification

The stage of the business buying process
in which the buying organization decides
on and specifies the best technical

product characteristics for a needed item.

Supplier search

The stage of the business buying process
in which the buyer tries to find the best
vendors.

Proposal solicitation

The stage of the business buying process
in which the buyer invites qualified
suppliers to submit proposals.

Supplier selection

The stage of the business buying process
in which the buyer reviews proposals and
selects a supplier or suppliers.
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presents few problems. For complex items, however, the buyer may
need to work with others—engineers, users, consultants—to define
the item. The team may want to rank the importance of reliability,
durability, price, and other attributes desired in the item. In this
phase, the alert business marketer can help the buyers define their
needs and provide information about the value of different product
characteristics.

Product Specification

The buying organization next develops the item’s technical
product specifications, often with the help of a value analysis en-
gineering team. Product value analysis is an approach to cost reduc-
tion in which components are studied carefully to determine if they
can be redesigned, standardized, or made by less costly methods of
production. The team decides on the best product characteristics
and specifies them accordingly. Sellers, too, can use value analysis
as a tool to help secure a new account. By showing buyers a better
way to make an object, outside sellers can turn straight rebuy situ-
ations into new task situations that give them a chance to obtain
new business.

Supplier Search

The buyer now conducts a supplier search to find the best ven-
dors. The buyer can compile a small list of qualified suppliers by re-
viewing trade directories, doing computer searches, or phoning
other companies for recommendations. Today, more and more
companies are turning to the Internet to find suppliers. For mar-
keters, this has leveled the playing field—the Internet gives smaller
suppliers many of the same advantages as larger competitors.

The newer the buying task, and the more complex and costly
the item, the greater the amount of time the buyer will spend
searching for suppliers. The supplier’s task is to get listed in major directories and build a
good reputation in the marketplace. Salespeople should watch for companies in the process
of searching for suppliers and make certain that their firm is considered.

Proposal Solicitation

In the proposal solicitation stage of the business buying process, the buyer invites quali-
fied suppliers to submit proposals. In response, some suppliers will send only a catalog or
a salesperson. However, when the item is complex or expensive, the buyer will usually re-
quire detailed written proposals or formal presentations from each potential supplier.

Business marketers must be skilled in researching, writing, and presenting proposals in
response to buyer proposal solicitations. Proposals should be marketing documents, not just
technical documents. Presentations should inspire confidence and make the marketer’s
company stand out from the competition.

Supplier Selection

The members of the buying center now review the proposals and select a supplier or sup-
pliers. During supplier selection, the buying center often will draw up a list of the desired
supplier attributes and their relative importance. Such attributes include product and ser-
vice quality, reputation, on-time delivery, ethical corporate behavior, honest communica-
tion, and competitive prices. The members of the buying center will rate suppliers against
these attributes and identify the best suppliers.

Buyers may attempt to negotiate with preferred suppliers for better prices and terms
before making the final selections. In the end, they may select a single supplier or a few sup-
pliers. Many buyers prefer multiple sources of supplies to avoid being totally dependent on
one supplier and allow comparisons of prices and performance of several suppliers over
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Order-routine specification

The stage of the business buying process
in which the buyer writes the final order
with the chosen supplier(s), listing the
technical specifications, quantity needed,
expected time of delivery, return policies,
and warranties.

Performance review

The stage of the business buying process in
which the buyer assesses the performance
of the supplier and decides to continue,
modify, or drop the arrangement.

E-procurement

Purchasing through electronic
connections between buyers and sellers—
usually online.
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time. Today’s supplier development managers want to develop a full network of supplier-
partners that can help the company bring more value to its customers.

Order-Routine Specification

The buyer now prepares an order-routine specification. It includes the final order with
the chosen supplier or suppliers and lists items such as technical specifications, quantity
needed, expected delivery time, return policies, and warranties. In the case of maintenance,
repair, and operating items, buyers may use blanket contracts rather than periodic purchase
orders. A blanket contract creates a long-term relationship in which the supplier promises
to resupply the buyer as needed at agreed prices for a set time period.

Many large buyers now practice vendor-managed inventory, in which they turn over or-
dering and inventory responsibilities to their suppliers. Under such systems, buyers share
sales and inventory information directly with key suppliers. The suppliers then monitor in-
ventories and replenish stock automatically as needed. For example, most major suppliers to
large retailers such as Walmart, Target, Home Depot, and Lowe’s assume vendor-managed
inventory responsibilities.

Performance Review

In this stage, the buyer reviews supplier performance. The buyer may contact users and ask
them to rate their satisfaction. The performance review may lead the buyer to continue,
modify, or drop the arrangement. The seller’s job is to monitor the same factors used by the
buyer to make sure that the seller is giving the expected satisfaction.

In all, the eight-stage buying-process model shown in Figure 6.3 provides a simple view
of the business buying as it might occur in a new task buying situation. However, the actual
process is usually much more complex. In the modified rebuy or straight rebuy situation,
some of these stages would be compressed or bypassed. Each organization buys in its own
way, and each buying situation has unique requirements.

Different buying center participants may be involved at different stages of the process.
Although certain buying-process steps usually do occur, buyers do not always follow them
in the same order, and they may add other steps. Often, buyers will repeat certain stages of
the process. Finally, a customer relationship might involve many different types of pur-
chases ongoing at a given time, all in different stages of the buying process. The seller must
manage the total customer relationship, not just individual purchases.

E-Procurement: Buying on the Internet

Advances in information technology have changed the face of the B-to-B marketing process.
Electronic purchasing, often called e-procurement, has grown rapidly in recent years. Vir-
tually unknown a decade and a half ago, online purchasing is standard procedure for most
companies today. E-procurement gives buyers access to new suppliers, lowers purchasing
costs, and hastens order processing and delivery. In turn, business marketers can connect
with customers online to share marketing information, sell products and services, provide
customer support services, and maintain ongoing customer relationships.

Companies can do e-procurement in any of several ways. They can conduct reverse
auctions, in which they put their purchasing requests online and invite suppliers to bid for
the business. Or they can engage in online trading exchanges, through which companies work
collectively to facilitate the trading process. Companies also can conduct e-procurement by
setting up their own company buying sites. For example, GE operates a company trading site
on which it posts its buying needs and invites bids, negotiates terms, and places orders. Or
companies can create extranet links with key suppliers. For instance, they can create direct
procurement accounts with suppliers such as Dell or Office Depot, through which company
buyers can purchase equipment, materials, and supplies directly.

B-to-B marketers can help customers who wish to purchase online by creating well-
designed, easy-to-use Web sites. @ For example, BtoB magazine rated the site of Cisco
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(@ Online buying: The Cisco Systems site helps customers who want to
purchase online by providing deep access to information about thousands
of products and services. The site can also personalize the online experience
for users and connect them with appropriate Cisco partner resellers.
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Systems—a market leader in Web networking hard-
ware, software, and services—as one of its “10 great
B-to-B Web sites”:®

To spur growth, Cisco Systems recently stepped up
its focus on the small and midsize business (SMB)
segment. Its award-winning new SMB-specific Web
site is simple, action-oriented, and engaging but
gives SMB buyers deep access. At the most basic
level, customers can find and download informa-
tion about thousands of Cisco products and ser-
vices. Digging deeper, the site is loaded with useful
video content—everything from testimonials to
“how to” videos to informational and educational
on-demand Webcasts.

Cisco’s SMB site gets customers interacting
with both the company and its partner resellers.
For example, its live click-to-chat feature puts
users in immediate touch with Cisco product ex-
perts. WebEx Web-conferencing software connects
potential SMB customers with appropriate Cisco
partner resellers, letting them share Web pages,

PowerPoints, and other documents in a collabora-
tive online space. Finally, the Cisco SMB site can actually personalize the online expe-
rience for users. For example, if it detects that someone from the legal industry is
paying attention to wireless content, it might put together relevant pieces of content to
create a page for that visitor. Such personalization really pays off. Customers visiting
personalized pages stay two times longer than other visitors and go much deeper into
the site.

Business-to-business e-procurement yields many benefits. First, it shaves transaction
costs and results in more efficient purchasing for both buyers and suppliers. E-procurement
reduces the time between order and delivery. And a Web-powered purchasing program
eliminates the paperwork associated with traditional requisition and ordering procedures
and helps an organization keep better track of all purchases. Finally, beyond the cost and
time savings, e-procurement frees purchasing people from a lot of drudgery and paper-
work. In turn, it frees them to focus on more-strategic issues, such as finding better supply
sources and working with suppliers to reduce costs and develop new products.

To demonstrate these advantages, consider Kodak. When it remodeled its headquarters
facilities in Rochester, New York, it used e-procurement only. From demolition to restora-
tion, the massive project involved managing more than 1,600 contract bids from 150 contrac-
tors. Throughout the project, e-procurement reduced paperwork and speeded up review
and award times. In the end, the project was completed on time, and Kodak estimates that
using e-procurement saved 15 percent on purchasing-process costs (including $186,000 on
photocopying expenses alone).’

The rapidly expanding use of e-procurement, however, also presents some problems.
For example, at the same time that the Web makes it possible for suppliers and customers to
share business data and even collaborate on product design, it can also erode decades-old
customer-supplier relationships. Many buyers now use the power of the Web to pit suppli-
ers against one another and search out better deals, products, and turnaround times on a
purchase-by-purchase basis.

E-procurement can also create potential security disasters. Although e-mail and home
banking transactions can be protected through basic encryption, the secure environment
that businesses need to carry out confidential interactions is sometimes still lacking. Com-
panies are spending millions for research on defensive strategies to keep hackers at bay.
Cisco Systems, for example, specifies the types of routers, firewalls, and security procedures
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Author | These two nonbusiness
Comment | organizational markets
provide attractive opportunities for
many companies. Because of their
unique nature, we give them special
attention here.

Institutional market

Schools, hospitals, nursing homes, prisons,

and other institutions that provide goods
and services to people in their care.

@ General Mills Foodservice produces, packages, prices, and markets its o . ) )
broad assortment of foods to better serve the specific food service serve the specific food service requirements of hospitals,
requirements of various institutional markets. schools, hotels, and other institutional markets.'

that its partners must use to safeguard extranet connections. In fact, the company goes even
further; it sends its own security engineers to examine a partner’s defenses and holds the
partner liable for any security breach that originates from its computers.

Institutional and Government
Markets (pp 180-182)

So far, our discussion of organizational buying has focused largely on the buying behavior
of business buyers. Much of this discussion also applies to the buying practices of institu-
tional and government organizations. However, these two nonbusiness markets have addi-
tional characteristics and needs. In this final section, we address the special features of
institutional and government markets.

Institutional Markets

The institutional market consists of schools, hospitals, nursing homes, prisons, and other
institutions that provide goods and services to people in their care. Institutions differ from
one another in their sponsors and their objectives. For example, Tenet Healthcare runs
49 for-profit hospitals in 12 states, generating $8.7 billion in annual revenues. By contrast,
the Shriners Hospitals for Children is a nonprofit organization with 22 hospitals that pro-
vide free specialized healthcare for children, whereas the government-run Veterans Affairs
Medical Centers located across the country provide special services to veterans.'” Each in-
stitution has different buying needs and resources.

Institutional markets can be huge. Consider the massive and expanding U.S. prisons
economy:

One in every 31 adults, or 7.3 million Americans, is in prison, on parole, or on proba-
tion, at a cost to the states of $47 billion a year. Criminal correction spending is outpac-
ing budget growth in education, transportation, and public assistance. U.S. prisons,
which hold 1.5 million adults, spend on average $29,000 per year per prisoner. The ul-
timate captive market, it translates into plenty of work for companies looking to break
into the prison market. “Our core business touches so many things—security, medicine,
education, food service, maintenance, technology—that it presents a unique opportu-
nity for any number of vendors to do business with us,” says an executive at Correc-
tions Corporation of America, the largest private prison operator in the country."

Many institutional markets are characterized by
low budgets and captive patrons. For example, hospi-
tal patients have little choice but to eat whatever food
the hospital supplies. A hospital purchasing agent has
to decide on the quality of food to buy for patients. Be-
cause the food is provided as a part of a total service
package, the buying objective is not profit. Nor is strict
cost minimization the goal—patients receiving poor-
quality food will complain to others and damage the
hospital’s reputation. Thus, the hospital purchasing
agent must search for institutional-food vendors
whose quality meets or exceeds a certain minimum
standard and whose prices are low.

Many marketers set up separate divisions to meet
the special characteristics and needs of institutional buyers.
@ For example, the General Mills Foodservice unit pro-
duces, packages, prices, and markets its broad assortment
of cereals, cookies, snacks, and other products to better



Government market
Governmental units—federal, state, and
local—that purchase or rent goods and
services for carrying out the main
functions of government.
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Government Markets

The government market offers large opportunities for many companies, both big and
small. In most countries, government organizations are major buyers of goods and ser-
vices. In the United States alone, federal, state, and local governments contain more than
82,000 buying units that purchase more than $1 trillion in goods and services each year."
Government buying and business buying are similar in many ways. But there are also
differences that must be understood by companies that wish to sell products and services
to governments. To succeed in the government market, sellers must locate key decision
makers, identify the factors that affect buyer behavior, and understand the buying deci-
sion process.

Government organizations typically require suppliers to submit bids, and normally
they award the contract to the lowest bidder. In some cases, a governmental unit will make
allowances for the supplier’s superior quality or reputation for completing contracts on
time. Governments will also buy on a negotiated contract basis, primarily in the case of
complex projects involving major R&D costs and risks, and in cases where there is little
competition.

Government organizations tend to favor domestic suppliers over foreign suppliers. A
major complaint of multinationals operating in Europe is that each country shows fa-
voritism toward its nationals in spite of superior offers that are made by foreign firms. The
European Economic Commission is gradually removing this bias.

Like consumer and business buyers, government buyers are affected by environmen-
tal, organizational, interpersonal, and individual factors. One unique thing about govern-
ment buying is that it is carefully watched by outside publics, ranging from Congress to a
variety of private groups interested in how the government spends taxpayers’ money. Be-
cause their spending decisions are subject to public review, government organizations re-
quire considerable paperwork from suppliers, who often complain about excessive
paperwork, bureaucracy, regulations, decision-making delays, and frequent shifts in pro-
curement personnel.

Given all the red tape, why would any firm want to do business with the U.S. govern-
ment? The reasons are quite simple: The U.S. government is the world’s largest buyer of
products and services—more than $425 billion worth each year—and its checks don’t
bounce. For example, last year, the federal government spent a whopping $73 billion on in-
formation technology alone. The Transportation Security Administration spent approxi-
mately $700 million just for electronic baggage screening technology.™

Most governments provide would-be suppliers with detailed guides describing how to
sell to the government. For example, the U.S. Small Business Administration provides on its
Web site detailed advice for small businesses seeking government contracting opportunities
(www.sba.gov /contractingopportunities/index.html). And the U.S. Commerce Depart-
ment’s Web site is loaded with information and advice on international trade opportunities
(www.commerce.gov/about-commerce/grants-contracting-trade-opportunities).

In several major cities, the General Services Administration operates Business Service
Centers with staffs to provide a complete education on the way government agencies buy,
the steps that suppliers should follow, and the procurement opportunities available. Vari-
ous trade magazines and associations provide information on how to reach schools, hospi-
tals, highway departments, and other government agencies. And almost all of these
government organizations and associations maintain Internet sites offering up-to-date in-
formation and advice.

Still, suppliers have to master the system and find ways to cut through the red tape, es-
pecially for large government purchases. Consider Envisage Technologies, a small software
development company that specializes in Internet-based training applications and human
resource management platforms. All of its contracts fall in the government sector; 65 percent
are with the federal government. Envisage uses the General Services Administration’s Web
site to gain access to smaller procurements, often receiving responses within 14 days. How-
ever, it puts the most sweat into seeking large, highly coveted contracts. A comprehensive bid
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proposal for one of these contracts can easily run from 600 to 700 pages because of federal pa-
perwork requirements. And the company’s president estimates that to prepare a single bid
proposal, the firm has spent as many as 5,000 man-hours over the course of a few years.”

Noneconomic criteria also play a growing role in government buying. Government
buyers are asked to favor depressed business firms and areas; small business firms;
minority-owned firms; and business firms that avoid race, gender, or age discrimination.
Sellers need to keep these factors in mind when deciding to seek government business.

Many companies that sell to the government have not been very marketing oriented
for a number of reasons. Total government spending is determined by elected officials
rather than by any marketing effort to develop this market. Government buying has em-
phasized price, making suppliers invest their effort in technology to bring costs down.
When the product’s characteristics are specified carefully, product differentiation is not a
marketing factor. Nor do advertising or personal selling matter much in winning bids on
an open-bid basis.

Several companies, however, have established separate government marketing depart-
ments, including GE, Kodak, and Goodyear. These companies anticipate government needs
and projects, participate in the product specification phase, gather competitive intelligence,
prepare bids carefully, and produce stronger communications to describe and enhance their
companies’ reputations.

Other companies have established customized marketing programs for government
buyers. For example, Dell has specific business units tailored to meet the needs of federal as
well as state and local government buyers. Dell offers its customers tailor-made Premier
Dell.com Web pages that include special pricing, online purchasing, and service and sup-
port for each city, state, and federal government entity.

During the past decade, a great deal of the government’s buying has gone online. @ The
Federal Business Opportunities Web site (www.fbo.gov) provides a single point of entry
through which commercial vendors and government buyers can post, search, monitor,
and retrieve opportunities solicited by the entire federal contracting community. The
three federal agencies that act as purchasing agents
for the rest of government have also launched Web
sites supporting online government purchasing ac-
tivity. The General Services Administration, which
influences more than one-quarter of the federal gov-
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@ Government markets: The U.S. government is the world’s largest buyer
of products and services; and its checks don‘t bounce. The Federal Business
Opportunities Web site (www.fbo.gov) provides a single point of entry to
the entire federal contracting community.

such as Bristol-Myers Squibb. Such Internet systems
promise to eliminate much of the hassle sometimes
found in dealing with government purchasing.'®
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REVIEWING Objectives aND key Terms

Business markets and consumer markets are alike in some key
ways. For example, both include people in buying roles who
make purchase decisions to satisfy needs. But business markets
also differ in many ways from consumer markets. For one thing,
the business market is huge, far larger than the consumer mar-
ket. Within the United States alone, the business market in-
cludes organizations that annually purchase trillions of dollars’
worth of goods and services.

LRI Define the business market and

explain how business markets differ from consumer
markets. (pp 166-170)

The business market comprises all organizations that buy goods
and services for use in the production of other products and ser-
vices or for the purpose of reselling or renting them to others at a
profit. As compared to consumer markets, business markets usu-
ally have fewer but larger buyers. Business demand is derived de-
mand, which tends to be more inelastic and fluctuating than
consumer demand. The business buying decision usually involves
more, and more professional, buyers. Business buyers usually face
more complex buying decisions, and the buying process tends to
be more formalized. Finally, business buyers and sellers are often
more dependent on each other.

VR 1dentify the major factors that
influence business buyer behavior. (pp 170-176)

Business buyers make decisions that vary with the three types of
buying situations: straight rebuys, modified rebuys, and new
tasks. The decision-making unit of a buying organization—the
buying center—can consist of many different persons playing
many different roles. The business marketer needs to know the
following: Who are the major buying center participants? In what
decisions do they exercise influence and to what degree? What
evaluation criteria does each decision participant use? The busi-
ness marketer also needs to understand the major environmental,
organizational, interpersonal, and individual influences on the
buying process.

KEY Terms

L CSOTEN List and define the steps in the
business buying decision process. (pp 176-180)

The business buying decision process itself can be quite involved, with
eight basic stages: problem recognition, general need description,
product specification, supplier search, proposal solicitation, supplier
selection, order-routine specification, and performance review. Buy-
ers who face a new task buying situation usually go through all stages
of the buying process. Buyers making modified or straight rebuys may
skip some of the stages. Companies must manage the overall cus-
tomer relationship, which often includes many different buying deci-
sions in various stages of the buying decision process.

Recent advances in information technology have given birth to
“e-procurement,” by which business buyers are purchasing all
kinds of products and services online. The Internet gives business
buyers access to new suppliers, lowers purchasing costs, and has-
tens order processing and delivery. However, e-procurement can
also erode customer-supplier relationships and create potential se-
curity problems. Still, business marketers are increasingly connect-
ing with customers online to share marketing information, sell
products and services, provide customer support services, and
maintain ongoing customer relationships.

TR Compare the institutional and
government markets and explain how institutional

and government buyers make their buying
decisions. (pp 180-182)

The institutional market consists of schools, hospitals, prisons, and
other institutions that provide goods and services to people in their
care. These markets are characterized by low budgets and captive
patrons. The government market, which is vast, consists of govern-
ment units—federal, state, and local—that purchase or rent goods
and services for carrying out the main functions of government.

Government buyers purchase products and services for de-
fense, education, public welfare, and other public needs. Govern-
ment buying practices are highly specialized and specified, with
open bidding or negotiated contracts characterizing most of the
buying. Government buyers operate under the watchful eye of
the U.S. Congress and many private watchdog groups. Hence,
they tend to require more forms and signatures and respond more
slowly and deliberately when placing orders.

OBJECTIVE 1

Business buyer behavior (p 166)
Business buying process (p 166)
Derived demand (p 167)
Supplier development (p 170)

Users (p 172)

Buyers (p 172)
Deciders (p 172)

Gatekeepers (p 172)

OBJECTIVE 2

Straight rebuy (p 171)

Modified rebuy (p 171)

New task (p 171)

Systems selling (or solutions selling)
(p 171)

OBJECTIVE 3

Buying center (p 172)

Influencers (p 172)

Problem recognition (p 176)
General need description (p 176)
Product specification (p 177)

Supplier search (p 177)

Proposal solicitation (p 177)
Supplier selection (p 177)
Order-routine specification (p 178)
Performance review (p 178)
E-procurement (p 178)

OBJECTIVE 4

Institutional market (p 180)
Government market (p 181)
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mymarketinglab

e Check your understanding of the concepts and key terms using the mypearsonmarketinglab study plan for this chapter.
e Apply the concepts in a business context using the simulation entitled B-to-B.

DISCUSSING & APPLYING THE Concepts

Discussing the Concepts Applying the Concepts

1. Explain how the business market differs from the consumer 1. Business buying occurs worldwide, so marketers need to be
market for a product such as automobiles. (AACSB: aware of cultural factors influencing business customers. In a
Communication; Reflective Thinking) small group, select a country and develop a multimedia

presentation on proper business etiquette and manners,
including appropriate appearance, behavior, and
communication. Include a map showing the location of the
country as well as a description of the country in terms of its
demographics, culture, and economic history. (AACSB:
Communication; Multicultural and Diversity; Use of IT)

2. Name and describe the three types of business buying
situations. (AACSB: Communication)

3. In a buying center purchasing process, which buying center
participant is most likely to make each of the following
statements? (AACSB: Communication; Reflective Thinking)
e “This bonding agent better be good because | have to put 2

. . Interview a businessperson to learn how purchases are made
this product together.” P P

in his or her organization. Ask this person to describe a recent

e “| specified this bonding agent on another job, and it straight rebuy, a modified rebuy, and a new task buying
worked for them.” situation of which he or she is aware. (If necessary, define

e “Without an appointment, no sales rep gets in to see these terms for the businessperson.) Did the buying process
Ms. Johnson.” differ for different types of products or purchase situations?

e “Okay, it's a deal; we'll buy it.” Ask the businessperson to explain his or her role in a recent

« “I'll place the order first thing tomorrow.” purchase and discuss the factors that influenced the decision.

Write a brief report of your interview, applying the concepts
you learned in this chapter regarding business buyer behavior.
(AACSB: Communication; Reflective Thinking)

3. The North American Industry Classification System (NAICS) codes
classify businesses by production processes, providing a common
classification system for North America and better compatibility

4. List the major influences on business buyer behavior. Why s it
important for the B-to-B marketer to understand these major
influences? (AACSB: Communication; Reflective Thinking)

5. Name and briefly describe the stages of the business buying
process. (AACSB: Communication)

6. Describe how electronic purchasing has changed the B-to-B with the International Standard Industrial Classification system.
marketing process and discuss the advantages and This six-digit number (in some cases, seven or ten digits) is useful
disadvantages of electronic purchasing. (AACSB: for understanding business markets. Visit www.naics.com and
Communication) learn what the six digits of the NAICS code represent. What

industry is represented by the NAICS code 448210? How many
businesses comprise this code? How can marketers use NAICS
codes to better deliver customer satisfaction and value? (AACSB:
Communication; Reflective Thinking; Use of IT)

rocus oN Technology

How would you like to sell to a customer that spends billions of dol- demonstration video for vendors. After watching the video,
lars per year on contractors? If so, you need to learn how to crack the conduct a search for opportunities using tips you learned in
federal government market. The federal government purchases the video. Are there many opportunities in your geographic
goods ranging from toilet paper to aircraft carriers and services from area? Write a brief report describing the usefulness of this
janitorial supplies to high-tech IT. This is a lucrative market—especially Web site for businesses desiring to sell to the government
during economic downturns. Companies such as Dataguise, a data- market. (AACSB: Communication; Use of IT; Reflective

base security solutions company, and Kearney & Company, an ac- Thinking)

counting firm, focus their marketing solely on this market. How do 2. Visit the Web sites of other government buying resources

businesses—big and small—find out about opportunities in this mar-
ket? One way is to search the government’s Web site for opportuni-
ties. A great deal of the government’s buying is now done online.

listed in the chapter to learn more about them. Write a brief
report explaining how small businesses can use these
resources. (AACSB: Communication; Use of IT; Reflective
1. Go to the Federal Business Opportunities Web site (https:// Thinking)

www.fbo.gov) and watch the general overview


www.naics.com
https://www.fbo.gov
https://www.fbo.gov
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rocus ON Ethics

Pharmaceutical companies give physicians money and other pro-
motional benefits when marketing their products; some receive
hundreds of thousands of dollars. J&J, Pfizer, GSK, and other drug
manufacturers are now disclosing payments to physicians, medical
centers, and academic institutions. In the second half of 2009,
Pfizer paid $35 million to 4,500 doctors and academic medical cen-
ters, and GSK reported paying $14.6 in the second quarter of
2009. In total, the drug industry spends about $20 billion per year
marketing to health professionals. These payments are in the form
of gifts, food, trips, speaking fees, drug samples, and educational
programs. The companies are providing this information voluntar-
ily now. However, because of the “sunshine provisions” of the
Health Care Reform Act, pharmaceutical companies will be re-

quired by law beginning in 2013 to publicly disclose cumulative
payments to health-care providers totaling $100 or more per year.

1. What type of demand exists for pharmaceutical and medical
device products? Discuss the roles doctors play in the business
buying process for medical equipment used in a hospital and
why companies market so heavily to them. (AACSB:
Communication; Reflective Thinking)

2. Should the promotional relationships between doctors and drug
and medical device companies be allowed? Discuss the pros and
cons of this practice. Will a disclosure of this relationship
influence your decision regarding which doctor to visit? (AACSB:
Communication; Reflective Thinking; Ethical Reasoning)

MARKETING & THE Economy

Caterpillar

Caterpillar had been on a growth tear for 15 years. As the largest
and most geographically diverse heavy equipment maker, it was
best positioned to weather a slow economy. And although Cater-
pillar did okay throughout 2008 while the recent economic crisis
remained largely centered in the United States, it took a blow once
the recession spread worldwide and institutions everywhere just
stopped building things. For Caterpillar, annual revenue toppled
37 percent in 2009 (from $51 billion to $32 billion), while profits
spiraled downward 75 percent. Caterpillar responded by dramat-
ically cutting costs. It has also rolled out promotional incentives

similar to those offered by automotive manufacturers in order to

spark sales. By mid-2010, as some important economic sectors be-

gan to recover, Caterpillar’s sales and profits also rebounded. But
like most other companies, Caterpillar is still waiting for a slower-
than-expected economic turnaround to materialize.

1. Given the nature of the demand for its products, is there
anything that Caterpillar could do to maintain or increase
revenues in a down economy?

2. As a corporation that fuels the economy to some extent, is
there anything that Caterpillar could do to facilitate a global
economic recovery?

MARKETING BY THE Numbers

B-to-B marketing relies heavily on sales reps. Salespeople do more
than just sell products and services; they manage relationships
with customers to deliver value to both the customer and their
companies. Thus, for many companies, sales reps visit customers
several times per year—often for hours at a time. Sales managers
must ensure that their companies have enough salespeople to ad-
equately deliver value to customers.

1. Refer to appendix 2 to determine the number of salespeople
a company needs if it has 3,000 customers who need to be
called on 10 times per year. Each sales call lasts approximately

2.5 hours, and each sales rep has approximately 1,250 hours
per year to devote to customers per year. (AACSB:
Communication; Analytical Reasoning)

2. If each sales rep earns a salary of $60,000 per year, what
sales are necessary to break even on the sales force costs if
the company has a contribution margin of 40 percent? What
effect will adding each additional sales representative have on
the break-even sales? (AACSB: Communication; Analytical
Reasoning)

vIDEO Case

EATON

With nearly 60,000 employees doing business in 125 countries and
sales last year of more than $11 billion, Eaton is one of the world’s
largest suppliers of diversified industrial goods. Eaton’s products
make cars more peppy, 18-wheelers safer to drive, and airliners more
fuel efficient. So why haven't you heard of the company? Because
Eaton sells its products not to end consumers but to other businesses.

At Eaton, B-to-B marketing means working closely with cus-
tomers to develop a better product. So the company partners with
its sophisticated, knowledgeable clients to create total solutions that
meet their needs. Along the way, Eaton maps the decision-making
process to better understand the concerns and interests of decision
makers. In the end, Eaton’s success depends on its ability to provide
high-quality, dependable customer service and product support.
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Through service and support, Eaton develops a clear understanding

of consumer needs and builds stronger relationships with clients.
After viewing the video featuring Eaton, answer the following

questions about business markets and business buyer behavior:

1. What is Eaton’s value proposition?

Understanding the Marketplace and Consumers

2. Who are Eaton’s customers? Describe Eaton’s customer
relationships.

3. Discuss the different ways that Eaton provides value beyond
that which companies can provide for themselves.

comraNy Case

Cisco Systems: Solving Business
Problems Through Collaboration

Perhaps you've heard of Cisco Systems. It's the company that runs
those catchy “Human Network” ads. It also produces those famil-
iar Linksys wireless Internet routers and owns Pure Digital Tech-
nologies, the company that makes the trendy Flip video cameras.
But most of what Cisco sells is not for regular consumers like you
and me. Cisco is a tried and true B-to-B company. In fact, it
earned honors as BtoB magazine's 2009 “marketer of the year.”

Three-quarters of Cisco’s sales are in routers, switches, and ad-
vanced network technologies—the things that keep data moving
around cyberspace 24/7. But over the past decade, in addition to
all that hardware, Cisco has pioneered the next generation of In-
ternet networking tools, from cybersecurity to set-top boxes to
videoconferencing.

But this story is about much more than just a tech giant that
makes equipment and software that companies need to run their
Internet and intranet activities. It's about a forward-thinking firm
that has transitioned from a manufacturer to a leadership consul-
tancy. To make that happen, Cisco has perfected one major con-
cept that seems to drive both its own business and its interactions
with customer organizations—collaboration. Cisco is all about col-
laborating with its clients in order to help those clients better col-
laborate employees, suppliers, partners, and customers.

COLLABORATION WITHIN AND WITHOUT

John Chambers became the CEO of Cisco in 1995, when annual
revenues were a mere $1.2 billion. He successfully directed the
growth of Cisco as a hardware provider. But following the dot-
com bust in 2000, he knew the world was a different place. In re-
sponse, he engineered a massive, radical, and often bumpy
reorganization of the company. Chambers turned Cisco inside
out, creating a culture of 63,000 employees that truly thrives on
collaboration. As such, Cisco is the perfect laboratory for develop-
ing and using the collaboration tools that it subsequently sells to
external clients. Cisco not only manufactures the hardware and
software that makes collaboration possible but also is the fore-
most expert on how to use it. All this collaboration has helped
Cisco’s business explode, hitting $36 billion last year.

Cisco’s advertising campaign, “Human Network Effect,” illus-
trates the company’s philosophy. The campaign highlights the
benefits that come to organizations that use their people net-
works more effectively. According to Susan Bostrom, Cisco’s chief
marketing officer, the pragmatic campaign helps customers un-
derstand how Cisco’s technologies can save them money, bring
products to market faster, and even have an impact on the envi-
ronment. At the same time it has communicated why customers
need Cisco’s products and services, the campaign has helped
Cisco become the 14th most valuable brand in the world.

Chambers tells the story of how Cisco began its transition from
hardware into services. “Our customers literally pulled us kicking and
screaming into providing consultancy,” says Chambers. Some years
ago, the CEO of financial services company USAA asked Chambers
to help the company figure out what to do with the Internet. Cham-
bers replied that Cisco wasn't in the Web consulting business. But
when USAA committed to giving all its networking business to Cisco
if it would take the job, Chambers proclaimed, “We are in that busi-
ness!” Now Cisco has both the products and the knowledge to help
other companies succeed on the Internet. Cisco itself is the best
model of how to use its products to network and collaborate on the
Web, so who better to help other companies do it?

A turning point for Chambers in further understanding the im-
pact that Cisco can have on clients was the major earthquake in
China in 2008.

Tae Yoo, a 19-year Cisco veteran, supervises the company’s social-
responsibility efforts and sits on the China strategy board and the
emerging-countries council. “I had always been a believer in col-
laboration,” she says, but after the earthquake, "I saw it really
happen. Our local team immediately mobilized, checking in with
employees, customers, and [nongovernmental organization]
NGO partners. The council got people on the phone, on [video
conference], to give us a complete assessment of what was hap-
pening locally. We connected West China Hospital to a specialized
trauma center in Maryland via the network.” High-level medical
centers from the other side of the world were able to weigh in on
diagnostics remotely. Cisco employees were on the ground help-
ing rural areas recover and rebuild homes and schools. Within
14 days, Yoo continues, “l walked over to the China board with a
complete plan and $45 million to fund it.” That number ultimately
grew to more than $100 million. “Our business is growing 30 per-
cent year over year there,” Chambers says, adding that Cisco has
committed to investing $16 billion in public-private partnerships
in China. “No one has the reach and trust that we do. No one
could offer the help that we could.”

COLLABORATION BENEFITS

Cisco management knows that number one on most CEO’s lists is
to break down the communication barriers between a company
and its customers, suppliers, and partners. According to Jim Grubb,
Chambers' long-time product-demo sidekick, “If we can acceler-
ate the productivity of scientists who are working on the next so-
lar technology because we're hooking them together, we're doing
a great thing for the world.” Doing a great thing for the world—
while at the same time selling a ton of routers and switches.

But while routers and switches still account for most of Cisco’s
business, the really interesting stuff is far more cutting edge. Con-
sider Cisco’s involvement in what it calls the Smart+Connected
Communities initiative. Perhaps the best example of a smart and
connected community is New Songdo City in South Korea, a city



the size of downtown Boston being built from scratch on a man-
made island in the Yellow Sea. Cisco was hired as the technology
partner for this venture and is teaming up with the construction
company, architects, 3M, and United Technologies as partners in
the instant-city business.

Cisco’s involvement goes way beyond installing routers,
switches, and citywide Wi-Fi. The networking giant is wiring every
square inch of the city with electronic synapses. Through trunk
lines under the streets, filaments will branch out through every
wall and fixture like a nervous system. Cisco is intent on having
this city run on information, with its control room playing the part
of New Songdo’s brain stem.

Not content to simply sell the hardware, Cisco will sell and op-
erate services layered on top of its hardware. Imagine a city where
every home and office is wired to Cisco’s TelePresence videocon-
ferencing screens. Engineers will listen, learn, and release new
Cisco-branded services for modest monthly fees. Cisco intends to
bundle urban necessities—water, power, traffic, communications,
and entertainment—into a single, Internet-enabled utility. This
isn't just big brother stuff. This Cisco system will allow New
Songdo to reach new heights in environmental sustainability and
efficiency. Because of these efficiencies, the cost for such services
to residents will be cheaper as well.

The smart cities business is an emerging industry with a $30 bil-
lion potential. Gale International, the construction company be-
hind New Songdo, believes that China alone could use 500 such
cities, each with a capacity for one million residents. It already has
established the goal to build 20 of them.

Smart cities make one of Cisco’s other businesses all the more
relevant. Studies show that telecommuting produces enormous
benefits for companies, communities, and employees. For exam-
ple, telecommuters have higher job satisfaction. For that reason,
they are more productive, giving back as much as 60 percent of
their commuting time to the company. There is even evidence that
people like working from home so much that they would be will-
ing to work for less pay. An overwhelming majority of telecom-
muters produce work in a more timely manner with better quality.
Their ability to communicate with coworkers is at least as good
and in many cases better than when they work in the office. With
products like Cisco Virtual Office and Cisco’s expertise in running
it, for example, Sun Microsystems saved $68 million. It also re-
duced carbon emissions by 29,000 metric tons.

Cisco has also recently unveiled a set of Web-based communica-
tion products that enhance organizations’ collaborative activities.
Cisco says this is all about making business more people-centric than
document-centric. Along with a cloud-based mail system, WebEx
Mail, Cisco Show and Share “helps organizations create and manage
highly secure video communities to share ideas and expertise, opti-
mize global video collaboration, and personalize the connection be-
tween customers, employees, and students with user-generated
content.” Also on its way is what Cisco calls the Enterprise Collabo-
ration Platform, a cross between a corporate directory and Face-
book. These products allow the free-flow of information to increase
exponentially over existing products because they exist behind an or-
ganization’s firewall with no filters, lawyers, or security issues to get
in the way.

Cisco’s client list and product portfolio are expansive, and these
examples represent just the tip of an iceberg that is growing big-
ger and bigger all the time. As Bostrom points out, Cisco’s own
products and services are helping the company itself to become
even more efficient at managing the purchase process. “I don't
think | had realized how powerful the Web could be in taking a
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customer through the purchase journey. We can get data on an
hourly basis, find out right away what's working and not working,
and evolve our Web capabilities to meet those customers’ expec-
tations.” Through its customer consultancy efforts, Cisco can
share these insights and experiences to help customers do the
same. That's a powerful selling proposition.

A BRIGHT FUTURE

This year, Cisco’s financial performance is down. But Chambers
thinks that's only a blip in the grand scheme of things. He points
out that Cisco has emerged from every economic downturn of
the past two decades stronger and more flexible. During this
downturn, Cisco moved quickly, seizing every opportunity to
snatch up businesses and develop new products. During the
2000s, Cisco acquired 48 venture-backed companies. But last
year alone, the company announced an astounding 61 new
technologies, all focused on helping customers through and
with collaboration. With these resources—and $35 billion in
cash that it has stowed away—Cisco is now expanding into
30 different markets, each with the potential to produce $1 bil-
lion a year in revenue. Moving forward, the company has com-
mitted to adding 20 percent more new businesses annually. And
because Cisco enters a new market only when it's confident that
it can gain a 40 percent share, the chance of failure is far below
normal.

The collaboration market is estimated at $35 billion, a figure
that will grow substantially in years to come. Because Cisco is the
leader in this emerging industry, analysts have no problem accept-
ing John Chambers’ long-term goal of 12-17 percent revenue
growth per year. Cisco has demonstrated that it has the product
portfolio and the leadership structure necessary to pull it off. One
thing is for sure. Cisco is no longer just a plumber, providing the
gizmos and gadgets necessary to make the Web go around. It is a
networking leader, a core competency that will certainly make it a
force to be reckoned with for years to come.

Questions for Discussion

1. Discuss the nature of the market structure and the demand
for Cisco’s products.

2. Given the industries in which Cisco competes, what are the
implications for the major types of buying situations?

3. What specific customer benefits will likely result from the
Cisco products mentioned in the case?

4. Discuss the customer buying process for one of Cisco’s
products. Discuss the selling process. In what ways do these
processes differ from those found in buying and selling a
broadband router for home use?

5. Is the relationship between Cisco’s own collaborative culture
and the products and services it sells something that could
work for all companies? Consider this issue for a consumer
products company like P&G.

Sources: Ellen McGirt, “How Cisco’s CEO John Chambers Is Turning the Tech
Giant Socialist,” Fast Company, November 25, 2008, accessed at www
fastcompany.com; Anya Kamenetz, “Cisco Systems,” Fast Company,
March, 2010, p. 72; Greg Lindsay, “Cisco’s Big Bet on New Songdo: Creating
Cities from Scratch,” Fast Company, February 1, 2010, accessed at www
fastcompany.com; Ariel Schwartz, “Cisco Says Telecommuting Save Money,
and the World,"” Fast Company, June 26, 2009, accessed at www.fastcompany
.com; “Susan Bostrom, Exec VP-CMO, Cisco Systems,” BtoB, October 26,
2009, accessed online at www.btobonline.com.
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So far, you've learned what

Chapter PreVieW marketing is and about the

importance of understanding consumers and the marketplace environ-
ment. With that as background, you're now ready to delve deeper into
marketing strategy and tactics. This chapter looks further into key
customer-driven marketing strategy decisions: dividing up markets
into meaningful customer groups (segmentation), choosing which cus-
tomer groups to serve (targeting), creating market offerings that best
serve targeted customers (differentiation), and positioning the offer-

Customer-Driven

Marketing Strategy

Creating Value for Target Customers

ings in the minds of consumers (positioning). The chapters that follow
explore the tactical marketing tools—the four Ps—by which marketers
bring these strategies to life.

To start our discussion of the ins and outs of segmentation, tar-
geting, differentiation, and positioning, let’s look at Best Buy, the na-
tion’s largest consumer electronics retailer. Best Buy knows that it can't
make all its customers happy all the time. Instead, it has segmented its
market carefully and concentrates on serving its best customers better.

Best Buy: Embracing the Angels and Ditching the Demons

here’s no such thing as a bad customer. Right? And the
more customers, the merrier. Makes sense, right? Afterall,
more customers mean more money in the till. As it turns
out, however, that’s often not so. These days, many mar-
keters are discovering a new truth: Some customers can be way,
way wrong for the company—as in unprofitable. And trying to
serve any and all customers can mean serving none of them well.
Instead, companies need to make certain that they are serving the
right customers and serving them in the right way. They need to de-
cide who their best potential customers are—and who they aren’t.

Few companies do that better than Best Buy, the nation’s
leading consumer electronics retailer. Six years ago, Best Buy
embarked on a “customer-centricity” segmentation strategy, by
which it set out to identify its best customers and win their loy-
alty by serving them better. At the same time, it identified less at-
tractive customers and began to send them packing—off to
Walmart or some other competitor.

Best Buy began in 1966 as a small Minnesota home and car
stereo chain. It has since blossomed into a profitable $45 billion
mega retailer, with 1,023 U.S. stores and another 2,835 stores
worldwide. Today’s Best Buy stores are huge, warehouselike
emporiums featuring a treasure trove of goods—from consumer
electronics, home office equipment, and appliances to software,
CDs, and DVDs—all at low discount prices. A decade ago, how-
ever, Best Buy saw an influx of new competitors encroaching on
its profitable consumer electronics turf. On one side was Wal-
mart, the world’s largest retailer and now number two in store
sales of consumer electronics. On the other side was a fast-

growing cadre of online and direct retailers, ranging from com-
puter maker Dell to Web giant Amazon.com.

To better differentiate itself in this more crowded market-
place, Best Buy needed to stake out its own turf—to identify its
best customers and serve them in ways that no discount or on-
line competitor could. Rather than trying to make all customers
happy all the time, Best Buy needed to segment its market, nar-
row its targeting, and sharpen its positioning. The answer: cus-
tomer centricity.

The customer-centricity strategy draws on the research of
consultant Larry Selden, a Columbia University emeritus busi-
ness professor. Selden argues that a company should see itself as
a portfolio of customers, not product lines. His research identified
two basic types of customers: angels and demons. Angel cus-
tomers are profitable, whereas demon customers may actually
cost a company more to serve than it makes from them. In fact,
Selden claims, serving the demons often wipes out the profits
earned by serving the angels.

Following this logic, Best Buy assigned a task force to ana-
lyze its customers’ purchasing habits. Sure enough, the analysts
found both angels and demons. The angels included the 20 per-
cent of Best Buy customers who produced the bulk of its profits.
They snapped up HDTVs, portable electronics, and newly re-
leased DVDs without waiting for markdowns or rebates. In con-
trast, the demons formed an “underground of bargain-hungry
shoppers intent on wringing every nickel of savings out of the
big retailer. They loaded up on loss leaders . . . then flipped the
goods at a profit on eBay. They slapped down rock-bottom price
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quotes from Web sites and de-
manded that Best Buy make good
on its lowest-price pledge.” Ac-
cording to a senior Best Buy execu-
tive, these demon customers could
account for up to 100 million of
Best Buy’s 500 million customer
visits each year. “They can wreak
enormous economic havoc,” he says.

Further segmentation analysis
revealed that the angels fell into
eight groups of typical Best Buy
shoppers, such as “Barrys,” high-
income men; “Jills,” suburban
moms; “Buzzes,” male technology
enthusiasts; “Rays,” young family
men on a budget; or “Charlies and
Helens,” empty nesters with
money to spend. Each group has
unique needs and spending habits.
Take “Ray.” He’s “no ordinary cus-
tomer,” notes one analyst. “He

loves Best Buy, [he’s] a hardcore

‘techno-tainment’ enthusiast, and he’s the company’s ‘bread-
and-butter,” accounting for over 20 percent of [the retailer’s]
sales.” And although “Helen” is “by no means a Best Buy regu-
lar, she is rediscovering ‘me time’ and is open to being sold tech-
nology that will keep her connected to her community.”

Based on these segmentation findings, Best Buy set out to
embrace the angels and ditch the demons. To attract the angels,
the retailer began stocking more merchandise and offering bet-
ter service to them. For example, it set up digital photo centers
and the “Geek Squad,” which offers one-on-one in-store or at-
home assistance to high-value buyers. It established a Reward
Zone loyalty program, in which regular customers can earn
points toward discounts on future purchases. To discourage the
demons, Best Buy removed them from its marketing lists, re-
duced the promotions and other sales tactics that tended to at-
tract them, and installed a 15 percent restocking fee.

In line with its customer-centricity approach, Best Buy then
combed through customer databases and began remodeling
each store to align its product and service mix to reflect the
store’s make-up of core customer segments. At customer-centric
stores, sales clerks now receive hours of training in identifying
desirable customers according to their shopping preferences
and behavior.

At one store targeting upper-income Barrys, blue-shirted
sales clerks prowl the DVD aisles looking for promising
candidates. The goal is to steer them into the store’s Mag-
nolia Home Theater Center, a store within a store that fea-
tures premium home-theater systems and knowledgeable,
no-pressure home-theater consultants. Unlike the usual tele-
vision sections at Best Buy
stores, the center has easy
chairs, a leather couch,
and a basket of popcorn to
mimic the media rooms
popular with home-theater
fans. At stores popular

Best Buy’s “customer-centricity” strategy serves its best
customer segments better while sending less attractive

customers packing. The result: Sales are jumping
despite the recently gloomy economy.

At Best Buy,
customer-centricity
means listening to
target customers
and helping them
use technology the
way they dreamed.
"We're about
people. People just
like you. We really
mean it. Really.”

with young Buzzes, Best Buy has cre-
ated videogame areas with leather
chairs and game players hooked to
mammoth, plasma-screen televi-
sions. The games are conveniently
stacked outside the playing area, and
the glitzy new TVs are a short stroll
away.

How is Best Buy’s customer-centricity
strategy working? Very well. Early
customer-centricity stores clobbered Best
Buy’s traditional stores, with many posting
sales gains more than triple those of stores with conventional for-
mats. Since rolling out the new strategy six years ago, Best Buy’s
overall sales (and profits) have more than doubled. And despite
the recently gloomy economy, which has seen competitors such as
Circuit City, Tiger Direct, and CompUSA biting the dust or under-
going major restructuring, Best Buy has seen profit growth year
after year. Revenue grew nearly 13 percent last year. And accord-
ing to a recent survey, Best Buy is rated as the preferred place to
shop for consumer electronics by 40 percent of U.S. shoppers,
with Walmart a distant second at 14 percent.

“We started this [customer-centricity] journey by learning how
to see the differences in the desires of our customers, and then
learning how to meet them,” says former CEO Brad Anderson.
Customer-centricity means “listening to understand how customers
are going to deploy the stuff they buy from us and use it to enrich
their lives, . . . rather than worrying about selling the product.” Best
Buy wants to focus on customers’ individual wants and needs—
to become “that trusted advi-
sor capable of helping cus-
tomers use technology the
way they dreamed,” says
Anderson. “That unlocks
enormous horizons of growth
opportunities for us.”*
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Objective 2