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Preface

The Fifteenth Edition of Principles
of Marketing! The World’s Most-Trusted
Undergraduate Marketing Text

Students across six continents, more than 40 countries, and 24 languages rely on Kotler/
Armstrong’s Principles of Marketing as the world’s most-trusted source for learning about
basic marketing concepts and practices. More than ever, the fifteenth edition introduces
new marketing students to the fascinating world of modern marketing in an innovative,
complete, and authoritative yet fresh, practical, and enjoyable way. We've poured over ev-
ery page, table, figure, fact, and example in an effort to keep this the best text from which
to learn about and teach marketing. Enhanced by MyMarketingLab, our online homework
and personalized study tool, the fifteenth edition of Principles of Marketing remains the
world standard in introductory marketing education.

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 consum-
ers. If the organization does these things well, it will reap the rewards in terms of market
share, profits, and customer equity.

Five Major Customer Value Themes

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

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

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.

2. Building and managing strong, value-creating brands. Well-positioned brands with strong
brand equity provide the basis upon which to build customer value and profitable
customer relationships. Today’s marketers must position their brands powerfully and
manage them well to create valued brand experiences. The fifteenth edition provides a
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A Simple Model of the Marketing Process

deep focus on brands, anchored by the Chapter 30 section “Branding Strategy: Building
Strong Brands.”

3. Harnessing new marketing technologies. New digital and other high-tech marketing de-
velopments are dramatically changing how consumers and marketers relate to one
another. No other force is having more impact than technology on marketing strategy
and practice. The fifteenth edition thoroughly explores the new technologies impacting
marketing, from digital relationship-building tools in Chapter 1 to new digital market-
ing and online technologies in Chapters 15 and 17 to the exploding use of online social
networks and consumer-generated marketing in Chapters 1, 5, 14, 15, 17—and just
about everywhere else in the text.

4. Measuring and managing return on marketing. Especially in uncertain economic times,
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 fifteenth edition.

5. Sustainable marketing around the globe. As technological developments make the world
an increasingly smaller and more fragile place, marketers must be skilled at marketing
their brands globally and in sustainable ways. New material throughout the fifteenth
edition emphasizes the concepts of global marketing and sustainable marketing—
meeting the present needs of consumers and businesses while also preserving or
enhancing the ability of future generations to meet their needs. The fifteenth edition
integrates global marketing and sustainability topics throughout the text. It then pro-
vides focused coverage of each topic in Chapters 41 and 42, respectively.

New in the Fifteenth Edition

We’ve thoroughly revised the fifteenth edition of Principles of Marketing to reflect the major
trends and forces impacting marketing in this high-tech era of customer value and relation-
ships. Here are just some of the major and continuing changes you'll find in this edition:

® More than any other developments, sweeping new digital and online technologies are
now affecting the ways in which marketers and customers learn about and relate to
each other. In recent years, nothing has had greater impact than technology on consum-
ers and the marketers who serve them. Every chapter of the fifteenth edition features
new, revised, and expanded discussions of the explosive impact of the exciting new
marketing technologies shaping marketing strategy and practice—from online social
networks and brand communities discussed in Chapters 1, 5, 14, 15, and 17; to “online
listening” and Webnology research tools in Chapter 4, neuromarketing in Chapter 5,
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and location-based marketing in Chapter 7; to the use of social networks in business-to-
business marketing and sales in Chapters 6 and 16; to Internet and mobile marketing
and other new communications technologies in Chapters 1, 14, 15, 17, and throughout.
The fifteenth edition is packed with new stories and examples illustrating how com-
panies employ technology to gain competitive advantage—from traditional marketing
all-stars such as P&G, McDonald’s, and Nike to new-age digital competitors such as
Apple, Google, Amazon.com, and Facebook.

The fifteenth edition continues to build on and extend the innovative customer-value
framework from previous editions. The customer-value model presented in the first
chapter is fully integrated throughout the remainder of the book. No other marketing
text presents such a clear and compelling customer-value approach.

Throughout the fifteenth edition, you will find revised coverage of the rapidly changing
nature of customer relationships with companies and brands. Today’s marketers are
creating deep consumer involvement and a sense of customer community surrounding
their brands—making brands a meaningful part of consumers’ conversations and 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, Pinterest, Twitter, or a company’s own social networking sites. For
just a few examples, see Chapter 1 (the section “The Changing Nature of Customer Re-
lationships”); Chapter 4 (qualitative approaches to gaining deeper customer insights);
Chapter 5 (managing online influence and marketing through social networks); Chap-
ter 9 (customer-driven new-product development and co-creation); Chapters 14 and
15 (the shift toward more personalized, interactive communications); and Chapter 39
(online social networks, customer communities, and direct digital media).

The fifteenth edition contains substantial new material on the continuing trend to-
ward two-way interactions between customers and brands, including such topics as
customer-managed relationships, consumer empowerment, crowdsourcing, customer
co-creation, and consumer-generated marketing. Today’s more empowered customers
are giving as much as they get in the form of two-way relationships (Chapter 1), a more
active role in providing customer insights (Chapter 4), crowdsourcing and co-creating new
products (Chapter 8), consumer-generated marketing content (Chapters 1 and 15), devel-
oping or passing along brand messages (Chapters 1, 5, 8, 14, and 15), interacting in cus-
tomer communities (Chapters 5, 15, and 17), and other developments.

New coverage in every chapter of the fifteenth edition shows how companies and con-
sumers are dealing with marketing in an uncertain economy in the lingering after-
math of the recent Great Recession. Starting with a section and feature in Chapter 1
and continuing with new sections, discussions, and examples integrated throughout
the text, the fifteenth edition shows how now, even as the economy recovers, marketers
must focus on creating customer value and sharpening their value propositions in this
era of more sensible consumption.

New material throughout the fifteenth edition highlights the increasing importance of
sustainable marketing. The discussion begins in Chapter 1 and ends in Chapter 20,
which pulls marketing concepts 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 fifteenth edition provides new discussions and examples of the growth in global mar-
keting. As the world becomes a smaller, more competitive place, markets face new global
marketing challenges and opportunities, especially in fast-growing emerging markets
such as China, India, Brazil, Africa, and others. You'll find much new coverage of global
marketing throughout the text, starting in Chapter 1 and discussed fully in Chapter 19.
The fifteenth edition provides revised and expanded coverage of the developments
in the fast-changing areas of integrated marketing communications and direct and
online marketing. It tells how marketers are blending the new digital and direct
technologies—everything from Internet and mobile marketing to blogs, viral videos,
and online social networks—with traditional media to create more targeted, personal,
and interactive customer relationships. Marketers are no longer simply creating inte-
grated promotion programs, they are practicing marketing content management in paid,
owned, earned, and shared media. No other text provides more current or encompass-
ing coverage of these exciting developments.
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The fifteenth 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 fifteenth edition continues to improve on its innovative learning design. The
text’s active and integrative presentation includes learning enhancements such as
annotated chapter-opening stories, a chapter-opening objective outline, and ex-
planatory author comments on major chapter 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 high-
light important themes, such as marketing technology, ethics, and financial market-
ing analysis. This innovative learning design facilitates student understanding and
eases learning.

The fifteenth edition provides 20 new or revised end-of-chapter company cases by
which students can apply what they learn to actual company situations. The fifteenth
edition also features many new video cases, with brief end-of-chapter summaries and
discussion questions. A newly revised Appendix 1: Marketing Plan presents a brand
new marketing plan by which students can apply text concepts to a hypothetical brand
and situation. Finally, all of the chapter-opening stories and Real Marketing highlights
in the fifteenth edition are either new or revised for currency.

An Emphasis on Real Marketing

Principles of Marketing, fifteenth edition, takes a practical marketing-management approach,
providing countless in-depth, real-life examples and stories that show concepts in action
and reveal the drama of modern marketing. In the fifteenth edition, every chapter-opening
vignette and Real Marketing highlight is new or revised, providing fresh insights into real
marketing practices. Learn how:

Amazon.com’s deep-down passion for creating customer value and relationships has
made it the world’s leading online retailer.

Giant social network Facebook promises to become one of the world’s most powerful
and profitable online marketers—but it’s just getting started.

Sony’s dizzying fall provides a cautionary tale of what can happen when a company—
even a dominant marketing leader—fails to adapt to its changing environment.
Domino’s Pizza turned a five-year revenue slide into a fresh, hot turnaround by simply
listening to customers and using the insights gained to develop better products and
marketing.

Apple’s customer-centered product leadership engenders a love affair with the brand
that has produced stunning sales and profit results.

How “showrooming”—the common consumer shopping practice of coming into store
showrooms to scope out merchandise.

Chipotle’s sustainability mission isn’t an add-on, created just to position the com-
pany as “socially responsible”—doing good is ingrained in everything the company
does.

Walmart, the world’s largest retailer, and Amazon.com, the planet’s largest online mer-
chant, are fighting it out online on price.

Athletic shoe maker Converse transformed the classic yesteryear brand into a fresh,
expressive lifestyle brand befitting current times.

For Coca-Cola, marketing in Africa is like “sticking its hand into a bees’ nest to get
some honey.”

The explosion of the Internet, mobile devices, and other technologies has some market-
ers asking: “Who needs face-to-face selling anymore?”

Under its Sustainable Living Plan, Unilever plans to double its size by 2020 while at the
same time reducing its impact on the planet.
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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 fifteenth
edition of Principles of Marketing.

Learning Aids That Create More Value
for You

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

e [ntegrated chapter-opening preview sections. The active and integrative chapter-opening
spread in each chapter starts with a Chapter Preview, which briefly previews chapter
concepts, links them with previous chapter concepts, and introduces the chapter-
opening story. This leads to a chapter-opening vignette—an engaging, deeply devel-
oped, illustrated, and annotated marketing story that introduces the chapter material
and sparks your interest. Finally, an Objective Outline provides a helpful preview of
chapter contents and learning objectives, complete with page numbers.

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

* Author figure annotations. Each figure contains author comments that aid your under-
standing and help organize major text sections.

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

e Discussion and Critical Thinking Questions and Exercises. Sections at the end of each chap-
ter help you to keep track of and apply what you've learned in the chapter.

o Applications and Cases. Brief Marketing Technology, Marketing Ethics, and Marketing by
the Numbers sections at the end of each chapter provide short application cases that
facilitate discussion of current issues and company situations in areas such as market-
ing technology, ethics, and financial marketing analysis. A Video Case section contains
short vignettes with discussion questions to be used with a set of mostly new four- to
seven-minute videos that accompany the fifteenth edition. End-of-chapter Company
Case sections provide all-new or revised company cases that help you to apply major
marketing concepts to real company and brand situations.

® Marketing Plan appendix. Appendix 1 contains a brand new sample marketing plan that
helps you to apply important marketing planning concepts.

® Marketing by the Numbers appendix. An innovative Appendix 2 provides you with a
comprehensive introduction to the marketing financial analysis that helps to guide,
assess, and support marketing decisions. An exercise at the end of each chapter lets
you apply analytical and financial thinking to relevant chapter concepts and links the
chapter to the Marketing by the Numbers appendix.

More than ever before, the fifteenth 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 learn-
ing package!

The following supplements are available to adopting instructors at the Pearson Instructor
Resource Center, http:/ /www.pearsonglobaleditions.com/kotler.

¢ Instructor’s Manual: provides the following for every chapter in the book: overview,
outline, end-of-chapter solutions, additional projects, and examples and Web resources.

e Test Bank: includes 3,000 questions, consisting of multiple-choice, true/false, short-
answer, and essay questions.

¢ Image Library: access many of the images, ads, and illustrations from the text.

e PowerPoint slides: includes basic chapter outlines, key points from each chapter, ad-
vertisements and art from the text, and discussion questions.
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Part 4: Extending Marketing (Chapters 18-20)

: This chapter introduces you to
Chapter PreVIeW the basic concepts of market-
ing. We start with the question: What is marketing? Simply put,
marketing is managing profitable customer relationships. The aim
of marketing is to create value for customers in order to capture
value from customers 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 cap-
turing value for the firm. Finally, we discuss the major trends and
forces affecting marketing in this age of customer relationships.

Marketing

Creating and Capturing Customer Value

Understanding these basic concepts and forming your own ideas
about what they really mean to you will provide a solid foundation
for all that follows.

Let’s start with a good story about marketing in action at
Amazon.com, by far the world’s leading online marketer. The se-
cret to Amazon’s success? It’s really no secret at all. Amazon is
flat-out customer obsessed. It has a deep-down passion for creat-
ing customer value and relationships. In return, customers reward
Amazon with their buying dollars and loyalty. You'll see this theme
of creating customer value in order to capture value in return re-
peated throughout this chapter and the remainder of the text.

Amazon.com: Obsessed with Creating Customer

Value and Relationships

hen you think of shopping online, chances are
good that you think first of Amazon. The online
pioneer first opened its virtual doors in 1995,
selling books out of founder Jeff Bezos’s garage
in suburban Seattle. Amazon still sells books—lots and lots of
books. But it now sells just about everything else as well, from
music, electronics, tools, housewares, apparel, and groceries to
loose diamonds and Maine lobsters.

From the start, Amazon has grown explosively. Its annual
sales have rocketed from a modest $150 million in 1997 to more
than $48 billion today. During the past two years alone, despite
a shaky economy, Amazon’s revenues and profits both nearly
doubled, growing by 40 percent annually. This past holiday sea-
son, at one point, Amazon.com’s more than 173 million active
customers worldwide were purchasing 110 items
per second. Analysts predict that by 2015,
Amazon will become the youngest
company in history to hit $100 bil-
lion in revenues (it took Walmart 34
years). That would make it the na-
tion’s second largest retailer, trailing
only Walmart.

What has made Amazon such an
amazing success story? Founder and CEO

Bezos puts it in three simple words: “Obsess over customers.”
To its core, the company is relentlessly customer driven. “The
thing that drives everything is creating genuine value for cus-
tomers,” says Bezos. Amazon believes that if it does what’s good
for customers, profits will follow. So the company starts with
the customer and works backward. Rather than asking what it
can do with its current capabilities, Amazon first asks Who are
our customers? What do they need? Then, it develops whatever
capabilities are required to meet those customer needs.

At Amazon, such words are more than just “customer-
speak.” Every decision is made with an eye toward improving
the Amazon.com customer experience. In fact, at many Amazon
meetings, the most influential figure in the room is “the empty

Amazon.com’s deep-down passion for
creating customer value and relationships has made it
the world’'s leading online retailer. Amazon has become the model
for companies that are obsessively and successfully
focused on delivering customer value.
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chair”—literally an empty chair at the table that represents the
all-important customer. At times, the empty chair isn’'t empty,
but is occupied by a “Customer Experience Bar Raiser,” an em-
ployee who is specially trained to represent customers’ interests.
To give the empty chair a loud, clear voice, Amazon relentlessly
tracks performance against nearly 400 measurable customer-
related goals.

Amazon’s obsession with serving the needs of its custom-
ers drives the company to take risks and innovate in ways that
other companies don’t. For example, when it noted that its book-
buying customers needed better access to e-books and other
digital content, Amazon developed the Kindle e-reader, its first-
ever original product. The Kindle took more than four years and
a whole new set of skills to develop. But Amazon'’s start-with-
the-customer thinking paid off handsomely. The Kindle is now
the company’s number one selling product, and Amazon.com
now sells more e-books than hardcovers and paperbacks com-
bined. What’s more, the company’s new Kindle Fire tablet now
leads the market for low-priced tablet computers. Thus, what
started as an effort to improve the customer experience now
gives Amazon a powerful presence in the burgeoning world of
digital media. Not only does the Kindle allow access to e-books,
music, videos, and apps sold by Amazon, it makes interacting
with the online giant easier than ever.

Perhaps more important than what Amazon sells is how it
sells. Amazon wants to deliver a special experience to every cus-
tomer. Most Amazon.com regulars feel a surprisingly strong rela-
tionship with the company, especially given the almost complete
lack of actual human interaction. Amazon obsesses over making
each customer’s experience uniquely personal. For example, the
Amazon.com site greets customers with their very own person-
alized home pages, and its “Recommendations for You” feature
offers personalized product recommendations. Amazon was the
first company to use “collaborative filtering” technology, which
sifts through each customer’s past purchases and the purchas-
ing patterns of customers with similar profiles to come up with
personalized site content. Amazon wants to personalize the shop-
ping experience for each individual customer. If it has 173 million
customers, it reasons, it should have 173 million stores.

Visitors to Amazon.com receive a unique blend of benefits:
huge selection, good value, low prices, and convenience. But it’s
the “discovery” factor that makes the buying experience really
special. Once on the Amazon.com site, you're compelled to stay
for a while—looking, learning, and discovering. Amazon.com
has become a kind of online community in which customers
can browse for products, research purchase alternatives, share
opinions and reviews with other visitors, and chat online with
authors and experts. In this way, Amazon does much more than
just sell goods online. It creates direct, personalized customer
relationships and satisfying online experiences. Year after year,
Amazon places at or near the top of almost every customer sat-
isfaction ranking, regardless of industry.

To create even greater selection and discovery for custom-
ers, Amazon long ago began allowing competing retailers—
from mom-and-pop operations to Marks & Spencer department
stores—to offer their products on Amazon.com, creating a vir-
tual shopping mall of incredible proportions. It even encourages
customers to sell used items on the site. And with the recent
launch of AmazonSupply.com, the online seller now courts
business and industrial customers with products ranging from
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Amazon.com does

much more than just sell
goods online. It creates
satisfying online customer
experiences. “The thing
that drives everything is
creating genuine value for
customers,” says Amazon
founder and CEO Bezos,
shown above.

office supplies to radiation detec-
tors and industrial cutting tools.
The broader selection attracts more
customers, and everyone benefits.
“We are becoming increasingly im-
portant in the lives of our custom-
ers,” says an Amazon marketing
executive.

Based on its powerful growth,
many analysts have speculated
that Amazon.com will become the
Walmart of the Web. In fact, some
argue, it already is. Although Walmart’s total sales of $444 bil-
lion dwarf Amazon’s $48 billion in sales, Amazon’s Internet
sales are 12 times greater than Walmart’s. So it’s Walmart that’s
chasing Amazon on the Web. Put another way, Walmart wants
to become the Amazon.com of the Web, not the other way
around. However, despite its mammoth proportions, to catch
Amazon online, Walmart will have to match the superb Ama-
zon customer experience, and that won't be easy.

Whatever the eventual outcome, Amazon has become the
poster child for companies that are obsessively and successfully
focused on delivering customer value. Jeff Bezos has known from
the very start that if Amazon creates superior value for customers,
it will earn their business in return, and if it earns their business,
success will follow in terms of company profits and returns.!

Contour by Getty Images
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Objective Outline

Objective 1

Define marketing and outline the steps in the marketing process.

What Is Marketing? (pp 26-28)

Objective 2

Explain the importance of understanding the marketplace and customers and identify the
fivecore marketplace concepts.

Understanding the Marketplace and Customer Needs (pp 28-30)

Objective 3

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 (pp 30-33)
Preparing an Integrated Marketing Plan and Program (p 34)

Objective 4

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

Building Customer Relationships (pp 34-41)
Capturing Value from Customers (pp 41-44)

Objective 5

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

The Changing Marketing Landscape (pp 44-51)

Objective 1 -»

Define marketing and outline the
steps in the marketing process.

MyMarketinglLab™
& Improve Your Grade!

Over 10 million students improved their results using the Pearson MyLabs. Visit
www.mymbktlab.com for simulations, tutorials, and end-of-chapter problems.

TO d ay ,S SucC CeSSfU I companies have one thing in common: Like Amazon,
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
markets. They motivate everyone in the organization to help build lasting customer rela-

tionships based on creating value.

Customer relationships and value are especially important today. Facing dramatic techno-
logical changes and deep economic, social, and environmental challenges, today’s customers
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?

tomers by delivering satisfaction.

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 to keep and grow current cus-



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 fgure shows marketing in
a nutshell. By creating value for custo-
mers, marketers capture value from
customers in return. This five-step
process forms the marketing framework
for the rest of the chapter and the
remainder of the text.

“a Create value for customers and
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For example, McDonald’s fulfills its “i'm lovin’ it” motto by being “our customers’
favorite place and way to eat” the world over, giving it nearly as much market share as its
nearest four competitors combined. Walmart has become the world’s largest retailer—and
the world’s largest company—by delivering on its promise, “Save Money. Live Better.”

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

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
approaches, everything from imaginative Web sites and smartphone apps to online social
networks and blogs. 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 pur-
chases. 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 marketing 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.
However, 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.”
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 mar-
keting. In this chapter, we review each step but focus more on the customer relationship
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Objective 2 --»

Explain the importance of
understanding the marketplace
and customers and identify the
fivecore marketplace concepts.

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.

L Marketing offerings are not limited to physical products. The Pure Michigan campaign
markets the idea of Michigan as a tourism destination that “lets unspoiled nature and
authentic character revive your spirits.”

The Michigan Economic Development Corporation
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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.

Understanding the Marketplace
andCustomer Needs

As a first step, marketers need to understand customer needs and wants and the market-
place 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 satisfaction; (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.
Aperson 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 under-
stand 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, Kroger chairman and CEO David
Dillon regularly dons blue jeans and roams the aisles of local Kroger supermarkets,
blending in with and talking to other shoppers. He wants to see his stores through cus-
tomers’ eyes and understand why they make the choices they do. Similarly, to stay closer
to customers, successful Ford CEO Alan Mulally has been known to spend time selling
cars at Ford dealerships.’

Market Offerings —
Products, Services,
and Experiences

Consumers’ needs and wants are fulfilled
through market offerings—some com-
bination of products, services, informa-
tion, or experiences offered to a market
to satisfy a need or a want. Market offer-
ings are not limited to physical products.
They also include services—activities
or benefits offered for sale that are es-
sentially intangible and do not result in
the ownership of anything. Examples
include banking, airline, hotel, retailing,
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 authentic character revive
your spirits.” And the “Let’s Move” pub-
lic service campaign, jointly sponsored by

Let's catch up.
Not on the phone, online or over lunch.

Let's catch up when
we've got nothing but time,
and just the clear, fresh waters

of Michigan in front of us.

Off a dock. On a boat.
Or just offshore, we can catch more than fish.

Catch up on the kids, old friends,
the ones that got away,

And the ones waiting for us
in Pure Michigan.

PURE ICHIGAN

Your trip begins at michigan.org




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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the U.S. Department of Agriculture and the U.S. Department of Health & Human Services,
markets the idea of reducing childhood obesity by urging kids and their families to make
healthier food choices and increase their physical activity. One ad promotes “Family Fun Fri-
day: Dance. Play. Go for a walk in the park. Make every Friday the day you and your family
get moving.”®

Many sellers make the mistake of paying more attention to the specific products they
offer 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 better 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 visit Walt Disney World Resort; you immerse yourself and your
family in a world of wonder, a world where dreams come true and things still work the way
they should. You're “in the heart of the magic!” says Disney.

Even a seemingly functional product becomes an experience. HP recognizes that a per-
sonal computer is much more than just a cold collection of wires and electrical components.
It’s an intensely personal 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 astonishing strategy, staggering proposal, dazzling calculation.” It's your
connection to the world around you. HP’s ads don’t talk much about technical specifica-
tions. Instead, they celebrate how HP’s technologies help create seamless connections in
today’s “instant-on world.”®

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
accordingly. 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.

Marketing occurs when people decide to satisfy their needs and wants through exchange
relationships. Exchange is the act of obtaining a desired object from someone by offering
something 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 orchestra wants an audience; and a social action group wants idea acceptance.

Marketing consists of actions taken to create, maintain, and grow desirable exchange
relationships with target audiences involving a product, service, idea, or other object. Com-
panies want to build strong relationships by consistently delivering superior customer
value. We will expand on the important concept of managing customer relationships later
in the chapter.

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.
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® FIGURE | 1.2
A Modern Marketing System

Each party in the system adds
value. Walmart cannot fulfll

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.

Objective 3 >

Identify the key elements of

a customer-driven marketing
strategy and discuss the
marketing management
orientations that guide marketing
strategy.

Marketing management

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

Company l

Final
consumers

Competitors ’

Major environmental forces

Marketing
intermediaries

Suppliers

Arrows represent relationships that must be developed and
managed to create customer value and proftable customer
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
companies to obtain information, and make their purchases. In fact, today’s digital tech-
nologies, from Web sites and online social networks to smartphones, 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 custom-
ers?” 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 directly
or through marketing intermediaries. Each party in the system is affected by major envi-
ronmental forces (demographic, economic, natural, technological, political, and social/
cultural).

Each party in the system adds value for the next level. The arrows represent rela-
tionships that must be developed and managed. Thus, a company’s success at building
profitable 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-quality car-ownership experience unless its dealers provide outstanding sales and
service.

Designing a Customer-Driven
Marketing Strategy

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
important 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 market-
ing strategy concepts briefly here and then look at them in more detail in Chapters 2
and 7.
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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 custom-
ers 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
and profitably. For example, Nordstrom profitably targets affluent professionals; Dollar
General profitably targets families with more modest means.

Ultimately, marketing managers must decide which customers they want to target and
on the level, timing, and nature of their demand. Simply put, marketing management is
customer management and demand management.

The company must also decide how it will serve targeted customers—how it will differ-
entiate and position itself in the marketplace. A brand’s value proposition is the set of ben-
efits or values it promises to deliver to consumers to satisfy their needs. Facebook helps
you “connect and share with the people in your life,” whereas YouTube “provides a
place for people to connect, inform, and inspire others across the globe.” BMW promises
“the ultimate driving machine,” whereas the diminutive Smart car suggests that you
“Open your mind to the car that challenges the status quo.” New Balance’s Minimus

shoes are “like barefoot only better”;

ok AN

® and with Vibram FiveFingers shoes,
“You are the technology.”

Such value propositions differenti-
ate one brand from another. They an-
swer the customer’s question, “Why
should I buy your brand rather than a
competitor’s?” Companies must de-
sign strong value propositions that give
them the greatest advantage in their
target markets. For example, Vibram
FiveFingers shoes promise the best of
two worlds—running with shoes and
without. “You get all the health and per-
formance benefits of barefoot running
combined with a Vibram sole that pro-
tects you from elements and obstacles
in your path. With Vibram FiveFingers

® Value propositions: With Vibram FiveFingers shoes, “You are the technology.” shoes “The more it looks like a foot, the

Vibram USA, Inc.

Production concept

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

more it acts like a foot.”

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 interests 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,
both personal computer maker Lenovo and home appliance maker Haier dominate the
highly competitive, price-sensitive Chinese market through low labor costs, high production
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Product concept

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

Selling concept

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

Marketing concept

A philosophy in which 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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efficiency, and mass distribution. However, although useful in some situations, the produc-
tion 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
quality, performance, and innovative features. Under this concept, marketing strategy fo-
cuses 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
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 suits their needs 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 transac-
tions 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 cus-
tomers who are coaxed into buying the product will like it. Or, if they don't like it, they will pos-
sibly 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 con-
cept 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
concept takes an inside-out perspective. It starts with the factory, focuses on the company’s
existing 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, once put it, “We don’t have a marketing depart-
ment; we have a customer department.” The marketing concept starts with a well-defined

FIGURE | 1.3
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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.
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market, focuses on customer needs, and integrates all the marketing activities that affect
customers. In turn, it yields profits by creating relationships with the right customers based
on customer value and satisfaction.

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

In many cases, however, customers don’t know what they want or even what is possi-
ble. As Henry Ford once remarked, “If I'd asked people what they wanted, they would have
said faster horses.”” For example, even 20 years ago, how many consumers would have
thought to ask for now-commonplace products such as tablet computers, smartphones,
digital cameras, 24-hour online buying, and GPS 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 both existing and latent needs,
now and in the future. As an executive at 3M put 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 over-
looks possible conflicts between consumer short-run wants and consumer long-run welfare. Is
a firm that satisfies the immediate needs and wants of target markets always doing what’s
best for its consumers in the long run? The societal marketing concept holds that marketing
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.

Even more broadly, many leading business and marketing thinkers are now preaching
the concept of shared value, which recognizes that societal needs, not just economic needs,
define markets.'

The concept of shared value focuses on creating economic value in a way that also creates value
for society. A growing number of companies known for their hard-nosed approach to business—
such as GE, Google, IBM, Intel, Johnson & Johnson, Nestlé, Unilever, and Walmart—have al-
ready embarked on important efforts to create shared economic and societal value by rethinking
the intersection between society and corporate performance. They are concerned not just with
short-term economic gains, but with the well-being of their customers, the depletion of natural
resources vital to their businesses, the viability of key suppliers, and the economic well-being of
the communities in which they produce and sell. One prominent marketer calls this Marketing 3.0.
“Marketing 3.0 organizations are values-driven,” he says. “I'm not
talking about being value-driven. I'm talking about ‘values’ plu-
ral, where values amount to caring about the state of the world.”

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."!

UPS seeks more than just short-run sales and profits. Its three-
pronged corporate sustainability mission stresses economnic prosper-
ity (profitable growth through a customer focus), social responsibility
(community engagement and individual well-being), and environ-
mental stewardship (operating efficiently and protecting the environ-
ment). Whether it involves greening up its operations or urging
employees to volunteer time in their communities, UPS proac-
tively seeks opportunities to act responsibly. For example, UPS em-
ployees have volunteered millions of hours to United Way’s Live
United campaign to improve the education, income, and health
of the nation’s communities. UPS knows that doing what’s right
benefits both consumers and the company. By operating efficiently
and acting responsibly, it can “meet the needs of the enterprise . . .

® The societal marketing concept: According to UPS, social while protecting and enhancing the human and natural resources
responsibility “isn’t just good for the planet. It’s good for business.” that will be needed in the future.” Social responsibility “isn’t just

Cheryl Gerber/AP Photo

good for the planet,” says the company. “It’s good for business.”
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FIGURE | 1.4
The Considerations Underlying
the Societal Marketing Concept
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Preparing an Integrated Marketing
Plan and Program

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 then 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 deliv-
ers the intended value to chosen customers. We will explore marketing programs and the
marketing mix in much more detail in later chapters.

Building Customer Relationships

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 and managing
profitable customer relationships.

Customer relationship management is perhaps the most important concept of modern marketing.
Some marketers define it narrowly as a customer data management activity (a practice called
CRM). By this definition, it involves managing detailed information about individual cus-
tomers and carefully managing customer touchpoints to maximize customer loyalty. 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
overall process of building and maintaining profitable customer relationships by delivering
superior 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-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.

Customer satisfaction

The extent to which a product’s perceived
performance matches a buyer’s
expectations.
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Customer Value. Attracting and retaining customers can be a difficult task. Customers
often 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
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. To other
consumers, however, value might mean paying more to get more. For example, a top-of-
the-line Weber Summit E-670 barbecue grill carries a suggested retail price of $2,600, more
than five times the price of competitor Char-Broil’s best grill. According to Weber, the stain-
less steel Summit grill “embraces true grilling luxury with the highest quality materials,
exclusive features, and stunning looks.” However, Weber’s marketing also suggests that
the grill is a real value, even at the premium price. For the money, you get practical features
such as all-stainless-steel construction, spacious cooking and work areas, lighted control
knobs, a tuck-away motorized rotisserie system, and an LED tank scale that lets you know
how much propane you have left in the tank. Is the Weber Summit grill worth the premium
price compared to less expensive grills? To many consumers, the answer is no. But to the
target segment of affluent, hard-core grillers, the answer is yes."

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

Outstanding marketing companies go out of their way to keep important custom-
ers satisfied. Most studies show that higher levels of customer satisfaction lead to greater
customer loyalty, which in turn results in better company per-

NOT A
TAGLINE.

jetBlie

A PROMISE.

formance. Smart companies aim to delight customers by prom-
ising 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.

For companies interested in delighting customers, excep-
tional value and service become part of the overall company
culture. ® For example, year after year, JetBlue ranks at or near
the top of the airline industry in terms of customer satisfaction.
The company’s slogan—“JetBlue: YOU ABOVE ALL”—tells
customers that they are at the heart of the company’s strategy
and culture:”

JetBlue has an evangelistic zeal for creating first-rate, customer-
satisfying experiences. At JetBlue, customer care starts with
basic amenities that exceed customer expectations, especially
for a low-cost carrier—leather coach seats with extra leg room,
free premium snacks, free satellite TV. But it’s the human touch
that really makes JetBlue special. JetBlue employees not only
know the company’s core values—safety, integrity, caring, pas-
sion, and fun—they live them. Those heart-felt values result in
outstanding customer experiences, making JetBlue customers
the most satisfied and enthusiastic of any in the airline industry.

In fact, JetBlue often lets its customers do the talking. For
example, its “Experience JetBlue” Web site features real first-
person testimonials from devoted fans. And in a former advertis-
ing campaign, called “Sincerely, JetBlue,” actual customers gave
voice to specific service heroics by dedicated JetBlue employ-

ees. For example, customer Brian related how a JetBlue flight

([ Creating customer satisfaction: JetBlue creates first-rate,
customer-satisfying experiences. Its slogan—JetBlue: YOU ABOVE
ALL —tells customers that they are at the very heart of JetBlue’s
strategy and culture.

JetBlue Airways

attendant dashed from the plane just before takeoff to retrieve
a brand-new iPod he’d left in a rental car. And the Steins from
Darien, Connecticut, told how they arrived late at night for a
family vacation in Florida with their three very tired small chil-
dren only to learn that their
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hotel wouldn’t take them in. “Out of nowhere we heard a voice from behind us, go ahead, take my
room,” the Steins recalled. “A superhero in a JetBlue pilot’s uniform, who sacrificed his room gra-
ciously, saved our night. And we slept like babies. Thank you, JetBlue.” So, JetBlue really means
it when it tells customers, YOU ABOVE ALL. It “gets us back to our DNA, our original mission,
bringing humanity back to air travel,” says JetBlue’s senior VP of marketing.

Other companies that have become legendary for their service heroics include Zappos
.com, Ritz-Carlton Hotels, Amazon.com, and Toyota (see Real Marketing 1.1). However, a
company doesn’t need to have over-the-top service to create customer delight. Customer
satisfaction “has a lot more to do with how well companies deliver on their basic, even
plain-vanilla promises than on how dazzling the service experience might be,” says one
expert. “To win [customers’] loyalty, forget the bells and whistles and just solve their

problems.

14

Although a customer-centered firm seeks to deliver high customer satisfaction
relative to competitors, it does not attempt to maximize customer satisfaction. A com-
pany can always increase customer satisfaction by lowering its prices or increasing
its services. But this may result in lower profits. Thus, the purpose of marketing is to
generate 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 numerous Web sites and
apps. At the other extreme, in markets with few customers and high margins, sellers want
to create full partnerships 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 compa-

“’54: 3 ol & i ) ) L

@ Relationship marketing tools: The MyPanera loyalty
rewards program not only lets Panera track individual
customer purchases, it also lets the company build
unique relationships with each MyPanera member.

Photo courtesy of Gary Armstrong

nies offer frequency marketing programs that reward customers who buy
frequently or in large amounts. Airlines offer frequent-flyer programs,
hotels give room upgrades to frequent guests, and supermarkets give
patronage discounts to “very important customers.” These days almost
every brand has a loyalty rewards program. @ For example, fast-casual
restaurant Panera has a MyPanera loyalty program that surprises fre-
quent customers with things like complimentary bakery-café items, ex-
clusive tastings and demonstrations, and invitations to special events.
Almost half of all Panera purchases are logged onto MyPanera cards.
The program not only lets Panera track individual customer purchases,
it also lets the company build unique relationships with each MyPanera
member.®

Other companies sponsor club marketing programs that offer mem-
bers special benefits and create member communities. For example,
Apple encourages customers to form local Apple user groups. More
than 800 registered Apple user groups worldwide offer monthly meet-
ings, a newsletter, advice on technical issues, training classes, product
discounts, and a forum for swapping ideas and stories with like-minded
Apple fans. Similarly, buy one of those Weber grills and you can join the
Weber Nation—"the site for real people who love their Weber grills.”
Membership gets you exclusive access to online grilling classes, an in-
teractive recipe box, grilling tips and 24/7 telephone support, audio and
video podcasts, straight-talk forums for interacting with other grilling
fanatics, and even a chance to star in a Weber TV commercial. “Become a
spatula-carrying member today,” says Weber.*®
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Chapter 1

Toyota Japan: The Customer

Always Comes First

Toyota Japan is renowned for its marvellous
customer service. The popular automobile
manufacturer aims to provide its customers
with the best service and make their experi-
ences with the brand memorable. Toyota
has always been ranked among the top car
brands for customer service despite its re-
call of cars over the past years. As a matter
of fact, the way Toyota has handled the re-
call has made some customers satisfied with
Toyota’s customer service.

Toyota has carried out its business activ-
ity based on the concept of “The customer
always comes first.” This concept was estab-
lished in 1935 and has become the Toyota
Group’s guiding philosophy to ensure that
its customers are always provided the finest
service possible. Toyota ensures that this
philosophy is also followed by its dealers,
because the dealers importantly portray the
image of the company itself.

To ensure that high customer services is
maintained, Toyota initiated a program whereby
its representatives randomly visit customers pur-
chasing from its domestic dealer in each region
of Japan, so as to check the quality of service
that is being offered to customers. The main aim
behind this is to assure that the customer-first
concept is being applied correctly.

Toyota expends great effort in gathering
information and seeking feedback from its
customers about their experiences with the
brand. This is done through in-depth consulta-
tions with customers in which they discuss the
complete Toyota experience. Toyota attends
to the opinions of its customers and constantly
works on improvement. All recommendations
posed by customers are given serious con-
sideration, and any complaints are closely
analyzed in attempt to find the source of the
customer’s dissatisfaction and avoid its future
recurrence with other customers.

Information is also gathered from deal-
ers, and questionnaires are given to purchas-
ers of new cars to ensure that their dealers
are providing them with service of the highest
quality. This information is analyzed carefully
to identify any weak areas and develop meth-
ods to improve them. Customer comments
and recommendations play a vital role in the

customer service department at Toyota. The
following are some of Toyota’s customer de-
light stories:

e One man tells of his experience when he
was travelling to a funeral and heard some
unknown sounds coming from his Toyota.
He pulled into the first Toyota outlet he
encountered and requested for the car to
have a safety check. Although there were
several cars booked to have a service be-
fore his car, the attendees serviced his car
first after hearing he was in a rush to attend
a funeral. The employees were very friendly
and helpful; they checked the car and did
not charge the client.

e Another customer admires the wonder-
ful service at Toyota. He expresses that
the employees are always welcoming and
friendly. His service manager always gives
him a price quote and an estimation of the
time the service will take, and the time taken
never exceeds the estimation. He notes
that employees are patient, polite, and al-
ways prepared to answer any questions he
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has. He says that this is the best customer
service he has ever received.

e One woman talks positively of her first expe-
rience of purchasing a Toyota. She was at
first anxious and confused, but the employ-
ees at the Toyota dealership made her entire
experience relaxed and enjoyable. They pro-
vided her with exceptional service and treat-
ment, and she expressed the hope that all
first-time Toyota buyers would be as fortu-
nate as her to have such a fine experience.

Toyota launched Customer First training
centers around the world in July 2010. These
training centers instruct employees on how
to treat the customers, that the rule of “The
customer always comes first” should be ap-
plied at all times and that there is no excep-
tion, no matter what the situation is. These
centers were established to ensure that
Toyota’s global associates provide all cus-
tomers with outstanding service, just as the
main branch in Japan does. Although these
training centers have only recently been es-
tablished, the philosophy behind them has
been fundamental in Toyota since the com-
pany was founded.

Toyota is training its employees in spe-
cific workplace and customer service skills to
enable them to provide their customers with
all necessary information. It is important for
the employees to be able to explain the key
benefits that Toyota has to offer to potential
customers, and equally important to look

Toyota Japan is well known for going beyond the call of duty when it comes
to customer service and uses feedback to constantly improve the services
it offers.

Naiyyer/Shutterstock.com
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after customers from an after-sales perspec-
tive. Therefore, the provision of training for its
employees ensures tremendous benefit to
Toyota.

The company specifically established
cooperation with after-sales service orga-
nizations with the aim of directly addressing
customer concerns after the purchase of a
vehicle. The after-sales service is a very im-
portant component because it demonstrates
that Toyota will continue to provide its custom-
ers with the same quality of service that they

a toll-free phone service 365 days a year,
24 hours a day, in Japan. The center aims to
improve convenience for customers, and em-
ployees are prepared to respond to opinions
and complaints at any time of the day. Toyota
thus indicates to its customers how much
they are valued by having dedicated employ-
ees waiting for their calls 24 hours a day.

In addition to providing information about
Toyota vehicles, the Customer Assistance
Center provides customers with informa-
tion regarding various other concerns. For

example, after the recent East Japan earth-
quake, customers were primarily concerned
with where to get fuel, which service stations
were operating, and how to deal with vehicles
damaged in the earthquake. When employ-
ees were faced with such questions, they an-
swered them politely and in the same manner
as they would answer any question concern-
ing the company, providing stability and reas-
surance in troubled times and highlighting the
company’s focus on the customer.

received when purchasing their vehicles, and
has led to increased customer satisfaction.
The Toyota Customer Assistance Cen-
ter, as well as the Lexus Information Desk
devoted to the Lexus brand models, provides

Sources: Based on information from “Philosophy,” Toyota Motor Corporation Global Website, www.toyota-global
.com/company/toyota_traditions/philosphy, accessed November 5, 2012; “Relations with Customers: Ensuring
High Quality,” www.toyota.co.jp/en/environment, accessed November 5, 2012; and “Relations with Customers:
Toyota’s Customer First Policy,” www.toyota.co.jp/en/environmental_rep, accessed November 5, 2012.

The Changing Nature of Customer
Relationships

Significant changes are occurring in the ways companies relate to their customers. Yes-
terday’s companies focused on mass marketing to all customers at arm’s length. Today’s
companies are building deeper, more direct, and lasting relationships with more carefully
selected customers. Here are some important trends in the way companies and customers
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.”"”

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, the company may want to dismiss those cus-
tomers who are too unreasonable or that cost more to serve than they are worth. “Save your
company by firing your customers,” advises one marketer. “Well, not all your customers—
just the ones who ask for more than they give.” Adds another marketer, “Firing the custom-
ers you can’t possibly please gives you the bandwidth and resources to coddle the ones
that truly deserve your attention and repay you with referrals, applause, and loyalty.”"
Consider this example:

~ Fire

@ 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.

Sprint sent out letters to about 1,000 people to inform them that they had been summar-
ily dismissed—but the recipients were Sprint customers, not employees. For about a year, the



Customer-managed relationships
Marketing relationships in which
customers, empowered by today’s

new digital technologies, interact with
companies and with each other to shape
their relationships with brands.
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wireless-service provider had been tracking the number and frequency 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 resolved.” Ultimately, the company determined it could not meet the 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 customers the door.

Relating More Deeply and Interactively

Beyond choosing customers more selectively, companies are now relating with chosen
customers in deeper, more meaningful ways. Rather than relying on one-way, mass-media
messages only, today’s marketers are incorporating new, interactive approaches that help
build targeted, two-way customer relationships.

Interactive 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, mobile phones, and video sharing to online communities and social
networks, such as Facebook, YouTube, Pinterest, and Twitter.

This changing communications environment also affects how companies and brands re-
late to customers. The new communications approacheslet marketers create deeper customer
involvement and a sense of community surrounding a brand—to make the brand a mean-
ingful part of consumers’ conversations and lives. “Becoming part of the conversation be-
tween consumers is infinitely more powerful than handing down information via traditional
advertising,” says one marketing expert. It's no longer about “just pushing messages out,”
says another. “It’s allowing the individual, the person, to really feel like they’re part of your
brand in a unique way.”%

At the same time that the new technologies create relationship-building opportunities
for marketers, however, 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-
agement, but also customer-managed relationships.

Greater consumer control means that companies can no longer rely on marketing by in-
trusion. Instead, marketers must practice marketing 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 ap-
proaches 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 traditional marketing campaigns, com-
panies 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 created Twitter pages and promotions. They use “tweets” to start conversations with
Twitter’s more than 300 million registered users, address customer service issues, research
customer reactions, and drive traffic to relevant articles, Web and mobile sites, contests,
videos, and other brand activities. Similarly, almost every company has something going on
Facebook these days. Starbucks has more than 29 million Facebook “fans”; Coca-Cola has
more than 40 million. Social media such as Facebook, YouTube, Twitter, and e-mail can get
consumers involved with and talking about a brand.

For example, ice cream retailer Cold Stone Creamery uses all of these media to engage
customers:*!

On YouTube, Cold Stone posts footage from events like its annual “World’s Largest Ice Cream
Social,” which benefits Make-A-Wish Foundation. ® Cold Stone’s Facebook page, with more
than 1.8 million friends, constitutes a modern-day, online version of an ice cream social. Fans can
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® Online social networks: Cold Stone Creamery uses a variety of
social media to engage customers on a more personal, interactive
level. Its Facebook page constitutes a modern-day, online version of
an ice cream social.

Kahala Corp. Facebook is a trademark of Facebook, Inc.

post pictures of their favorite Cold Stone experiences, exchange
views with the company and fellow ice cream lovers, and learn
about new flavors and happenings. Social media help build
both customer relationships and sales. In response to a recent
2-for-$5 coupon campaign using e-mail and Facebook, fans
printed more than 500,000 coupons in just three weeks, redeem-
ing an amazing 14 percent of them. A new-summer-flavors con-
test drew 4,000 entrants and 66,000 new fans in just eight weeks.
According to Cold Stone, every social media campaign so far
has brought a spike in store traffic and sales. More than half of
the company’s advertising budget is now dedicated to nontra-
ditional activities like social media.

Most marketers are still learning how to use social media
effectively. Using such media approaches calls for caution.
Because consumers have so much control, even the seem-
ingly most harmless social media campaign can backfire. For
example, McDonald’s recently launched a Twitter campaign
using the hashtag #McDStories, hoping that it would inspire
heart-warming stories about Happy Meals. Instead, the effort
was hijacked by Twitter users, who turned the hashtag into
a “bashtag” by posting less-than-appetizing messages about
their bad experiences with the fast-food chain. McDonald’s
pulled the campaign within only two hours, but the hashtag
was still churning weeks later. “You're going into the consum-

er’s backyard. This is their place,” warns one social marketer. “Social media is a pressure
cooker,” says another. “The hundreds of thousands, or millions, of people out there are
going to take your idea, and they’re going to try to shred it or tear apart and find what’s
weak or stupid in it.”*

The key is to find unobtrusive ways to enter consumers’ social conversations with en-
gaging and relevant brand messages. Simply posting a humorous video, creating a social
network page, or hosting 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 an 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 and service ideas. For example, at
its My Starbucks Idea site, Starbucks collects ideas from customers on new products, store
changes, and just about anything else that might make their Starbucks experience better.
“You know better than anyone else what you want from Starbucks,” says the company at
the Web site. “So tell us. What's your Starbucks idea? Revolutionary or simple—we want
to hear it.” The site invites customer to share their ideas, vote on and discuss the ideas of
others, and see which ideas Starbucks has implemen’ced.24

Other companies are inviting customers to play an active role in shaping ads. For ex-
ample, PepsiCo, Southwest Airlines, MasterCard, Unilever, H. J. Heinz, Harley-Davidson,
and many other companies have run contests for consumer-generated commercials that
have been aired on national television. 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 consum-
ers and runs the best ones during the game. The consumer-generated ads have been a
huge success. Last year, from more than 6,100 entries, Doritos aired two fan-produced ads
during the Super Bowl. Amazingly, both ads grabbed first place in one or the other of USA
Today’s two separate AdMeter rankings, earning each of their creators a cool $1 million
cash prize from PepsiCo. A spot called “Man’s Best Friend,” featuring a dog that bribes a
man to keep quiet about the dead cat it’s burying in the yard, took first place in the tradi-
tional AdMeter ratings by people watching the big game. That ad cost all of $20 to make.
The second ad, called “Sling Baby” and showing a woman slingshotting a baby across the

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, ) o
it received more than 8,000 entries—some very good but most only so-so Consumer-generated marketing, whether invited

or even downright dreadful.
AJ Mast/The New York Times/Redux Pictures

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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yard to nab a bag of Doritos from a taunting kid, grabbed
first place in two-day online voting in the USA Today/
Facebook social media AdMeter.”

However, harnessing consumer-generated content
canbe 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
consumers to submit homemade ads for its ketchup
on its YouTube page, it ended up sifting through more
than 8,000 entries, of which it posted nearly 4,000. Some
of the amateur ads were very good—entertaining 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 another, the would-be filmmaker brushed his teeth,
washed his hair, and shaved his face with Heinz’s
product.”

by marketers or not, has become a significant marketing
force. Through a profusion of consumer-generated vid-
eos, reviews, blogs, and Web sites, consumers are play-
ing an increasing role in shaping their own brand experiences. Beyond creating brand
conversations, customers are having an increasing say about everything from product
design, usage, and packaging to pricing and distribution. Brands need to accept and em-
brace the emergence of consumer power. Says one analyst, “Humans, formerly known
as either consumers or couch potatoes, are now creators and thought leaders, passive

no more.”%

Partner Relationship Management

When it comes to creating customer value and building strong customer relationships,
today’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, mar-
keters must also be good at partner relationship management—working closely with
others inside and outside the company to jointly bring more value to customers.

Traditionally, marketers have been charged with understanding customers and rep-
resenting customer needs to different company departments. However, in today’s more
connected world, every functional area in the organization can interact with customers.
The new thinking is that—no matter what your job is in a company—you must understand
marketing and be customer focused. Rather than letting each department go its own way,
firms must link all departments in the cause of creating customer value.

Marketers must also partner with suppliers, channel partners, and others outside the
company. Marketing channels consist of distributors, retailers, and others who connect the
company to its buyers. The supply chain describes a longer channel, stretching from raw
materials to components to final products that are carried to final buyers. Through supply
chain management, companies today are strengthening their connections with partners all
along the supply chain. They know that their fortunes rest on more than just how well they
perform. Success at delivering customer value rests on how well their entire supply chain
performs against competitors” supply chains.

Capturing Value from Customers

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 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.
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Creating Customer Loyalty and Retention

Good customer relationship management creates customer satisfaction. In turn, satisfied
customers remain loyal and talk favorably to others about the company and its products.
Studies 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 Great Recession and the economic uncertainty that followed it put strong
pressures on customer loyalty. It created a new sensibility in consumer spending that will
last well into the future. Recent studies show that, even in an improved economy, 55 per-
cent of U.S. consumers say they would rather get the best price than the best brand. Some
50percent of consumers now purchase store brands “all the time” as part of their regular
shopping behavior, up from just 12 percent in the early 1990s. Nearly two-thirds say they
will now shop at a different store with lower prices even if it’s less convenient. Research
also shows that it’s five times cheaper to keep an old customer than acquire a new one.
Thus, companies today must shape their value propositions even more carefully and treat
their profitable customers well to keep them loyal.?®

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 ex-

Customer lifetime value

The value of the entire stream of
purchases a customer makes over a
lifetime of patronage.

ample, here is a classic illustration of customer lifetime value:”

Stew Leonard, who operates a highly profitable four-store supermarket in Connecticut and New
York, once said that 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 re-

mains in the area for about 10years. If this customer has an unhappy experience and switches to
another supermarket, Stew Leonard’s has lost $50,000 in lifetime revenue. The loss can be much
greater if the disappointed customer shares the bad experience with other customers and causes

them to defect.

® Customer lifetime value: To keep customers coming back, Stew
Leonard’s has created the “Disneyland of dairy stores.” Rule #1—The
customer is always right. Rule #2—If the customer is ever wrong,
reread Rule #1.

Courtesy of Stew Leonard’s

To keep customers coming back, Stew Leonard’s has cre-
ated what the New York Times has dubbed the “Disneyland of
Dairy Stores,” complete with costumed characters, scheduled
entertainment, a petting zoo, and animatronics throughout
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 shop-
pers 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, reread rule #1.”

Stew Leonard is not alone in assessing customer life-
time value. Lexus, for example, estimates that a single sat-
isfied 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 a long-term relationship. This means that companies
must aim high in building customer relationships. Customer
delight creates an emotional relationship with a brand, not
just a rational preference. And that relationship keeps cus-
tomers coming back.

Growing Share of Customer

Beyond simply retaining good customers to capture customer lifetime value, good cus-

Share of customer

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

“share of travel.”

tomer 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 increase “share of wallet.” Supermarkets and restaurants want to get more “share
of stomach.” Car companies want to increase “share of garage,” and airlines want greater
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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 relation-
ships with its 173 million customers to increase its share of each customer’s spending
budget:*!

Once they log onto Amazon.com, customers often buy more than they intend. And Amazon does
all it can to help make that happen. The online giant continues to broaden its merchandise assort-
ment, creating an ideal spot for one-stop shopping. And based on each customer’s purchase and
search history, the company recommends related products that might be of interest. This recom-
mendation system influences up to 30 percent of all sales. Amazon’s ingenious Amazon Prime
two-day shipping program has also helped boost its share of customers” wallets. For an annual
fee of $79, Prime members receive delivery of all their purchases within two days, whether it’s
a single paperback book or a 60-inch HDTV. According to one analyst, the ingenious Amazon
Prime program “converts casual shoppers, who gorge on the gratification of having purchases
reliably appear two days after the order, into Amazon addicts.” As a result, after signing up for
Prime, shoppers more than triple their annual Amazon.com purchases. The shipping program is
responsible for an estimated 20 percent of Amazon’s U.S. sales.

We can now see the importance of not only acquiring customers but also keeping and grow-
ing them. The value of a company comes from the value of its current and future customers.

Customer equity Customer relationship management takes a long-term view. Companies want not only to
The total combined customer lifetime create profitable customers but also “own” them for life, earn a greater share of their pur-
values of all of the company’s customers. chases, 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 custom-
ers. As such, it’s a measure of the future value of the company’s cus-
tomer base. Clearly, the more loyal the firm’s profitable customers, the
higher its customer equity. Customer equity may be a better measure of
a firm’s performance than current sales or market share. Whereas sales
and market share reflect the past, customer equity suggests the future.
® Consider 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 “The
Standard of the World.” Cadillac’s share of the luxury car market reached
a whopping 51 percent in 1976, and 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 (aver-
age 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 vigorous image didn’t
win BMW the early market share war. However, it did win BMW younger
customers (average age about 40) with higher customer lifetime values.
The result: In the years that followed, BMW’s market share and profits
soared while Cadillac’s fortunes eroded badly. BMW overtook Cadillac in
the 1980s. In recent years, Cadillac has struggled to make the Caddy cool
again with edgier, high-performance designs that target a younger genera-
tion of consumers. The brand now positions itself as “The New Standard
of the World” with marketing pitches based on “power, performance, and
design.” As a result, after a decades-long slide, Cadillac sales are up 36 per-

() Managing customer equity: To increase customer
lifetime value, Cadillac is trying to make the Caddy cool
again with edgier’ high-performance designs that target cent over the past three years. The moral: Marketers should care not just

a younger generation of consumers. about current sales and market share. Customer lifetime value and cus-
© Michael Edwards. Courtesy Veda Partalo tomer equity are the name of the game.
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FIGURE | 1.5
Customer Relationship Groups

Building the Right Relationships
with the Right Customers

Companies should manage customer equity carefully. They should view customers as as-
sets that need to be managed and maximized. But not all customers, not even all loyal cus-
tomers, are good investments. Surprisingly, some loyal customers can be unprofitable, and
some disloyal 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. © Figure 1.5 classifies customers into one of
four relationship groups, according to their profitability and projected loyalty.* Each group re-

quires a different relationship management strategy. Strangers show low
potential profitability and little projected loyalty. There is little fit between

High

Butterflies

the company’s offerings and their needs. The relationship management
strategy for these customers is simple: Don’t invest anything in them.

True friends Butterflies are potentially profitable but not loyal. There is a good

fit between the company’s offerings and their needs. However, like

Strangers

Potential profitability

Low

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 building a regular relationship with any single brokerage
company. Efforts to convert butterflies into loyal customers are rarely

Barnacles

Short-term

Projected loyalty

Objective 5 -»

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

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 company. 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, who come back regularly and tell others about their good experiences
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
profitable, they should be “fired.”

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

Long-term

The Changing Marketing Landscape

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 com-
petitive 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
marketplace changes, so must those who serve it.

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
changing economic environment, the digital age, rapid globalization, and the call for more
ethics and social responsibility.

Beginning in 2008, the United States and world economies experienced a Great Recession,
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
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financial crisis left shell-shocked consumers short of both money and confidence as they faced
losses in income, a severe credit crunch, declining home values, and rising unemployment.

The Great Recession caused many consumers to rethink their spending priorities
and cut back on their buying. After two decades of overspending, consumers tightened
their purse strings and changed their buying attitudes and habits. More than just a tem-
porary change, the new consumer values and consumption patterns will likely remain
for many years to come. Even as the economy strengthens, consumers continue to spend
more carefully and sensibly (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 real-
ities. 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 offerings
and marketing pitches.

® For example, for years discount retailer
Target focused increasingly on the “Expect

T ! More” side of its “Expect More. Pay Less.” value
o Y s h proposition. Its carefully cultivated “upscale-

discounter” image successfully differentiated it

. from Walmart’s more hard-nosed “lowest-price”
position. But when the economy soured, many

[I’ﬂt’f[ consumers worried that Target’s trendier as-

Hore [I ec sortments and hip marketing also meant higher
o r e prices, and Target’s performance slipped. So
i

Target shifted its balance more toward the “Pay

"oy

Less” half of the slogan, making certain that its

/853: pa prices are in line with Walmart’s and that cus-
_ e . tomers know it. Although still trendy, Target’s
s marketing now emphasizes more practical price

&

. and savings appeals. “We let too much space drift

’} - 2 between “Expect More” and ‘Pay Less,”” says Tar-

= 5 . get’s chief marketing officer. Now, “we believe

@ In the current economic environment, companies must emphasize the value we’ve negated the price perception issues,” says
in their value propositions. Target has shifted the balance more toward the “Pay the executive.®

Less” half of its “Expect More. Pay Less.” positioning. In adjusting to the new economy, companies

Associated Press may be tempted to cut their marketing budgets

and slash prices in an effort to coax more frugal customers into opening their wallets. How-
ever, although cutting costs and offering selected discounts can be important marketing
tactics, smart marketers understand that making cuts in the wrong places can damage long-
term brand images and customer relationships. The challenge is to balance the brand’s value
proposition with the current times while also enhancing its long-term equity.

“Arecession 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 [dur-
ing the tough times].”*® Thus, rather than slashing prices in difficult times, many market-
ers held the line on prices and instead explained why their brands were worth it. And
rather than cutting their marketing budgets, companies such as McDonald’s, Hyundai,
and General Mills maintained or actually increased their marketing spending, leaving
them stronger when the economy strengthened. The goal in uncertain economic times is
to build market share and strengthen customer relationships at the expense of competitors
who cut back.

The Digital Age

The explosive growth in digital technology has fundamentally changed the way we live—
how we communicate, share information, learn, shop, and access entertainment. In turn, it
has had a major impact on the ways companies bring value to their customers. For better or
worse, technology has become an indispensable part of our lives:*

Karl and Dorsey Gude can remember simpler mornings when they used to chat as they ate break-
fast and read the newspaper and competed only with the television for the attention of their two
teenage sons. Today, Karl wakes and immediately checks his work e-mail and his Facebook and
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Real Marketing| 1.2

A New Era of More Sensible Consumption

The Great Recession of 2008 to 2009 and its
aftermath hit American consumers hard. The
housing bust, credit crunch, high unemploy-
ment, and plunging stock market blew away
the savings and confidence of consumers who
for years operated on a buy-now, pay-later phi-
losophy, chasing bigger homes, bigger cars,
and better brands. The new economic realities
forced consumers to bring their excessive con-
sumption back in line with their incomes and
rethink buying priorities. People across all in-
come segments reined in their spending, post-
poned big purchases, searched for bargains,
and hunkered down to weather the worst eco-
nomic crisis since the Great Depression rocked
the worlds of their parents or grandparents.

In today’s post-recession era, consumer
incomes and spending are again on the rise.
However, even as the economy strengthens,
rather than reverting to their old free-spending
ways, Americans are now showing an enthu-
siasm for frugality not seen in decades. Sen-
sible consumption has made a comeback, and
it might be here to stay. The behavioral shift
isn’t simply about spending less. The new con-
sumption ethic emphasizes simpler living and
more value for the dollar. It focuses on living
with less, fixing something yourself instead of
buying a new one, packing a lunch instead of
eating out, spending more time in discount and
dollar chains, or trading down to store brands.
Despite their rebounding means, consumers
are now clipping more coupons, swiping their
credit cards less, and putting more in the bank.

For example, not that long ago, yoga
teacher Gisele Sanders shopped at the
Nordstrom in Portland, 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 new-found buying sensibilities are
more than just a fad—most experts agree that
the impact of the Great Recession will last well
into the future. The new frugality appears to be

a lasting lifestyle change based on a broad re-
assessment values. The old expression “Shop
till you drop” has been replaced by “No, not
today.”

The pain of the Great Recession moved
many consumers to reconsider their very defi-
nition of the good life, changing the way they
buy, sell, and live in a post-recession society.
“People are finding happiness in old-fashioned
virtues—thrift, savings, do-it-yourself proj-
ects, self-improvement, hard work, faith, and
community—and in activites and relation-
ships outside the consumer realm,” says John
Gerzema, chief insights officer for ad agency
Young & Rubicam, which maintains one of the
world’s largest databases of information about
consumer attitudes. In what Gerzema calls the
“spend shift,” consumers have become uneasy
with debt and excess spending and skeptical
of materialistic values. “From now on, our pur-
chases will be more considered. We are mov-
ing from mindless to mindful consumption.”

Most consumers see the new frugality as
a good thing. One recent survey showed that
78 percent of people believe the recession has
changed their spending habits for the better. In

another survey, 79 percent of consumers agreed
with the statement, “I feel a lot smarter now
about the way | shop versus two years ago.”
Some 65 percent of Americans feel that “since
the recession | realize | am happier with a simpler
more down-to-basic lifestyle.” According to a re-
searcher, “They look at their old spending habits
and are a bit embarrassed by their behavior. 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,
because the couple has two sons in college,
even in the more buoyant economy, she fixed
her broken 20-year-old clothes dryer herself. 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 hun-
dreds of dollars. “We all need to find a way to
live within our means,” she said.

The new, more practical spending values
don’t mean that people have resigned them-
selves to lives of deprivation. As the economy
has improved, consumers are indulging in luxu-
ries and bigger-ticket purchases again, just more
sensibly. “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

Even as the economy strengthens, rather than reverting to their old free-spending ways,
Americans are now showing an enthusiasm for frugality not seen in decades. More
sensible spending might be here to stay.

Igor Kisselev/Shutterstock.com
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prudently during the week and then lets loose on
Friday night. But “people are more mindful now
and aware of the consequences of their (and
others’) spending. So luxury is [again] on the ‘to-
do’ list, but people are taking a more mindful ap-
proach to where, how, and on what they spend.”

What does the new era of consumer
spending mean to marketers? Whether it’s for
everyday products like cereal and detergents
or expensive luxuries like Starbucks coffee or
diamonds, marketers must clearly spell out their

There’s been a real sea change in consumer
behavior. And [companies] must appeal to the
consumer in a different way today than they did
two or three years ago. And it’s not all based
on value. Cutting prices or putting things on
sale is not sustainable business strategy. . . .
You can’t cut enough costs to save your way
to prosperity. | think the question is, What is
your relevancy to the life of the new consumer,
who is more discriminating about what they’re
going to spend money on?
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Even diamond marketer De Beers has
adjusted its longstanding “A diamond is for-
ever” value proposition to these more sensible
times. One ad, headlined “Here’s to Less,”
makes that next diamond purchase seem—
what else—downright practical. Although a
diamond purchase might be spendy up front,
it’s something you'll never have to replace or
throw away. As the old James Bond thriller
suggests, a diamond is forever.

value propositions: what it is that makes their
brands worth a customer’s hard-earned money.
Frugality is in; value is under scrutiny. For com-
panies, it's not about cutting costs and prices.
Instead, they must use a different approach
to reach today’'s more pragmatic consumers:
Forego the flash and prove your products’ worth.
According to Starbucks CEO Howard Schultz:

@ In this digital age, for better or worse, technology has become
an indispensable part of our lives. The technology boom provides
exciting new opportunities for marketers.

David Sacks/Getty Images

Internet
A vast public web of computer networks

Sources: Extracts, quotes, and other information from Nin-Hai Tsneg, “Why Dollar Stores Are Thriving, Even Post-
Recession,” Fortune, April 2, 2012, http://finance.fortune.cnn.com/2012/04/02/dollar-stores/; Gregg Fairbrothers and
Catalina Gorla, “The Decline and Rise of Thrift”, Forbes, April 23, 2012, www.forbes.com; Mark Dolliver, “Will Trauma-
tized Consumers Ever Recover?” Adweek, March 22, 2010, www.adweek.com; Dan Sewell, “New Frugality Emerges,”
Washington Times, December 1, 2008; John Gerzema, “How U.S. Consumers Are Steering the Spend Shift,” Adver-
tising Age, October 11, 2010, p. 26; Bobbie Gossage, “Howard Schultz, I'm Getting a Second Shot,” Inc., April 2011,
pp.52-53; and Kathleen Madigan, “For Lasting Recovery, Savings as Important as Spending,” Wall Street Journal,
March 1,2012, http://blogs.wsj.com/economics/2012/03/01/for-lasting-recovery-savings-as-important-as-spending/.

Twitter accounts. Dorsey cracks open her laptop right after break-
fast. The Gudes’ sons sleep with their phones next to their beds,
starting each day with text messages from Karl in place of alarm
clocks. “I could just walk up stairs, but they always answer their
texts,” says Karl. @ Welcome to the digital age. By one account, dig-
ital communication is more valued than sanitation: There are now
5.3 billion mobile phones in use, compared to only 4.3 billion toilets.

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. Digital technology
has also brought a new wave of communication, advertising, and
relationship-building tools—ranging from online advertising and
video-sharing tools to online social networks and smartphone
apps. 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 content that once lived only
in advertising or on an online brand site with them wherever they
go and share it with friends. More than just add-ons to traditional
marketing channels, the new digital media must be fully inte-
grated into the marketer’s customer relationship-building efforts.

The most dramatic digital technology is the Internet. Almost 78 percent of the U.S.

that connects users of all types all
around the world to each other and to an
amazingly large information repository.

adult population now has Internet access. Of all adults with Internet access, 91 check their
e-mail, 84 percent search for maps or driving directions, 76 percent get the news, 64 per-
cent keep in touch with friends on social-networking sites such as Facebook and LinkedIn,
and 61 percent do online banking. By 2020, many experts believe, the Internet will be ac-
cessed primarily via a mobile device operated by voice, touch, and even thought or “mind-
controlled human-computer interaction.”*

Online marketing is now the fastest-growing form of marketing. These days, it’s hard
to find a company that doesn’t use the Internet 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
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relationships with existing ones. Today, 71 percent of American online users use the Internet
to shop. Last year, consumer online retail spending topped $161.5 billion, up more than
13 percent over the previous year.39 Business-to-business (B-to-B) online commerce is also
booming.

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.

In recent years, marketing has also 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, funds, and
support.

For example, not-for-profit St. Jude Children’s Research Hospital
has a special mission: “Finding cures. Saving children.” Named the
most-trusted charity in the nation by Harris Interactive, St. Jude serves
some 5,700 patients each year and is the nation’s top children’s cancer
hospital. What's even more special is that St. Jude does not deny any
child treatment for financial reasons—families never have to pay for
treatment not covered by insurance. So how does St. Jude support its
$1.7 million daily operating budget? By raising funds through power-
house marketing:*’

This past winter, you saw something about St. Jude Children’s Hospital
about anywhere you looked—in public service announcements (PSAs),
on the Discovery Channel’s “American Chopper,” on the lapel pins of
Fox Sports announcers, in Facebook new feeds, and at the checkout coun-
ters of major retailers ranging from Target and Williams-Sonoma to pizza
peddler Domino’s. None of this happened by chance. Rather, it resulted
from high-powered marketing. St. Jude targets a broad range of consum-
ers using a mix of event marketing, celebrity star power, and corporate
partnerships. Fundraising efforts include everything from PSAs and a
sophisticated Internet presence to Trike-a-thons, Math-a-thons, an Up
“Til Dawn student challenge, and a Dream Home Giveaway. More than
50 corporate sponsors—including Target, Domino’s, Williams-Sonoma,
Regal Cinemas, and Expedia—participate in St. Jude’s annual Thanks
and Giving campaign, @ which asks consumers to “give thanks for the
healthy kids in your life, and give to those who are not.” The companies
donate a portion of their sales or ask customers to donate at the sales

@ Not-for-profit marketing: St. Jude’s annual Thanks and counter. Through its broad outreach, St. Jude raises hundreds of millions
Giving campaign asks consumers to “give thanks for the of dollars each year—nearly $700 million last year alone.

healthy kids in your life, and give to those who are not.”

PR Newswire/Associated Press

Government agencies have also shown an increased interest in
marketing. For example, the U.S. military has a marketing plan to
attract recruits to its different services, and various government agencies are now de-
signing social marketing campaigns to encourage energy conservation and concern for the
environment 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 com-
petitive organization. In all, the U.S. government is the nation’s 28th largest advertiser,
with an annual advertising budget of more than $1.1 billion.*

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. Today, almost every
company, large or small, is touched in some way by global competition. A neighborhood
florist buys its flowers from Mexican nurseries, and a large U.S. electronics manufacturer
competes in its home markets with giant Korean rivals. A fledgling Internet retailer finds
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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 Euro-
pean and Asian multinationals. Companies such as Toyota, Nokia, Nestlé, and Samsung
have often outperformed their U.S. competitors in American markets. Similarly, U.S.
companies in a wide range of industries have developed truly global operations, mak-
ing and selling their products worldwide. Quintessentially American McDonald’s now
serves 68 million customers daily in more than 33,000 local restaurants in 119 countries
worldwide—68 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
65 percent of its worldwide sales.*”? Today, companies are not just selling more of their lo-
cally produced goods in international markets; they are also sourcing 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 opportunities. 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.

Marketers are reexamining their relationships with social values and responsibilities
and with the very Earth that sustains us. As the worldwide consumerism and envi-
ronmentalism movements mature, today’s marketers are being called on 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 customers expect companies
to deliver value in a socially and environmentally re-
sponsible way.

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. Forward-looking companies, how-
ever, readily accept their responsibilities to the world
around them. They view sustainable marketing as an
opportunity 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
action into their company value and mission state-
ments. @ For example, when it comes to environmen-
tal responsibility, outdoor gear marketer Patagonia is

“committed to the core.” “Those of us who work here
share a strong commitment to protecting undomes-
ticated lands and waters,” says the company’s Web
site. “We believe in using business to inspire solutions
to the environmental crisis.” Patagonia backs these
words with actions. Each year it pledges at least 1 per-

solutions to the environmental crisis.” It backs these words by pledging at cent of its sales or 10 percent of its profits, whichever ﬁ
least 1 percent of its sales or 10 percent of its profits, whichever is greater, ~ greater, to the protection of the natural environment.™
to the protection of the natural environment. We will revisit the topic of sustainable marketing in

Patagonia, Inc.

greater detail in Chapter 20.
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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 enfire text is that
marketing creates value for
customers in order o capfure
value from customers in refurn.

P

Defining Marketing and the Marketing Process

So, What Is Marketing?
Pulling It All Together

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 1.6 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
company 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?”
(market 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 best and most profitably. The second marketing strategy question is “How can we
best serve targeted customers?” (differentiation and positioning). Here, the marketer outlines a
value proposition 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.

Create value for customers and

Capture value from
customers in return

build customer relationships

Understand the Design a Cg? esé:z?;dan Build profitable Capture value
marketplace and customer-driven marketing program relationships and from customers to
customer needs % marketing % that delivers % create customer create profits and
and wants strategy superior value delight customer equity
Research Select customers Product and Customer Create satisfied,
customers and to serve: market service design: relationship
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An Expanded Model of the Marketing Process




Chapter 1 | Marketing: Creating and Capturing Customer Value 51

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
marketing 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 environmentally and socially responsible way.

Figure 1.6 provides a good road map to future chapters of this text. Chapters 1 and 2
introduce the marketing process, with a focus on building customer relationships and cap-
turing value from customers. Chapters 3 through 6 address the first step of the marketing
process—understanding the marketing environment, managing marketing information,
and understanding 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 targeting) 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 advan-
tage in the marketplace. The final two chapters examine special marketing considerations:
global marketing and sustainable marketing.

Reviewing the Concepts

MyMarketingLab™

Go to www.mymktlab.com to complete the problems marked with this icon Q

Reviewing Objectives and Key Terms

) Objectives Review

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

Define marketing and outline
the steps in the marketing
process. (pp 26-28)

Objective 1

Marketing is 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 involves five steps. The first four steps
create value for customers. First, marketers need to understand
the marketplace and customer needs and wants. Next, market-
ers design 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 profitable customer relationships and creat-
ing customer delight. In the final step, the company reaps the
rewards of strong customer relationships by capturing value from
customers.
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Objective 2 ‘ Explain the '|mportance of

understanding the marketplace
and customers and identify the five core
marketplace concepts. (pp 28-30)

Outstanding marketing companies go to great lengths to learn
about and understand their customers’ needs, wants, and de-
mands. This understanding helps them to design want-satisfying
market 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 de-
mands; 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 cul-
ture and individual 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 satisfy their needs. The value proposition is ful-
filed through a market offering, which delivers customer value
and satisfaction, resulting in long-term exchange relationships
with customers.

Identify the key elements of

a customer-driven marketing
strategy and discuss the marketing management
orientations that guide marketing strategy.

(pp 30-34)

Objective 3

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 (farget 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
market orientations. The production concept holds that manage-
ment’s task is to improve production efficiency and bring down
prices. The product concept holds that consumers favor prod-
ucts that offer the most in quality, performance, and innovative
features; thus, little promotional effort is required. The selling
concept holds that consumers will not buy enough of an orga-
nization’s products unless it undertakes a large-scale selling and
promotion effort. The marketing concept holds that achieving or-
ganizational goals depends on determining the needs and wants
of target markets and delivering the desired satisfactions more
effectively and efficiently than competitors do. The societal mar-
keting concept holds that generating customer satisfaction and
long-run societal well-being through sustainable marketing strat-
egies is key to both achieving the company’s goals and fulfiling
its responsibilities.

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

(pp 34-44)

Objective 4

Broadly defined, customer relationship management is the pro-
cess of building and maintaining profitable customer relationships
by delivering superior customer value and satisfaction. The 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 relationships is
the creation of superior customer value and satisfaction.

Companies want to not only 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 cus-
tomer 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.

Describe the major trends and
forces that are changing the
marketing landscape in this age of relationships.
(pp 44-51)

Objective 5

Dramatic changes are occurring in the marketing arena. The
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 digital technology has created exciting new ways
to learn about and relate to individual customers. It has also al-
lowed new approaches by which marketers can target consumers
more selectively and build closer, two-way customer relationships
in the digital era. 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 orches-
tras, and even churches.

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. Finally, today’s marketers are also
reexamining their ethical and societal responsibilities. Marketers
are being called to take greater responsibility for the social and
environmental impact of their actions.

Pulling it all together, as discussed throughout the chapter, the
major new developments in marketing can be summed up in a
single word: relationships. Today, marketers of all kinds are tak-
ing advantage of new opportunities for building relationships with
their customers, their marketing partners, and the world around
them.
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Objective 1
Marketing (p 27)

Objective 2

Needs (p 28)

Wants (p 28)

Demands (p 28)

Market offerings (p 28)
Marketing myopia (p 29)
Exchange (p 29)

Market (p 29)

Chapter 1

Objective 3

Marketing management (p 30)
Production concept (p 31)
Product concept (p 32)

Selling concept (p 32)

Marketing concept (p 32)
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Objective 4
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(p 34)
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Customer satisfaction (p 35)
Customer-managed relationships
(P 39)
Consumer-generated marketing (p 40)
Partner relationship management
(p 41)
Customer lifetime value (p 42)
Share of customer (p 42)
Customer equity (p 43)

Objective 5

Customer-perceived value (p 35)

Internet (p 47)

Discussion and Critical Thinking

) Discussion Questions

. Define marketing and outline the steps in the marketing pro-
cess. (AACSB: Communication)

2. What is marketing myopia, and how can it be avoided?
(AACSB: Communication; Reflective Thinking)

3. What is customer-perceived value, and what role does it play
in customer satisfaction? (AACSB: Communication; Reflective
Thinking)

) Critical Thinking Exercises

1. Form a small group of three or four students. Discuss a need
or want you have that is not adequately satisfied by any offer-
ings currently in the marketplace. Think of a product or service
that will satisfy that need or want. Describe how you will dif-
ferentiate and position your offering in the marketplace and
develop the marketing program for your offering. Present your
ideas to the other groups. (AACSB: Communication; Reflec-
tive Thinking)

2. Search the Internet for salary information regarding jobs in
marketing from a Web site such as www.simplyhired.com/a/
salary/search/q-marketing or a similar site. What is the na-
tional average salary 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)

o 4.

o 3.

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

Interview someone who works in a marketing job 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 in-
fluenced you to get into this field?

c. 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)
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Applications and Cases

P Marketing Technology Apple and Adobe —Flash Clash

Apple’s iDevices are wildly popular, starting with the iPod followed
by iPhones and iPads. But where’s the flash? Adobe Flash, that
is. Adobe’s Flash, the long-standing multimedia platform behind
approximately 75 percent of the animated and streaming audio
and video on the Internet, is not supported by Apple’s devices.
Many purchasers were disappointed after spending hundreds of
dollars on sleek iPads only to realize they couldn’t play their fa-
vorite Internet game or watch that funny video on their device.
And they still can’t, even with the second-generation device, the
iPad 3. It seems Apple’s late founder and CEQO, Steve Jobs, didn’t
like Flash and would not support it on Apple’s devices. Instead,
app developers must conform to Apple’s operating system and

existing applications on the Web must convert to HTML5 to play
on an Apple product. Adobe’s co-founders claim Apple is “un-
dermining the next chapter of the Web” and bloggers exclaim
this is not just an “Adobe/Apple problem . . . but an Apple/World
problem.”

& 1. Does Apple appear to embrace the marketing concept?

(AACSB: Communication; Reflective Thinking)

2. Research the controversy surrounding this issue and debate
whether Apple did the right thing for its customers by not in-
cluding the ubiquitous Adobe Flash software on Apple’s prod-
ucts. (AACSB: Communication; Reflective Thinking)

D Marketing Ethics Goodbye Big Gulp

With two-thirds of adults and one-third of school-aged children
in the United States overweight or obese, New York City Mayor
Michael Bloomberg is taking action against the soft drink indus-
try. Mayor Bloomberg proposed a ban on big sugary drinks such
as 7-11’s mammoth 32-ounce “Big Gulp.” The ban would put a
16-ounce cap on fountain and bottled drinks sold at restaurants,
theaters, and sporting events. While it applies to drinks having
more than 25 calories per 8 ounces, it does not apply to 100 per-
cent juice or milk-based beverages. Establishments serving foun-
tain drinks will see a significant revenue drop because these drinks
are often marked up 10 to 15 times their cost. Many consumers
oppose the ban because they perceive it as further encroach-
ment of the “nanny state.” Mayor Bloomberg has already banned

smoking in public parks and trans fats in restaurant foods, as well
as requiring chain restaurants to include calorie information on
menus. This leads many to ask, “What’s next?”

& 1. Is it fair to single out soda in such a ban? Debate this argu-

ment from all sides of this issue: government, soft drink mar-
keters, and consumers. (AACSB: Communication; Reflective
Thinking)

2. Should marketers embrace the societal marketing concept
with respect to foods or products that could be harmful to
consumers? Discuss an example of a company embracing
the societal marketing concept with respect to the obesity
epidemic. (AACSB: Communication; Ethical Reasoning)

D Marketing by the Numbers How Much Is Enough?

Marketing is expensive! A 30-second advertising spot during the
2012 Super Bowl cost $3.5 million, and that doesn’t include the
$500,000 or more to produce the commercial. Anheuser-Busch
usually purchases multiple spots each year. Similarly, sponsoring
one car during one NASCAR race costs $500,000. But Sprint,
the sponsor of the popular Sprint Cup, pays much more than
that. And what marketer sponsors only one car for only one race?
Want customers to order your product by phone? That will cost
you $8 to $13 per order. Or how about a sales representative
calling on customers? That costs 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 companies
have thousands of sales reps calling on thousands of customers.
And what about the $1-off coupon for Tropicana orange juice that

you got 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, the costs of dis-
tributing products to buyers, and the costs of all the employees
working in marketing.

1. Describe trends in marketing expenditures. What factors
are driving these trends? (AACSB: Communication; Analytic
Reasoning)

2. What percentage of sales should a business devote to mar-
keting? Discuss the factors used in this decision. (AACSB:
Communication; Analytic Reasoning)
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P Video Case zappos

These days, online retailers are a dime a dozen. But in a short
period of time, Zappos has become a billion-dollar e-tailer. How
did it hit the dot-com jackpot? By providing some of the best
service available anywhere. Zappos customers are showered
with such perks as free shipping both ways, surprise upgrades
to overnight service, a 365-day return policy, and a call center
that is always open. Customers are also delighted by employees
who are empowered to spontaneously hand out rewards based
on unique needs.

With such attention to customer service, it's no surprise that
Zappos has an almost cultlike following of repeat customers.
But remaining committed to the philosophy that the customer is
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always right can be challenging. This video highlights some of the
dilemmas that can arise from operating within a highly customer-
centric strategy. Zappos also demonstrates the ultimate rewards
it receives from keeping that commitment.

After viewing the video featuring Zappos, answer the following
questions:

1. Describe Zappos’ market offering.

2. What is Zappos’ value proposition? How does it relate to its
market offering?

3. How does Zappos build long-term customer relationships?

Abou Shakra Restaurant: Creating Customer
P Company Case Value The Old-Fashioned Way

Abou Shakra is a chain of restaurants in Egypt well known for
charcoal cooking—grilled meat, kebabs, and kofta. In 1947
Ahmed Abou Shakra opened his first Abou Shakra restaurant in
El Kasr El Einy, a famous central district in Cairo. The first restau-
rant was not in a consumer-attractive neighborhood, but that did
not stop Abou Shakra, who believed that offering healthy, tasty,
and well-marinated food was more important than location in at-
tracting customers and having them return time and again—if
they received a good meal, the location of the restaurant would
not have much bearing on their future dining decisions.

Initially the restaurant’'s menu was very simple; it mainly con-
sisted of basic traditional Egyptian dishes, which was the stan-
dard menu offered in similar establishments at the time. Abou
Shakra decided to keep his menu simple and traditional to avoid
the risks associated with offering unfamiliar dishes to consumers.
As a result, he focused on providing well-known traditional dishes
of exceptional quality.

Successing in a Competitive Market
When the first Abou Shakra restaurant was established, there was
not a wide variety of cuisines featured at restaurants, such as Indian,
Chinese, and ltalian, which are widely available today. As noted,
Abou Shakra’s competitors at the time also offered traditional oriental
Egyptian food, and due to the lack of other cuisines, he was essen-
tially competing with the whole market. It was thus very challenging
to start up a business in this highly competitive market, and it was
necessary for Abou Shakra to ensure that he could offer something
that would give him an advantage over his competitors. This ad-
vantage turned out to be the great customer value offered by Abou
Shakra, which was not offered by the majority of his competitors.
The Abou Shakra restaurants have maintained the persistent
focus on customer well-being and satisfaction that originally gave
them an advantage over their competitors, and this is one of the
reasons for their success. The importance that the company places
on elegant dishes, prepared with passion, and providing a memo-
rable experience to their guests had endured right from the Abou
Shakra’s establishment. Since it was established, Abou Shakra res-
taurants have been following that philosophy, and this is another
reason for their success. We will now take a closer look at how
Abou Shakra applies this philosophy and offers customer value.

Abou Shakra owns its own factory, which supplies all branches
and outlets with their daily requirements of fresh meat and poultry.
The meat is of high quality—only the best beef and lamb. Meat
is delivered to the factory daily, and a governmental veterinary
inspection is performed to ensure that the meat is fresh and of
good quality. The factory is equipped with the latest technology
to guarantee that the meat is stored at the correct temperature to
ensure its freshness.

The fruits and vegetables are also delivered daily and are
specially stored to maintain freshness up to the time of serving.
Abou Shakra’s quality control department ensures that all finished
products are of outstanding quality, and oversees practices that
prevent any of the ingredients from being contaminated. The
company has signed a contract with SGS Egypt to supervise its
health, safety, and hygiene practices, ensuring that they are of the
highest standard.

The Abou Shakra menu has changed very little over the past
60 years, maintaining the simple offering of traditional Egyptian
dishes with a particular focus on grilled dishes, which is now
Abou Shakra’s speciality.

The primary aim of Abou Shakra is to keep the menu simple so
as to wholly master the dishes offered. This has encouraged cus-
tomer loyalty, as customers often choose their favorite dishes for
which they have come especially for. This has led to Abou Shakra
being one of the most popular places for oriental food in Egypt.

Keeping the menu simple also limits the costs of purchasing
different ingredients from several suppliers. If this was not the
case, the recruitment of more managers would be required to
contact the suppliers and follow up on the orders. There would
also be more supervisors needed to ensure that the delivery and
storage processes take place smoothly and that each outlet re-
ceives its supplies on time. In addition, more chefs who are spe-
cialized in the new dishes added to the menu would be necessary
as well.

Abou Shakra’s managers pay attention to every small detall;
they ensure that each restaurant is spotless and that the kitchen
is held to the highest cleanliness standards. All utensils and cut-
lery go through a sterilization process to ensure their sanitation
and safety. The tables are wiped with a special detergent so that
customers feel they are eating in a hygienic environment.
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Focusing on Customer Service

Abou Shakra restaurants do not rely solely on their food to please
their customers, but also on well-trained employees who deliver
extraordinary customer service. They hire energetic, friendly, and
passionate employees. Abou Shakra restaurants realized the
significance of educating their workers as to the importance of
customer satisfaction, and this led to the establishment of their
own training center. The center has a proficient team of trainers
who ensure that employees will have the necessary skills so that
guests will be provided with the best service. Abou Shakra relies
on continuous training to provide employees with the necessary
confidence and skills to provide the utmost customer satisfaction.
The company believes that its greatest asset is its employees, and
Abou Shakra thus invests heavily in appropriately recruiting and
training them in order to maintain the company’s standards in the
competitive market. One of the core principles of the company is
that by taking good care of the employees, the employees will take
good care of the customers.

International Expansion

Abou Shakra’s solid customer base is not only due to the quality
of the food and the service offered, but also to its slow-growth
expansion strategy. Abou Shakra restaurants cannot be found
on every corner; after 65 years, only 12 outlets are operating
throughout Egypt. Abou Shakra decided to stay small and focus
on having a few outlets that provide outstanding service rather
than have many outlets with average service. A new outlet is only
opened when the required employees have been trained and
are prepared to offer the outstanding service that is associated
with Abou Shakra. It took the company 56 years to open its first
branch outside Cairo, which debuted in Alexandria in 2003.

The popularity of Abou Shakra has extended far beyond Egypt,
with the company receiving many requests to open international
branches from customers living abroad who had tasted Abou
Shakra while on holiday. The opening of a branch in Saudi Arabia
in 2005 and another in Kuwait in 2007 are great milestones in the
history of Abou Shakra.

This expansion was not an easy step for the company, and a
great deal of research was undertaken beforehand to find the cor-
rect locations for the restaurants. First, Abou Shakra needed to
find suppliers who could deliver fresh ingredients on a daily basis;
this was an important factor, because for Abou Shakra to suc-
ceed, it had to be ensured that the quality of food provided in any
new outlets would equal that of the Egyptian branches. Employ-
ees also needed to be recruited and trained in the same manner
as the employees in Egypt, to make sure that they provide their
customers with the same outstanding service.

Along with other aspects of its simple but focused strategy,
Abou Shakra does not spend a great deal on advertising. Only
a small proportion of its budget is set aside for advertising in
newspapers and on television, as the company relies heavily on
word-of-mouth recommendations between customers and their
friends and families. Abou Shakra believes that the main objec-
tive is to take care of customers, and that to provide them with
high-quality food and service is better than spending money on
advertising, as satisfied customers will be the best advertising

tool. They will tell their friends and family about their positive
experiences at Abou Shakra, and consumers are more likely to
follow the advice of people close to them than promotional ads.
This is also a strategy the company uses to reduce expenses,
as instead of spending a large amount of money on advertising,
which may not generate profitable returns, that money is instead
spent on increasing the quality of the food and service provided.

Many have questioned whether or not Abou Shakra’s 65-year
legacy can be sustained. lts restaurants are run by co-founders
and owners Ahmed and Hussein Abou Shakra, who have drawn
up an efficient blueprint for all of their employees to follow. They
believe that if desirable employees are recruited and trained cor-
rectly and provided with the appropriate working environment,
then the success of the business is inevitable.

Ahmed Abou Shakra, the company’s chairman, played a criti-
cal role in the formation of the strategy that the company would
follow. He detailed the long- and short-term goals in a manner
that is easy for all involved to comprehend. The daily operations
are organized and controlled by him, and he has developed an
efficient system to ensure that managers report to him. This sys-
tem was developed when the business began to grow, as one
person could not manage the daily operations of every restaurant
efficiently.

Hussein Abou Shakra is the vice chairman of the company,
and he ensures that the financial goals and objectives of the com-
pany are being met. He supervises the preparation of the financial
statements and the budgets of the company. In the same manner
as the chairman, he has set up a structure by which all the finance
managers report to him with daily updates.

The legacy of Abou Shakra is expected to continue with or
without its founders. This is because Abou Shakra has become
a corporation that was established with strategies and objectives
that, if managed correctly, will lead to a successful business. This
business legacy is much bigger than its founders, and so long as
the business objectives are being met and the customers con-
tinue to be placed first, it is expected to last.

Questions for Discussion

1. Describe Abou Shakra in terms of the value it provides for
customers.

2. Do you think Abou Shakra should develop a high-growth
strategy? Why or why not?

3. Should Abou Shakra spend more on advertising than is cur-
rently expended?

4. Do you think that the legacy of Abou Shakra will continue, with
consumer tastes changing and moving toward nontraditional
cuisine? Why or why not?

5. Suggest other methods by which Abou Shakra can provide
value to its customers.

Sources: “Abou Shakra, Cairo—Restaurant Review,” Reviews of Hotels,
Flights and Vacation Rentals, TripAdvisor, www.tripadvisor.com/Restau-
rant_Review-g294201-d1201482-Reviews-Abou_Shakra-Cairo.html, ac-
cessed November 5, 2012; and “Abou Shakra,” www.aboushakra.net/
main.htm, accessed November 5, 2012.
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Company and Marketing

Strategy

: In the first chapter, we ex-
Chapter PreVIeW plored the marketing process
by which companies create value for consumers to capture value
from them in return. In this chapter, we dig deeper into steps two
and three of that process: designing customer-driven marketing
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
strategic plan, marketers partner closely with others inside and
outside the firm to create value for customers. We then examine
marketing strategy and planning—how marketers choose target
markets, position their market offerings, develop a marketing mix,

Partnering to Build
Customer Relationships

and manage their marketing programs. Finally, we look at the im-
portant step of measuring and managing return on marketing in-
vestment (marketing ROI).

Let’s begin by looking at McDonald’s, a good company and
marketing strategy story. When it burst onto the scene more than
55 years ago, McDonald’s perfected the modern fast-food con-
cept and grew rapidly. By the turn of the twenty-first century, how-
ever, McDonald’s once-shiny Golden Arches seemed to be losing
some of their luster. But thanks to a new customer-focused strate-
gic blueprint—called the “Plan to Win”—McDonald’s launched an
amazing turnaround that once again has both customers and the
company humming the chain’s catchy jingle, “'m lovin’ it.”

McDonald’s: A Customer-Focused “Plan to Win” Strategy

ore than half a century ago, Ray Kroc, a 52-year-
old salesman of milkshake-mixing machines, set
out on a mission to transform the way Americans
eat. In 1955, Kroc discovered 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
corporate and marketing strategy. By
applying these values, the company
perfected the fast-food concept—
delivering convenient, good-quality
food at affordable prices.
McDonald’s grew quickly to be-
come the world’s largest fast-feeder. The
fast-food giant now serves more than 68 million

customers each day through more than 33,000 restaurants in 118
countries, racking up system-wide sales of more than $85 billion
annually. The Golden Arches are one of the world’s most famil-
iar symbols; 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 custom-
ers. Americans were looking for fresher, better-tasting food

Fast-food giant McDonald’s knows the
importance of good strategic and marketing
planning. Thanks to its new customer-focused strategic
blueprint—called the Plan to Win—customers
and the company dlike are once again humming

the chain’s catchy jingle, “'m lovin’ it.”
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and more contemporary atmospheres. They were also seek-
ing healthier eating options. In a new age of health-conscious
consumers and $5 lattes at Starbucks, McDonald’s strategy
seemed a bit out of step with the times.

To fix the problem, the company tried new products, ev-
erything from pizza to toasted deli sandwiches (both failed).
It acquired nonburger franchises, such as Boston Market (later
sold). It continued opening thousands of new restaurants each
year, but the new operations suffered from the same malaise as
already existing ones. Meanwhile, McDonald’s became an ever-
more-popular target for social activists and nutritionists, who
blamed the chain’s fat- and sugar-laden menu for contributing
to the nation’s growing obesity crisis.

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 by the early 2000s. In 2002, the company posted
its first-ever quarterly loss. In the face of changing customer
value expectations, the company had lost sight of its funda-
mental value proposition. McDonald’s and its strategy needed
to adapt.

In early 2003, McDonald’s announced a new strategic
blueprint—what it now calls its “Plan to Win.” At the heart
of this strategic plan was a new mission statement that re-
focused the company on its customers. No longer satisfied
with being “the world’s best quick-service restaurant,”
McDonald’s changed its mission to “being our customers’
favorite place and way to eat.” In line with the new mission,
the company built its Plan to Win around five basics of an
exceptional customer experience: people, products, place,
price, and promotion. This new focus profoundly changed
McDonald’s strategic direction and priorities. Rather than
simply working to provide the cheapest, most convenient
meals to customers, the Plan to Win, along with the seem-
ingly simple shift in mission, motivated McDonald’s and its
employees to focus on quality and the overall customer res-
taurant experience.

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 expansion and in-
stead poured money back into improving the food, the service,
the atmosphere, and marketing at existing outlets. McDonald’s
redecorated its restaurants with clean, simple, more-modern
interiors and amenities such as live plants, Wi-Fi access, and
flat-screen TVs showing cable news. To make the customer ex-
perience 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.

McDonald’s has had its share of product flops over the
years (ever heard of the McLean, the Arch Deluxe, or McPizza?).
But the company has learned from its past mistakes. Under the
Plan to Win, McDonald’s now pursues what the industry calls
“platforms” rather than random, one-hit wonders. For example,
chicken is a platform, and McNuggets, Chicken Selects, and
Chicken McBites are products under that platform.

With platforms as a foundation, McDonald’s has com-
pletely and successfully reworked its menu under the direction
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McDonald’s successful
customer-focused
strategy—called the Plan
to Win—got the company
back to the profitable
basics of creating
exceptional customer
experiences.

of Chef Daniel Coudreaut, a Culi-
nary Institute of America gradu-
ate and former chef at the Four
Seasons in Dallas. The new menu
gives customers more variety and
healthier options at the same time
that it puts more money in the
company’s coffers. Within only a
year of introducing its Premium
Salads platform, McDonald’s be-
came the world’s largest salad seller. And McCafé, the beverage
platform that serves up coffee drinks and smoothies, became the
company’s biggest launch in 35 years, adding nearly $125,000 in
annual sales per store and now accounting for more than 7 per-
cent of total company sales.

McDonald’s rediscovered dedication to customer value
has resulted in nothing short of a Golden Age for the Golden
Arches. Since announcing its Plan to Win, McDonald'’s total res-
taurant sales have increased by 87 percent, profits have nearly
quadrupled, and McDonald’s stock price has tripled. Over the
past several years, even as the fast-food industry struggled
through the Great Recession, McDonald’s outperformed com-
petitors by a sizable margin. Despite the tough times, from 2008
through the start of 2011, McDonald’s achieved a lofty 12.7 per-
cent compound annual return to investors versus the Standard
& Poor’s average—2.9 percent. The chain has enjoyed more than
nine straight years of global same-store monthly sales increases.

Bloomberg via Getty Images
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Objective Outline

Objective 1 Explain company-wide strategic planning and its four steps.
Company-Wide Strategic Planning: Defining Marketing’s Role
(pp 63-65)

Objective 2 Discuss how to design business portfolios and develop growth strategies.

Designing the Business Portfolio (pp 65-70)

Objective 3 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
(pp 70-72)

Objective 4 Describe the elements of a customer-driven marketing strategy and mix and the forces that
influence it.

Marketing Strategy and the Marketing Mix (pp 72-77)

Objective 5 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 (pp 77-81)
Measuring and Managing Return on Marketing Investment (pp 81-83)

McDonald’s revenues are now 20 percent greater than those of ~ contemporary menu features iconic favorites along with new
competitors Wendy’s, Burger King, KFC, Pizza Hut, and Taco  products that today’s consumer wants—whether it’s Premium Sal-
Bell combined. ads, snack wraps, Angus Burgers, or McCafé coffees and smooth-

Thus, McDonald’s Plan to Win appears to be the right  ies. Newly renovated restaurants have a fresh, upbeat feel, and

strategy for the times. Now, more than ever, when you think  the cash registers keep ringing. And that has customers and the
1

"

of McDonald’s, you think of convenience and value. The company alike humming the chain’s catchy jingle, “i'm lovin” it.

MyMarketingLab™
& Improve Your Grade!

Over 10 million students improved their results using the Pearson MyLabs. Visit
www.mymktlab.com for simulations, tutorials, and end-of-chapter problems.

: ’
Ll ke M C Donald S, outstanding marketing organizations employ strongly

customer-driven marketing strategies and programs that create customer value and re-
lationships. These marketing strategies and programs, however, are guided by broader
company-wide strategic plans, which must also be customer focused. To understand the
role of marketing, we must first understand the organization’s overall strategic planning
process.
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Steps in Strategic Planning

Business unit, product,

Like the marketing
sfrategy, the broader
company strategy must
be customer focused.

Defining
the company
mission

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

Objective 1 >

Explain company-wide strategic
planning and its four steps.

Strategic planning
The process of developing and

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

Mission statement
A statement of the organization’s

purpose—what it wants to accomplish in

the larger environment.

A

Company-wide strategic planning
guides marketing strategy and planning.

Company-Wide Strategic Planning:
Defining Marketing’s Role

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 de-
partmental 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.

MENU  FOOD WITH INIEGATTY  RESTAGNANTS  CHPOTLESTONY  FAN-ANTICS  STOME et cruete =l

Y FOOD wih INTEGRITY? 3'

FOOD WITH INTEGRITY IS OUR COMMITMENT
TO FINDING THE VERY BEST INGREDIENTS
RAISED WITH RESPECT FOR THE ANIMALS,
THE ENVIRONMENT AND THE FARMERS.

Defining a Market-Oriented
Mission
An organization exists to accomplish something, and this pur-
pose 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 dif-
ficult the company will ever have to answer. Successful com-
panies 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 state-
ment 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 statements

@ Market-oriented missions: Chipotle’s mission isn’t to sell
burritos. Instead, it promises “Food with Integrity,” highlighting its
commitment to good food made from natural, local, and sustainably

raised ingredients.
© Chipotle Mexican Grill, Inc.

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.
For example, Facebook doesn’t define itself as just an online
social network. Its mission is to connect people around the
world and help them share important moments in their lives.
® Likewise, Chipotle’s mission isn’t to sell burritos. Instead,
the restaurant promises “Food with Integrity,” highlighting
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® Table 2.1 | Market-Oriented Business Definitions

Company Product-Oriented Definition Market-Oriented Definition

Facebook We are an online social network. We connect people around the world and help them
share important moments in their lives.

Hulu We are an online video service. We help people enjoy their favorite video content
anytime, anywhere.

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

and improvement items. dreams.

NASA We explore outer space. We reach for new heights and reveal the unknown so
that what we do and learn will benefit all humankind.

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—a memorable

Hotels & Resorts

Walmart

stay that far exceeds guests’ already high expectations.

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.”

its commitment to the immediate and long-term welfare of customers and the environ-
ment. To back its mission, Chipotle’s serves only the very best natural, sustainable, lo-
cal ingredients. ® Table2.1 provides several other examples of product-oriented versus
market-oriented business definitions.?

Mission statements should be meaningful and specific yet motivating. Too often, mis-
sion statements are written for public relations purposes and lack specific, workable guide-
lines. Instead, they should emphasize the company’s strengths and tell forcefully how it
intends to win in the marketplace. For example, Google’s mission isn’t to be the world’s
best search engine. It’s to give people a window into the world’s information, wherever it
might be found.?

Finally, a company’s mission should not be stated as making more sales or profits;
profits 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, as
discussed in our chapter-opening story, McDonald’s mission isn’t to be the world’s best
and most profitable quick-service restaurant; it’s to provide customers with their favor-
ite fast-dining experience.” If McDonald’s accomplishes this customer-focused mission,
profits will follow.

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, most Americans know H. J. Heinz for its ketchup—it sells more than 650 bil-
lion bottles of ketchup each year. But Heinz owns a breadth of other food products under a
variety of brands, ranging from Heinz and Ore-Ida to Classico. Heinz ties this diverse prod-
uct portfolio together under this mission: As the trusted leader in nutrition and wellness,
Heinz—the original Pure Food Company—is dedicated to the sustainable health of people,
the planet, and our company.”

This broad mission leads to a hierarchy of objectives, including business objectives
and marketing objectives. ® Heinz’s overall objective is to build profitable customer rela-
tionships by developing foods “superior in quality, taste, nutrition, and convenience” that
embrace its nutrition and wellness mission. It does this by investing heavily in research.
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However, research is expensive and must be funded through
improved profit, so improving profits becomes another ma-
jor objective for Heinz. 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 objectives. To increase its market share,
Heinz might broaden its product lines, increase product avail-
ability and promotion in existing markets, and expand into new
markets. For example, last year Heinz added breakfast wraps to
its Weight Watchers Smart Ones product line. And it purchased
an 80 percent stake in Quero, a Brazilian brand of tomato-based
sauces, ketchup, condiments, and vegetables. Quero is expected
to double Heinz’s sales in Latin America this year and to serve
as a platform to market Heinz in Brazil.*

These are Heinz’s broad marketing strategies. Each broad
marketing strategy must then be defined in greater detail. For
example, increasing the product’s promotion may require more
advertising and public relations efforts; if so, both require-
ments will need to be spelled out. In this way, the firm’s mis-
sion is translated into a set of objectives for the current period.

That's because every red, ripe tomato in every bottle is grown only from Heinz seeds.

It's what helps us deliver the uniquely thick, rich flavor that America loves, Po rtfo I i (o)
HEINZ. GROWN, NOT MADE. ™

Guided by the company’s mission statement and objectives,

Leamn more at www.heinzketchup.com.

> management now must plan its business portfolio—the collec-
tion of businesses and products that make up the company. The
best business portfolio is the one that best fits the company’s
strengths and weaknesses to opportunities in the environment.

® Heinz’s overall objective is to build profitable customer
relationships by developing foods “superior in quality, taste,

nutrition, and convenience” that embrace its nutrition and Most large companies have complex portfolios of busi-
wellness mission. nesses and brands. Strategic and marketing planning for such
© 2007 H.J. Heinz Co., L.P. business portfolios can be a daunting but critical task. The Disney portfolio includes many

Disney theme parks and resorts; Disney studio entertainment (production companies
Objective 2 ---» such as Walt Disney Pictures, Pixar, and Touchstone Pictures); Disney consumer products
Discuss how to design business (from apparel and toys to interactive games); and Internet media businesses (includ-
portfolios and develop growth ing ESPN and the ABC Television Network). Similarly, Al Jazeera’s portfolio consists of
strategies. more than 25 business entities, ranging from multiple Al Jazeera news channels for specific

regions and languages to dedicated channels for sports, children’s programs, and documen-
taries. Al Jazeera has even developed the Al Jazeera Center for Studies, a think-tank that
Business portfolio encourages research and analysis into political and economic changes affecting the Arab and
The collection of businesses and Islamic world (see Real Marketing 2.1).
products that make up the company. Business portfolio planning involves two steps. First, the company must analyze its
current business portfolio and determine which businesses should receive more, less, or no
investment. Second, it must shape the future portfolio by developing strategies for growth
and downsizing.

Analyzing the Current Business Portfolio

Portfolio analysis The major activity in strategic planning is business portfolio analysis, whereby management
The process by which management evaluates the products and businesses that make up the company. The company will want to
evaluates the products and businesses put strong resources into its more profitable businesses and phase down or drop its weaker ones.
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
designing 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.
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Real Marketing 2.

Al Jazeera: An Expanding

Business Portfolio

Nominated by Webby Awards as one of the five
best news Web sites, along with BBC News,
National Geographic, and The Smoking Gun,
Al Jazeera was also voted by brandchannel
.com readers as the fifth most influential global
brand, behind Apple, Google, Ikea, and Star-
bucks. In 2011, Salon.com noted Al Jazeera’s
coverage of the 2011 Egyptian protests as
superior to that of the American news media,
and U.S. Secretary of State Hillary Clinton also
stated that the network’s news coverage was
more informative and less opinion-driven than
American journalism.

Al Jazeera started out in 1996 as the
first independent Arabic news channel in
the world dedicated to providing compre -
hensive television news and live debate for
the Arab world. The Al Jazeera Network now
consists of the flagship Al Jazeera Arabic
channel, as well as several additional chan-
nels including Al Jazeera English, Al Jazeera
Sport, Al Jazeera Documentary, Al Jazeera
Children, the Al Jazeera Media Training and
Development Center, and the Al Jazeera
Center for Studies.

Here’s a brief summary of the incredible
variety of entities now tied together under the
Al Jazeera brand:

Television: Initially launched as an Arabic
news and current affairs satellite TV chan-
nel, Al Jazeera has since expanded into a
network with several outlets. As of early
2007, the Al Jazeera network’s TV chan-
nels included the original international
Arabic-language 24 hour news channel, Al
Jazeera English, Al Jazeera Children, and
Al Jazeera Sport, which owns the exclusive
broadcasting rights in the Middle East for
major football leagues, such as the Spanish
La Liga, the French Ligue 1, and the Italian
Serie A. Al Jazeera charges $50 per year
and $10 per month to watch the Al Jazeera
Sports TV channels +1 to +8, and $35 per
year to watch the Al Jazeera Sports TV
channels +9, +10, HD1, and HD2.

belN SPORT, its 24-hour U.S. sports net-
work, launched over the summer of 2012
and purchased broadcast TV rights for soc-
cer leagues in France and Spain. belN Sport
also has rights to four U.S. 2013 World Cup

qualifiers, the games at Costa Rica, Hondu-
ras, Jamaica, and Panama. In November
2012, Al Jazeera’s belN Sport passed the
milestone of 1 million subscribers.

Online: Al Jazeera’s web-based service is
accessible subscription-free  throughout
the world. The station launched an English-
language news edition of its online content
in March 2003. This English-language Web
site was re-launched in November 2006,
along with the launch of Al Jazeera En-
glish. The English and Arabic sections are
editorially distinct, with their own selection
of news and comments. Al Jazeera and Al
Jazeera English are streamed live on the
official site as well as on YouTube. In April
2009, Al Jazeera launched condensed ver-
sions of its English and Arabic sites for mo-
bile device users.

During the Arab Spring, Al Jazeera’s on-
line viewership per month grew more than
1,000 percent. Its next phase of growth will
be through social media. Al Jazeera plans
to become more socially connected with its
users, so that it can understand their “likes”
and “dislikes.”

ALJAZEERA CHANNEL ‘g}

Al Jazeera also operates the Al Jazeera
Sport Web site, which is an official premium
sports service that enables users to watch Al
Jazeera Sport TV channels on their comput-
ers and through their mobile and tablet apps,
and provides a high-quality viewing experi-
ence by using the latest video-streaming
technology. A subscription to the Al Jazeera
Sport Web site includes full access to the
premium channels Al Jazeera Sport +1 to
+10, HD1, and HD2, which show official
LIVE streams in high quality. Video on De-
mand video highlights are also available in
the Catch-Up section of the Web site.

Al Jazeera Media Training and Develop-
ment Center: As part of its role in the de-
velopment of the Arab media, Al Jazeera
launched the Al Jazeera Media Training
and Development Center to contribute to
the theoretical and practical development
of media in various fields and at various
levels. Through training media profession-
als, developing their skills, and raising their
efficiency, it aims to extend the knowledge,
deepen the understanding, develop the
experience, and elevate the level of perfor-
mance of employees of Arab regional and
international media organizations, as well
as to achieve up-to-date communications.

Al Jazeera Center for Studies: Established
in 2006, the Al Jazeera Center for Stud-
ies conducts in-depth analysis of current
affairs at both regional and global levels.

/9

Al Jazeera is more than just a television network—it also runs think-tanks that
research issues in geopolitics and economics, and training centers to practically

develop media in the Arab world.
© B. 0’Kane/Alamy
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Its research agenda focuses primarily on
geo politics and strategic developments in
the Arab world and surrounding regions.
As a think-tank extension of the Al Jazeera
Network, the center endeavors to con-
duct research and build relevant, insight-
ful, and in-depth knowledge for the entire
organization.

Managing this successful and growing
brand portfolio is no easy proposition, but Al
Jazeera has been more than up to the task.
What ties it all together? Al Jazeera has been
building relations with people during the years.
That’s it: Al Jazeera has not dealt with Arabs
as audiences, but as its “people.” It has em-
powered them to express their opinions, send
messages, join online forums and chats, post
videos, and build the new brand identity of the
channel all together. People feel proximity with
Al Jazeera, and the new media have played a
big role in this.

Al Jazeera’s future projects include pro-
gramming in other languages, such as Al
Jazeera Urdu, an Urdu-language channel to
cater mainly to Pakistani market and possibly

some Indians, as well as a Kiswahili service
called Al Jazeera Kiswahili to be based in
Nairobi and broadcast in Kenya, Tanzania,
Uganda, Rwanda, and Burundi.

In addition, Al Jazeera has been prepar-
ing to launch a Turkish-language news chan-
nel. In February 2012, it acquired Turkey’s
Cine 5 television channel. Al Jazeera has also

news network to cater mainly to Spain and
Hispanic Latin America, similar to the Iranian
cable TV network HispanTV. Al Jazeera is also
reported to be planning to launch an interna-
tional newspaper. Al Jazeera, best known for
its Middle Eastern news coverage, also aims
to become a global powerhouse in sports
broadcasting over the next five years.

been planning to launch a Spanish-language

Sources: Based on information from Wikipedia, “Al Jazeera,” http://en.wikipedia.org/wiki/Al_Jazeera, ac-
cessed November 15, 2012; Wikipedia, “Al Jazeera Sports,” http://en.wikipedia.org/wiki/Al_Jazeera_Sports,
accessed November 15, 2012; aljazeera.net, “About Al Jazeera,” http://cc.aljazeera.net/content/about-
al-jazeera, accessed November 14, 2012; aljazeera.com, “Corporate Profile,” www.aljazeera.com/aboutus/
2006/11/2008525185555444449.html, accessed November 15, 2012; “Al Jazeera’s BelN Sport Passes
One Million Subscribers,” digitaltveurope.net, November 8, 2012, www.digitaltveurope.net/29809/
al-jazeera%E2%80%99s-bein-sport-passes-one-million-subscribers/, Naushad K. Cherrayil, “Al Jazeera Aims
to Integrate Social Media into Its Operations,” Gulf News, November 4, 2012, http://gulfnews.com/business/
technology/al-jazeera-aims-to-integrate-social-media-into-its-operations-1.1098015, aljazeerasport.ty,
“Subscription Process,” www.en.aljazeerasport.tv/Help/issue/Subscription-process, accessed November 15,
2012; training.aljazeera.net, “Al Jazeera Media Training & Development Center,” http://training.aljazeera.
net/ours/, accessed November 15, 2012; mediaoriente.com, “The Secret of Al Jazeera’s Success: Dealing
with Arabs as People, Not as Numbers,” http://mediaoriente.com/2011/02/27/1088/, accessed No-
vember 15, 2012; and Leila Abboud and Gwénaélle Barzic “Al Jazeera Seeks to Build Global Brand in
Sports,” Chicago Tribune, May 24, 2012, http://articles.chicagotribune.com/2012-05-24/business/sns-rt-
us-aljazeera-sportsbre84n1he-20120524_1_international-sports-channels-novice-at-sports-coverage.

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. For this reason,
most standard portfolio analysis methods evaluate SBUs on two important dimensions:
the attractiveness 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

Growth-share matrix

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

O FIGURE | 2.2
The BCG Growth-Share Matrix
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Boston Consulting 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
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vertical axis, market growth rate provides a measure of market attractiveness. On the hori-
zontal axis, relative market share serves as a measure of company strength in the market. The
growth-share matrix defines four types of SBUs:

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
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, al-
though 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 ma-
ture. Fortunately, 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 action 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 busi-
ness 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. Finally, 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 cen-
tralized approaches have limitations: They can be difficult, 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 classifying 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,
unlike 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.

For example, consider The Walt Disney Company. ® Most people think of Disney as
theme parks and wholesome family entertainment. But in the mid-1980s, Disney set up
a powerful, centralized 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 collection of media and entertainment businesses. The sprawling
company grew to include everything from theme resorts and film studios (Walt Disney
Pictures, Touchstone Pictures, Hollywood Pictures, Pixar, and others) to media networks
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@ Managing the business portfolio: Most people think of Disney 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.

Martin Beddall/Alamy

Product/market expansion grid

A portfolio-planning tool for identifying
company growth opportunities through
market penetration, market development,
product development, or diversification.

Market penetration

Company growth by increasing sales

of current products to current market
segments without changing the product.

FIGURE | 2.3
The Product/Market
Expansion Grid

Companies can grow by developing
new markets for existing products.

For example, Starbucks is expanding

rapidly in China, which by 2015 will
be its second-largest market, behind
only the United States.
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(ABC Television plus ESPN, Disney Channel, parts of
A&E and History Channel, and a half dozen others) to
consumer products and a cruise line.

The newly transformed company proved hard
to manage and performed unevenly. To improve per-
formance, Disney disbanded the centralized strategic
planning unit, decentralizing its functions to Disney
division managers. As a result, Disney retains its posi-
tion at the head of the world’s media conglomerates.
And even through the recently weak economy, Dis-
ney’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 attract top
talent. At the same time, a firm must be careful not to
make growth itself an objective. The company’s objective must be to manage “profitable
growth.”

Marketing has the main responsibility for achieving profitable growth for the com-
pany. Marketing needs to identify, evaluate, and select market opportunities and estab-
lish strategies for capturing them. One useful device for identifying growth opportunities
is the product/market expansion grid, shown in @ Figure 2.3.” We apply it here to
Starbucks:®

In only three decades, Starbucks has grown at an astonishing pace, from a small Seattle cof-
fee shop to a nearly $12 billion powerhouse with more than 17,000 retail stores in every state
and 56 countries. In the United States alone, Starbucks serves more than 50 million espresso-
dependent customers each week. Starbucks gives customers what it calls a “third place”—away
from home and away from work. Growth is the engine that keeps Starbucks perking. However, in
recent years, the company’s remarkable success has drawn a full litter of copycats, ranging from
direct competitors such as Caribou Coffee to fast-food merchants such as McDonald’s McCafe.
Almost every eatery, it seems, now serves its own special premium brew. To maintain its incred-
ible growth in an increasingly overcaffeinated marketplace, Starbucks must brew up an ambi-
tious, multipronged growth strategy.

First, Starbucks’ management might consider whether the company can achieve deeper
market penetration—making more sales to current customers without changing its origi-
nal products. It might add new stores in current market areas to make it easier for customers
to visit. In fact, Starbucks is adding 300 net new stores each year. Improvements in advertis-
ing, prices, service, menu selection, or store design might encourage customers to stop by
more often, stay longer, or buy more during each visit. For example, Starbucks is remodel-
ing many of its stores to give them more of a neighborhood feel—with earth tones, wood
counters, and handwritten menu boards. And it’s adding beer, wine, cheeses, and premium

Existing New
products products
. Market Product
Existin h — : o
marketg penetration development hrough diversifcation, companies
. can grow by starting or buying
o businesses outside their current
New Market ) o » produc’r/ma‘xe’rs. For excms\e‘
markets development Diversification Starbucks is entering the “health and
wellness” market with stores called

Evolution By Starbucks.
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@ Sstrategies for growth: To maintain its incredible growth, Starbucks has
brewed up an ambitious, multipronged growth strategy.

Bloomberg via Getty Images

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.

......... »

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

food to its menu in some markets with the goal of boost-
ing business beyond the breakfast rush, which still con-
stitutes the bulk of the company’s revenue.

Second, Starbucks might consider possibilities
for market development—identifying and develop-
ing new markets for its current products. For instance,
managers could review new demographic markets.
Perhaps new groups—such as seniors—could be en-
couraged to visit Starbucks coffee shops for the first
time or to buy more from them. Managers could also
review new geographic markets. Starbucks is now ex-
panding swiftly in non-U.S. markets, especially Asia.
The company recently opened its 1,000th store in Japan,
expects to have 1,500 stores in China by 2015, and plans
to more than double its number of stores in South Korea
to 700 by 2016.

Third, Starbucks could consider product
development—offering modified or new products to
current markets. For example, Starbucks recently intro-
duced its highly successful Via instant coffee. And it’s
now introducing a lighter-roast coffee called Blonde, developed to meet the tastes of the 40
percent of U.S. coffee drinkers who prefer lighter, milder roasts. Starbucks is also forging
ahead into new product categories. For instance, it recently entered the $8 billion energy
drink market with Starbucks Refreshers, a beverage that combines fruit juice and green
coffee extract.

Finally, Starbucks might consider diversification—starting up or buying businesses
beyond its current products and markets. For example, the company recently acquired
Evolution Fresh, a boutique provider of super-premium fresh-squeezed juices. Starbucks
intends to use Evolution as its entry into the “health and wellness” category, including
standalone stores called Evolution By Starbucks. In recent years, Starbucks has also diversi-
fied into selling merchandise in categories ranging from coffee- and tea-brewing equipment
to music and books.

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. 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. For example, P&G just
recently sold off the last of its food brands, Pringles, to Kellogg, allowing the company to
focus on household care and beauty and grooming products. And in recent years, GM has
pruned several underperforming brands from its portfolio, including Oldsmobile, Pontiac,
Saturn, Hummer, and Saab. 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.

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, account-
ing, purchasing, operations, information systems, human resources, and others—must
work together to accomplish strategic objectives.

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 the
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company strategy should revolve around building profitable relationships with important
consumer 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. How-
ever, as noted in Chapter 23, although marketing plays a leading role, it alone cannot
produce superior value for customers. It can be only a partner in attracting, keep-
ing, and growing customers. In addition to customer relationship management, market-
ers must also practice partner relationship management. They must work closely with
partners in other company 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 competitively superior external value delivery network. We
now take a closer look at the concepts of a company value chain and a value delivery

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

For example, Walmart’s goal is to create customer value and satisfaction by provid-
ing 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 advertis-
ing 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 departments. ® Walmart’s ability to help you “Save Money. Live
Better.” depends on the purchasing department’s skill in developing the
needed suppliers and buying from them at low cost. Walmart’s informa-
tion technology (IT) department must provide fast and accurate informa-
tion about which products are selling in each store. And its operations
people must provide effective, low-cost merchandise handling.

A company’s value chain is only as strong as its weakest link. Suc-
cess depends on how well each department performs its work of add-
ing customer value and on how the company 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 har-
@ The value chain: Walmart’s ability to help you “Save mony to produce value for consumers. But, in practice, interdepartmental
money. Live Better.” by offering the right products at relations are full of conflicts and misunderstandings. The marketing de-
lower prices depends on the contributions of people in partment takes the consumer’s point of view. But when marketing tries
all of the company’s departments. to develop customer satisfaction, it can cause other departments to do a
© digitalife/Alamy poorer job in their terms. Marketing department actions can increase purchasing costs, dis-

rupt production schedules, increase inventories, and create budget headaches. Thus, other
departments may resist the marketing department’s efforts.

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. . . .
Everyone must do marketing regardless of function or department.” Says another, “Engag-
ing customers today requires commitment from the entire company. We’re all marketers
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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.

Objective 4 ---»

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

O FIGURE | 2.4
Managing Marketing
Strategies and the
Marketing Mix

Marketing strategy
nvolves 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
ntended value to targeted
consumers.
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now.”'% Thus, whether you're an accountant, 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. Again, consider McDonald’s. People do not swarm to McDonald’s only
because they love the chain’s hamburgers. Consumers flock to the McDonald’s systen,
not only to its food products. 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. Competition no longer takes place only between indi-
vidual competitors. Rather, it takes place between the entire value delivery networks cre-
ated by these competitors. Thus, Toyota’s performance 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 marketplace if Ford’s dealer network provides more customer-
satisfying sales and service.

Marketing Strategy and the Marketing Mix

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

Marketing
intermediaries

Competitors

| At its core, marketing is
all about creating customer
value and proftable
customer relationships.

Suppliers Publics




Marketing strategy

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

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.
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into smaller segments, selects the most promising segments, and focuses on serving and
satisfying 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.

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.

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
useful. For example, Tylenol would gain little by distinguishing between low-income
and high-income pain-relief 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
segments or market niches. Such nichers specialize in serving customer segments that ma-
jor competitors 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—such as its Ferrari
458 Italia at $255,000 or the 740-horsepower F-12 Berlinetta at an eye-opening $400,000.
Although it was only established in 2003, Abu Dhabi’s Etihad Airways has differenti-
ated itself from fierce competition by focusing on a niche in the luxury air travel market.
High-quality customer service and the onboard comfort of its award-winning “Diamond
Class,” along with loyalty programs, allow Etihad Airways to avoid direct competition
with many airlines (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
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Real Marketing| 2.2

Etihad Airways: Connecting Abu Dhabi

to the World

Etihad Airways is considered to be one of
the youngest, yet most successful airlines in
the aviation industry. It was established by
Royal (Amiri) Decree of Abu Dhabi in July
2003 as the national carrier of the United
Arab Emirates, and became commercial in
November 2003, from Abu Dhabi to the rest
of the world. Etihad (which is an Arabic word
for “United”) was strategically chosen as its
brand name, as the airline unites Abu Dhabi
with the West and East, and it connects with
the airline’s tagline: “Connecting Abu Dhabi
to the World.”

The company’s unique vision of reflect-
ing Arabian hospitality within the flights,
consisting of warm, generous, and consid-
erate treatment, as well as enhancing the
prestige of the Abu Dhabi culture is what
helps stand the company out from the com-
petition. Etihad has received several awards
that reflect its status as the leading premium
airline, including World’s Leading Airline at
the World Travel Awards in 2009, 2010, and
2011. Its wide variety of awards emphasizes
its high-quality services and provides rec-
ognition for the constant effort to maintain
at the top of the industry. As this acclaim
progresses, the Etihad Airways brand name
strengthens and spreads within the region,
increasing and building on its already-
existing popularity.

Etihad has a fleet of 66 aircraft that serve
the international network with 1,000 flights
per week to 87 destinations in 55 countries.
Its cargo destinations range from the Middle
East and Africa to Europe, Australia, Asia, and
North America. It also owns 40 percent of Air
Seychelles, nearly 30 percent of Air Berlin,
10percent of Virgin Australia, and almost 3per -
cent of Aer Lingus.

Etihad Airways’ goal is to differentiate it-
self as a global airline that is challenging and
changing the conventional notion of airline
hospitality —besides providing a relaxing ex-
perience, the airline strives to make travel as
safe and environmentally friendly as possible
by adhering to the highest global standards.
Etihad is planning new route launches and
introducing new aircraft to further its suc-
cess, and offers lower prices than its main
competitors in the region. Its diversification

through cargo, holiday, and air transporta-
tion services has resulted in total revenue of
2.3 billion dollars. Innovative cabins also at-
tract technology-loving customers and offer
promising potential opportunities for future
advances.

What helps this business differentiate it-
self within the market is its unique “Diamond
Class” service, which targets the business
travelers segment by introducing a luxuri-
ous class with complete complementary of-
ferings, taking into consideration their need
for personal space and to maintain their
elite lifestyle, on the ground and up in the
air. The airline empowers its passengers by
giving them access to their own lounges—
which includes spas, showers and cigar
lounges, while also considering family enter-
tainment aspects by offering a wide range
of television shows and Internet access.
The Diamond Class service also exclusively
includes private suites with sliding Arabian-
style doors, luxurious extended “Poltrona
Frau” seats, built-in socket power for any

electronic device, wardrobe space, and an
exclusive marble bathroom. In addition, a
wide variety of food and beverages is avail-
able, as well as special-request meals and
catering inspired by industries outside the
airline industry. These special services led
to four global awards, including World Best
First Class, Best First Class Seat, and Best
First Class Onboard Catering, as well as the
Passenger Choice Award voted for by 17.9
million travelers around the world.

Etihad also created a loyalty program
to help increase long-term customer loyalty
to the brand, as well as to increase cus-
tomer relationship management interactions,
to create a sense of belonging between the
customers and the brand. The collection of
guest mile points that can be redeemed with
the airline furthers these goals, and also en-
ables the company to collect information on
its customers for free, such as keeping track
of customer needs, demographic changes,
and travelling patterns through feedback and
supporting statistics. Thus, the Etihad loyalty
program plays a large role in the company’s
growth by allowing it to be more consumer-
centric and by providing an in-depth under-
standing of customer wants and needs. The
company recently launched an Apple iPhone
loyalty program application for its members,
which offers real-time point redemption, thus
promoting its services in the digital market.

Nichers: award-winning Etihad Airways prides itself on its high-quality customer
service and luxury in-flight experience. This differentiation also allows Etihad to
avoid direct competition with major rivals.

Christopher Parypa/Shutterstock.com
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Another award-winning loyalty program
was launched in August 2006, which quickly
attracted attention for its innovation and
grew faster than any loyalty program in the
industry as a result. The airline’s members—
over 1.3 million—are offered the opportu-
nity to accumulate miles from flights that
can then be exchanged for a wide selection
of over 2,900 flight and non-flight awards

advertising to spread concerning positive
customer experiences, thus attracting new
potential consumers.

All in all, Etihad Airways has proven in
merely eight years to be a strong standing
competitor, with its plan to “Connect Abu
Dhabi to the World,” and has won a large
range of awards, reflecting its position as
one of the leading premium global airline
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brands. By maintaining its image, constantly
innovating, and keeping up with consumer
needs, Etihad Airways will continue to grow
in the region and add on to its existing
awards. Its current earnings and expected
growth surpass those of its competitors,
and it is becoming one of the fastest-
growing airlines in the history of commercial
aviation.

from over 200 partners with Etihad Airways.
These non-flight rewards range from accom-
modations in hotels to discounts in the com-

pany’s “Reward Shop” and even to car rental
and retail discounts. This allows its custom-

Sources: Based on information from Abu Shahout, Abdel Razzqg, Fain Abraham Punnose, and Khalil Khalifa,

“Etihad Airways Marketing Strategy,” Scribd, March 18, 2011, www.scribd.com/doc/54943204/Etihad-Airways-

ers to feel a sense of accomplishment and
a return for their loyalty with Etihad Airways,
and is a good form of motivation for them
to continue that loyalty in the future. It also
creates opportunities for word-of-mouth

Positioning

Arranging for a product to occupy a clear,
distinctive, and desirable place relative

to competing products in the minds of
target consumers.

Marketing-Strategy; Etihad Airways, “Our Story,” www.etihadairways.com/sites/etihad/eg/en/aboutetinad/Pages/
etihadstoryposting.aspx, accessed October 30, 2012; Joyner Rodrigues, “Etihad Airways—Marketing Plan,”
Scribd, August 23, 2010, www.scribd.com/doc/42673475/Etihad-Airways-Marketing-Plan; and Etihad Airways,
“Vision,” n.d., www.etihadairways.com/sites/Etihad/eg/en/aboutetihad/etihadstory/pages/etihadvsion.asp&xgt,
accessed October 30, 2012.

& Fitch, Hollister, and Abercrombie. Or a large company (for example, car companies
like Honda and Ford) might decide to offer a complete range of products to serve all
market segments.

Most companies enter a new market by serving a single segment; if this proves success-
ful, 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
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Positioning: Burt’s Bees offers “Earth friendly
natural personal care products for The Greater
Good.”

BURT’S BEES® is a registered trademark of Burt’s Bees, Inc. Used with
permission. © 2012 Burt’s Bees, Inc. Reprinted with permission.

of “helping athletes at every level of ability reach their potential.”" It designs dif-
ferent products 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 deter-
mine how to differentiate its market offering for each targeted segment and
what positions it wants to occupy 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 positions that distinguish their products from competing brands
and give them the greatest advantage in their target markets.

BMW is “The ultimate driving machine”; Audi promises “Truth in Engi-
neering.” Neutrogena is “#1 Dermatologist Recommended”; ® Burt’s Bees, Inc.
offers “Earth friendly natural personal care products for The Greater Good.”'> At
McDonald’s you'll be saying “i'm lovin’ it”; at Wendy’s, “Quality is our recipe.”
Such deceptively simple statements form the backbone of a product’s market-
ing strategy. For example, McDonald’s designs its entire worldwide integrated
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Differentiation
Actually differentiating the market offering
to create superior customer value.

Marketing mix

The set of tactical marketing tools—
product, price, place, and promotion—
that the firm blends to produce the
response it wants in the target market.

O FIGURE | 2.5
The Four Ps of the
Marketing Mix

marketing campaign—from television and print commercials to its Web sites—around the
“i'm lovin’ it” positioning.

In positioning its brand, a company first identifies possible customer value differences
that provide competitive advantages on which to build the position. A company can offer
greater customer value by either charging lower prices than competitors or offering more
benefits to justify higher prices. But if the company promises greater value, it must then
deliver that greater value. Thus, effective positioning begins with differentiation—actually
differentiating 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 commu-
nicate that position to target consumers. The company’s entire marketing program should
support the chosen positioning strategy.

Developing an Integrated Marketing Mix

After determining its overall marketing strategy, the company is ready to begin planning
the details of the marketing mix, one of the major concepts in modern marketing. The
marketing mix is the set of tactical marketing tools that the firm blends to produce the
response it wants in the target market. The marketing mix consists of everything the firm
can do to influence the demand for its product. The many possibilities can be collected
into four groups of variables—the four Ps. @ Figure 2.5 shows the marketing tools un-
der each P.

e 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, head-
lights, 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.

® Price is the amount of money customers must pay to obtain the product. For example,
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.

® Place includes company activities that make the product available to target consum-
ers. 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 sup-
ports them. The dealers keep an inventory of Ford automobiles, demonstrate them to
potential buyers, negotiate prices, close sales, and service the cars after the sale.

Product Price
Variety List price
Quality Discounts
Design Allowances
Features Payment period
Brand name Credit terms
Packaging N K
Services
Target The marketing mix—or the
customers four P;—consws% of ‘racﬂca\
marketing tools blended infto
an integrated marketin
Intended progrargn that actually ’
positioning delivers the intended value
Promotion Place fo ‘rarge'f’ customers.
Advertising Channels
Personal selling Coverage
Sales promotion Locations
Public relations Inventory
Transportation
Logistics
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Objective 5 ---»

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

SWOT analysis

An overall evaluation of the company’s
strengths (S), weaknesses (W),
opportunities (O), and threats (T).

® Promotion refers to activities that communicate the merits of the product and persuade
target customers to buy it. Ford spends more than $1.9 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 the marketing mix elements 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
retailing services, are products too. We might call them service products. “Where is packag-
ing?” 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 included under one of the four Ps. The
issue is not whether there should be 4, 6, or 10 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, 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

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 mar-
keting 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 marketing and other plans for each division, product, and brand. Through imple-
mentation, 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 the information and evaluations needed for all the
other marketing activities.

Managing the marketing function begins with a complete analysis of the company’s situ-
ation. The marketer should conduct a SWOT analysis (pronounced “swat” analysis),
by which it evaluates the company’s overall strengths (S), weaknesses (W), opportuni-
ties (O), and threats (T) (see @ Figure 2.7). Strengths include internal capabilities, re-
sources, and positive situational factors that may help the company serve its customers
and achieve its objectives. Weaknesses include internal limitations and negative situ-
ational factors that may interfere with the company’s performance. Opportunities are
favorable factors or trends in the external environment that the company may be able to
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@ FIGURE | 2.6
Managing Marketing:
Analysis, Planning,
Implementation,
andControl

The frst part of

the chapter dealt
with this—developing
company-wide and
marketing strategies
and plans.

O FIGURE | 2.7
SWOT Analysis:
Strengths (S),
Weaknesses (W),
Opportunities (O),
and Threats (T)

Internal

The goal of SWOT analysis Y
is to match the company's
strengths to attractive
opportunities in the
environment, while eliminating
or overcoming the weaknesses
and minimizing the threats.
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Well close the chapter by looking at
how marketers manage those strategies
exploit to its advantage. And threats are unfavor-  and plans—how frey implement marketing

able external factors or trends that may present f;;a:eegjf;rd programs and evaluate
challenges 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
opportunities it can best pursue. The goal is to match the company’s strengths to attrac-
tive opportunities in the environment, while simultaneously 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 23 for a sample marketing plan.) The plan begins with an executive sum-
mary that quickly reviews major assessments, goals, and recommendations. The main sec-
tion of the plan presents a detailed SWOT analysis of the current marketing situation as
well as potential threats and opportunities. The plan next states major objectives for the
brand and outlines the specifics of a marketing strategy for achieving them.

Strengths Weaknesses
Internal capabilities that Internal limitations that may Hang on fo this one!l SWOT analysis
may help a company interfere with a company’s (pronounced “swat” andlysis) is a
reach its objectives ability to achieve its ~ widely used tool for conducting a
objectives A situation analysis. You'l fnd yourself
using it a lot in the future, especially
Opf0iiiBhics Threats when analyzing business cases.
External factors that the Current and emerging
company may be able to external factors that may
exploit to its advantage challenge the company’s
performance

Positive Negative



Marketing implementation
Turning marketing strategies and plans
into marketing actions to accomplish
strategic marketing objectives.

® Table 2.2
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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.

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

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.

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

e 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.

e 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.

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 and expected costs of production, distribution, and marketing. The difference is the
projected profit. The budget becomes the basis for materials buying, production scheduling, personnel

planning, and marketing operations.

Outlines the controls that will be used to monitor progress, allow management to review implementation
results, and spot products that are not meeting their goals. It includes measures of return on marketing
investment.
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Many managers think that “doing things right” (implementa-
tion) 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 faster or better execu-
tion. 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 Michelin, for example, marketing im-
plementation for the company’s original equipment, replacement,
industrial, and commercial tires requires day-to-day decisions and
actions by thousands of people both inside and outside the orga-
nization. Marketing managers make decisions about target seg-
ments, branding, product development, pricing, promotion, and
distribution. They talk with engineering about product designs,
with manufacturing about production and inventory 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
works closely with automobile manufacturers and supports inde-
pendent Michelin dealers and large retailers like Walmart in their
efforts to convince buyers of all types and sizes that “The right tire

Michalin makes some of the most fuel sfficient! longest lasting tires. Plus they Changes everything."

offer mote security with their incredible stopping power, See how the right

tire chang ything at

Marketing Department

[ Marketing implementation: At Michelin, marketing

Organization

implementation requires that thousands of people inside and The company must design a marketing organization that can
outside the company work together to convince customers that  carry out marketing strategies and plans. If the company is very

“The right tire changes everything.”
Michelin North America

small, one person might do all the research, selling, advertising,

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, this department contains many
specialists—product and market managers, sales managers and salespeople, market re-
searchers, and advertising experts, among others.

To head up such large marketing organizations, many companies have now created a
chief marketing officer (or CMO) position. This person heads up the company’s entire mar-
keting 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 operating officer (COO) and the chief financial officer (CFO). As a member of
top management, the CMO'’s role is to champion the customer’s cause—to be the “chief
customer officer.”"

Modern marketing departments can be arranged in several ways. The most com-
mon form of marketing organization is the functional organization. Under this orga-
nization, different marketing activities are headed by a functional specialist—a sales
manager, an advertising manager, a marketing research manager, a customer service
manager, or a new product manager. A company that sells across the country or in-
ternationally often uses a geographic organization. Its sales and marketing people are
assigned to specific countries, regions, and districts. Geographic organization 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
manager 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 custom-
ers who have different needs and preferences, a market or customer management organization
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@ Marketers must continually plan their analysis, implementation, and
control activities.

© VYuri Arcurs/Shutterstock

Marketing control

Measuring and evaluating the results

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

might be best. A market management organization is
similar to the product management organization. Mar-
ket managers are responsible for developing marketing
strategies and plans for their specific markets or custom-
ers. This system’s main advantage is that the company
is organized around the needs of specific customer seg-
ments. Many companies develop special organizations
to manage their relationships with large customers. For
example, companies such as P&G and Stanley Black &
Decker have created large teams, or even whole divi-
sions, to serve large customers, such as Walmart, Target,
Safeway, or Home Depot.

Large companies that produce many different
products flowing into many different geographic and
customer markets usually employ some combination of
the functional, geographic, product, and market organi-
zation forms.

Marketing organization has become an increas-
ingly important issue in recent years. More and more,
companies are shifting their brand management focus
toward customer management—moving away from man-
aging only product or brand profitability and toward managing customer profitability and
customer equity. They think of themselves not as managing portfolios of brands but as
managing portfolios of customers. And rather than managing the fortunes of 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 mea-
sures its performance in the marketplace and evaluates the causes of any differences be-
tween expected and actual performance. Finally, management takes corrective action to
close the gaps between goals and performance. This may require changing the action pro-
grams or even changing the goals.

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
involves looking at whether the company’s basic strategies are well matched to its opportu-
nities. 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

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 with-
out thinking carefully about the financial returns on their spending. They believed that
marketing produces intangible creative outcomes, which do not lend themselves readily
to measures of productivity or return. But in today’s leaner economic times, all that has
changed:'®

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 difference 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
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Return on marketing investment
(or marketing ROI)

The net return from a marketing
investment divided by the costs of the
marketing investment.

FIGURE | 2.8
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. Used with permission.
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fast being replaced with a new mantra: measurement and accountability. Marketing’s days as a
soft science are officially over. In its place, the concept of marketing performance—the practice
of measuring, learning from, and improving upon marketing strategies and tactics over time—is
taking hold. More companies are now working to connect the dots between marketing activities
and results than ever before.

One important marketing performance measure is return on marketing investment
(or marketing ROI). Marketing ROI is the net return from a marketing investment divided
by the costs of the marketing investment. It measures the profits generated by investments
in marketing activities.

In one recent survey, 63 percent of chief marketing officers said marketing return on
investment will be the most important measure of their success by 2015. However, another
survey found that only 45 percent of organizations were satisfied with their measurement of
marketing ROL A startling 57 percent of CMOs don’t take ROI measures into account when
setting their marketing budgets, and an even-more startling 28 percent said they base their
marketing budgets on “gut instinct.” One analyst’s conclusion: “Marketers must start think-
ing more strategically about how their programs impact their business’s own revenue.”"’

Marketing ROI can be difficult to measure. In measuring financial ROI, both the R and
the I are uniformly measured in dollars. For example, when buying a piece of equipment,
the productivity gains resulting from the purchase are fairly straightforward. As of yet,
however, there is no consistent definition of marketing ROI. For instance, returns like ad-
vertising and brand-building impact aren’t easily put into dollar returns.

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 performance
measures in a single display used to monitor strategic marketing performance. Just as au-
tomobile dashboards present drivers with details on how their cars are performing, the
marketing dashboard gives marketers the detailed measures they need to assess and adjust
their marketing strategies. For example, VF Corporation uses a marketing dashboard to
track the performance of its more than 30 lifestyle apparel brands—including Wrangler,
Lee, The North Face, Vans, Nautica, 7 For All Mankind, and others. VF’s marketing dash-
board tracks brand equity and trends, share of voice, market share, online sentiment, 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, customer
retention, customer lifetime value, and customer equity. These measures capture not only
current marketing performance but also future performance resulting from stronger cus-
tomer relationships. @ Figure 2.8 views marketing expenditures as investments that

Marketing investments

\ 4

Marketing returns

Improved customer value and satisfaction

g g

4
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-
relationship measures, such as customer
satisfaction, retention, and equity. These are
more diffcult to measure but capture both
current and future performance.

g g

Increased customer lifetime values
and customer equity

Return on marketing investment
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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.

7120

Reviewing the Concepts

MyMarketinglLab™

Go to www.mymktlab.com to complete the problems marked with this icon 0

Reviewing Objectives and Key Terms

) Objectives Review

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 organization. Then
we looked more deeply into marketing strategy and the marketing
mix and reviewed the major marketing management functions.
So you’ve now had a pretty good overview of the fundamentals
of modern marketing.

Explain company-wide strategic

Objective 1 . ‘
planning and its four steps.

(pp 63-65)

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, mo-
tivating, 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.

Discuss how to design business
portfolios and develop growth
strategies. (pp 65-70)

Objective 2

Guided by the company’s mission statement and objectives,
management plans its business portfolio, or the collection of busi-
nesses 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 develop 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.

Explain marketing’s role in
strategic planning and how
marketing works with its partners to create and
deliver customer value. (pp 70-72)

Objective 3

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 effective
value chain that serves the customer. And they must also partner
effectively with other companies in the marketing system to form
a competitively superior value delivery network.

Describe the elements of a
customer-driven marketing
strategy and mix and the forces that influence it.
(pp 72-77)

Objective 4

Customer value and relationships are at the center of marketing
strategy and programs. Through market segmentation, targeting,



84 Part1 | Defining Marketing and the Marketing Process
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).

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 77-83)

Objective 5

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,

D Key Terms

Objective 1

Strategic planning (p 63)

Mission statement (p 63) Objective 3

Objective 2

Business portfolio (p 65)

Portfolio analysis (p 65)
Growth-share matrix (p 67)
Product/market expansion grid (p 69)
Market penetration (p 69)

Market development (p 70)

Objective 4

Product development (p 70)
Diversification (p 70)

Value chain (p 71)
Value delivery network (p 72)

Marketing strategy (p 72)
Market segmentation (p 73)
Market segment (p 73)

action programs, budgets, and controls. Planning good strat-
egies is often easier than carrying 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 com-
bination of ways: functional marketing organization, geographic
organization, product management organization, or market man-
agement organization. In this age of customer relationships, more
and more companies are now changing their organizational focus
from product or territory management to customer relationship
management. Marketing organizations carry out marketing con-
trol, both operating 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 mea-
sures of return on marketing investment. Increasingly, they are
using customer-centered measures of marketing impact as a key
input into their strategic decision making.

Market targeting (p 73)
Positioning (p 75)
Differentiation (p 76)
Marketing mix (p 76)

Objective 5

SWOT analysis (p 77)

Marketing implementation (p 79)

Marketing control (p 81)

Return on marketing investment
(marketing ROI) (p 82)

Discussion and Critical Thinking

) Discussion Questions

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

& 2. Name and describe the four product/market expansion grid

strategies. Provide an example of a company implementing
each strategy. (AACSB: Communication; Reflective Thinking)

& 3. Explain the roles of market segmentation, market targeting,

differentiation, and positioning in implementing an effective
marketing strategy. (AACSB: Communication)

& 4. 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)

& 5. Discuss the four marketing management functions. (AACSB:

Communication)
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) Critical Thinking Exercises

& 1. Form a small group and conduct a SWOT analysis for a pub-

licly traded company. Based on your analysis, suggest a
strategy from the product/market expansion grid and an ap-
propriate marketing mix to implement that strategy. (AACSB:
Communication; Reflective Thinking)

2. Find the mission statements of two for-profit and two not-for-
profit organizations. Evaluate these mission statements with
respect to their market orientation. (AACSB: Communication;
Reflective Thinking)

Applications and Cases

B Marketing Technology Google’s Nexus 7 Tablet

Google is making a move into the consumer electronics market.
In 2012, Google introduced the Nexus 7 tablet that runs on its
popular Android operating system. Priced at $199 to $249, it is
much cheaper than Apple’s iPad but comparable to Amazon'’s
Kindle Fire. In fact, it is very similar to the Kindle Fire in terms of
size, weight, and features. The Kindle Fire also runs on Google’s
Android operating system, but the Nexus 7 runs on Google’s
newest version of Android called Jelly Bean. One feature the
Nexus 7 has that the Kindle doesn’t have is a voice-activated
assistant, similar to Apple’s Siri on the iPhone 4S. Google is also
introducing Nexus Q, which is a $300 black ball-shaped home-
entertainment amplifier that wirelessly streams content to other
devices. For $1,500, Google offers Google Glass, which is an

eyeglasses-like device that displays Internet information in front of
the wearer’s eyes. Google purchased Motorola Mobility, so keep
your eye out for another entrant in the smartphone category.

1. Learn more about Google and its products/services and cre-
ate a BCG growth-share matrix for this company. On which
products and services should Google concentrate its market-
ing efforts? (AACSB: Communication; Reflective Thinking)

2. How is Google positioning the Nexus 7 tablet? Does this prod-
uct offer significant differentiation from competing offerings so
that consumers will perceive it to have higher value? (AACSB:
Communication; Reflective Thinking)

) Marketing Ethics Tiny Hearts

You've probably heard of 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
a year are born in the United States with heart defects that of-
ten 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 on an infant’s heart because it is the appropriate size for
a newborn’s aortic valve. However, this device is not approved
for the procedure. Why are specific devices and medicines de-
veloped for the multibillion-dollar cardiovascular market not also
designed for kids? It's a matter of economics—this segment of

young consumers is just too small. One leading cardiologist attrib-
uted 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 of little comfort to the parents of these small
patients.

1. Is it wrong for these companies to not address the needs of
this segment? Suggest some arguments in defense of com-
panies not offering products to meet these needs. (AACSB:
Communication; Reflective Thinking; Ethical Reasoning)

2. Suggest some solutions to this problem. (AACSB: Communi-
cation; Reflective Thinking)

D Marketing by the Numbers walmart vs. Target

For the period ending January 2012, Walmart reported profits
of aimost $16 bilion on sales of just under $450 billion. For that
same period, Target posted a profit of $3 bilion on sales of al-
most $70 billion. Walmart is a better marketer, right? Sales and
profits provide information to compare the profitability of these two

competitors, but between these numbers is information regard-
ing the efficiency of marketing efforts in creating those sales and
profits. Appendix 24, Marketing by the Numbers, discusses other
marketing profitability measures beyond the return on marketing
investment (marketing ROI) measure described in this chapter.
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Review Appendix 24 to answer the questions using the following
information from Walmart’s and Target’s income statements (all
numbers are in thousands):

Period Ending

January, 2012 Walmart Target

Sales $446,950,000 $69,865,000
Gross Profit $111,823,000 $22,005,000
Marketing Expenses $ 63,948,750 $10,914,000
Net Income (Profit) $ 15,699,000 $ 2,929,000

D Video Case oxo

You might know OXO for its well-designed, ergonomic kitchen
gadgets. But OXO’s expertise at creating handheld tools that look
great and work well has led it to expand into products for bath-
rooms, garages, offices, babies’ rooms, and even medicine cabi-
nets. In the past, this award-winning manufacturer has managed
to move its products into almost every home in the United States
by relying on a consistent and in some cases nontraditional mar-
keting strategy.

But in a highly competitive and turbulent market, OXO has
focused on evaluating and modifying its marketing strategy in
order to grow the brand. This video demonstrates how OXO is

1. Calculate profit margin, net marketing contribution, market-
ing return on sales (or marketing ROS), and marketing return
on investment (or marketing ROI) for both companies. Which
company is performing better? (AACSB: Communication; Use
of IT; Analytic Thinking)

2. Go to Yahoo! Finance (http://finance.yahoo.com/) and find
the income statements for two other competing companies.
Perform the same analysis for these companies that you per-
formed in the previous question. Which company is doing
better overall and with respect to marketing? For marketing
expenses, use 75 percent of the company’s reported “Selling
General and Administrative” expenses. (AACSB: Communica-
tion; Analytic Reasoning; Reflective Thinking)

using strategic planning to ensure that its marketing strategy re-
sults in the best marketing mix for the best and most profitable
customers.

After viewing the video featuring OXO, answer the following
questions:

1. What is OXO’s mission?

2. What are some of the market conditions that have led OXO to
reevaluate its marketing strategy?

3. How has OXO modified its marketing mix? Are these changes
in line with its mission?

Trap-Ease America:
' Company Case 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 neigh-
bor, 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.

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,
however. 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.

Background

A group of investors had formed Trap-Ease America in January
after 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, plas-
tic 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 nar-
row “stilts” attached to the two bottom corners of the door.
(See Exhibit.)

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,
allowing the hinged door to swing closed, trapping the mouse.
Small teeth on the ends of the stilts would catch in a groove on
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the bottom of the trap, locking
the door closed. The user could
then dispose 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 con-
sumer when compared with tra-
ditional 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 often 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 discount chains.
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 $5.99. Although this price made the Trap-Ease about five
times more expensive than smaller, standard traps, consumers
appeared to offer little initial price resistance. The manufactur-
ing cost for the Trap-Ease, including freight and packaging costs,
was about 59 cents per unit. The company paid an additional
19 cents per unit in royalty fees. Martha priced the traps to retail-
ers at $2.38 per unit (two units to a package) and estimated that,
after sales and volume discounts, Trap-Ease would produce net
revenue from retailers of $1.50 per unit.

To promote the product, Martha had budgeted approximately
$145,000 for the first year. She planned to use $100,000 of this
amount for travel costs to visit trade shows and to make sales
calls on retailers. She planned to use the remaining $45,000 for
advertising. So far, however, because the mousetrap had gen-
erated 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 House-
keeping Seal of Approval) and in other “home and shelter” mag-
azines. Martha was the company’s only salesperson, but she
intended to hire more salespeople soon.
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Martha had initially forecasted Trap-Ease’s first-year sales at
5 million units. Through April, however, 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 something
wrong. She had detected some problems, although none seemed
overly serious. For one, there had not been enough repeat buy-
ing. For another, she had noted that many of the retailers upon
whom she called kept their sample mousetraps on their desks as
conversation pieces—she wanted the traps to be used and dem-
onstrated. 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
company’s progress so far. She had budgeted approximately
$500,000 in administrative and fixed costs for the first year (not
including marketing costs). To keep the investors happy, the com-
pany needed to sell enough traps to cover those costs and make
a reasonable profit.

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
demanding. For example, one national retailer had placed a large
order 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
rethink her marketing strategy. Perhaps she had missed some-
thing 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 cho-
sen 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?
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6. How would you change Trap-Ease’s marketing strategy?

What kinds of control procedures would you establish for this
strategy?

References

1. Quotes, and other information found in Keith O’Brien, “How McDon-
ald’s Came Back Bigger Than Ever,” New York Times, May 4, 2012;
Andrew Martin, “McDonald’s Maintains Momentum in Bad Times,”
New York Times, January 11, 2009; Beth Kowitt, “Why McDonald’s
Wins in Any Economy,” Fortune, September 5, 2011, pp. 71-77;
“McDonald’s Stock: Can the New CEO Maintain the Incredible Focus
on Incremental Improvement?” Forbes, March 22, 2012, www.forbes.
com/sites/ycharts/2012/03/22/mcdonalds-stock-can-the-new-
ceo-maintain-the-incredible-focus-on-incremental-improvement/;
and financial and other company information and facts from www
.aboutmcdonalds.com/mcd/media_center.html/invest.html and www
.aboutmcdonalds.com/mcd, accessed September, 2012.

. The NASA mission statement is from www.nasa.gov/about/high-
lights/what_does_nasa_do.html; accessed November 2012.

. For more discussion of mission statements and examples, both
good and bad, see Jack and Suzy Welch, “State Your Business;
Too Many Mission Statements Are Loaded with Fatheaded Jargon.
Play It Straight,” BusinessWeek, January 14, 2008, p. 80, Piet Levy,
“Mission vs. Vision,” Marketing News, February 28, 2011, p. 10; Se-
tayesh Sattari, et al., “How Readable Are Mission Statements? An
Exploratory Study,” Corporate Communications,” 2011, p. 4; and www
.missionstatements.com/fortune_500_mission_statements.html, ac-
cessed November 2012,

. Information about Heinz and its mission from www.heinz.com/our-
company/about-heinz/mission-and-values.aspx and www.heinz.com,
accessed November 2012.

. The following discussion is based in part on information found at www
.bcg.com/documents/file13904.pdf, accessed November 2012.

. Lisa Richwine, “Disney Earnings Beat Despite Shaky Economy,”
Reuters.com, February 8, 2012, www.reuters.com/article/2012/02/08/
us-disney-idUSTRE8161TE20120208; and http://corporate.disney
.go.com/investors/annual_reports.html, accessed September 2012.

. H. Igor Ansoff, “Strategies for Diversification,” Harvard Business Re-
view, September—October 1957, pp. 113-124.

. Facts in this and the following paragraphs are based on information
found in Tess Steins, “Starbucks Details Plans for Energy Drink, Interna-
tional Expansion,” Wall Street Journal, March 21, 2012, http://online.wsj
.com/article/SB10001424052702304636404577295673557464182
.html; David A. Kaplan, “Strong Coffee,” Fortune, December 12, 2011,
pp. 123-137; Jon Carter, “Starbucks: For Infusing a Steady Stream
of New Ideas to Revise Its Business,” Fast Company, March 2012,
pp. 134+; and www.starbucks.com, accessed September 2012.

. See Michael E. Porter, Competitive Advantage: Creating and
Sustaining Superior Performance (New York: Free Press, 1985); and
Michael E. Porter, “What Is Strategy?” Harvard Business Review,
November-December 1996, pp. 61-78. Also see “The Value Chain,”
www.quickmba.com/strategy/value-chain, accessed July 2012; and

10.

11.

12.

13.
14.

15.

16.

17.

18.

19.

20

Philip Kotler and Kevin Lane Keller, Marketing Management, 14th
ed. (Upper Saddle River, NJ: Prentice Hall, 2012), pp. 34-35 and
pp. 203-204.

Nirmalya Kumar, “The CEO’s Marketing Manifesto,” Marketing Man-
agement, November-December 2008, pp. 24-29; and Tom French
and others, “We're All Marketers Now,” McKinsey Quarterly, July
2011, www.mckinseyquarterly.com/Were_all_marketers_now_2834.
See http://nikeinc.com/pages/about-nike-inc, accessed September
2012.

BURT’S BEES® is a registered trademark of Burt’s Bees, Inc. Used
with permission.

“Advertising Spending,” Advertising Age, December 19, 2011, p. 4.
The four Ps classification was first suggested by E. Jerome McCarthy,
Basic Marketing: A Managerial Approach (Homewood, IL: Irwin,
1960). For the four Cs, other proposed classifications, and more dis-
cussion, see Robert Lauterborn, “New Marketing Litany: 4P’s Passé
C-Words Take Over,” Advertising Age, October 1, 1990, p. 26; Phillip
Kotler, “Alphabet Soup,” Marketing Management, March-April 2006,
p. 73; Nirmalya Kumer, “The CEO’s Marketing Manifesto,” Market-
ing Management, November/December 2008, pp. 24-29; and Roy
McClean, “Marketing 101 —4 C’s versus the 4 P’s of Marketing,” www
.customfitfocus.com/marketing-1.htm, accessed November 2012.
For more discussion of the chief marketing officer position, see Philip
Kotler and Kevin Lane Keller, Marketing Management, 14th ed. (Up-
per Saddle River, NJ: Prentice Hall, 2012), p. 17; and Natalie Zmuda,
“When CMOs Learn to Love Data, They’ll Be VIPs,” Advertising Age,
February 13, 2012, p. 2.

Adapted from information found in Diane Brady, “Making Marketing
Measure Up,” Business\Week, December 13, 2004, pp. 112-113; and
J. Mark Carr and Richard Schreuer, Marketing Management, Summer
2010, pp. 26-32.

Paul Albright, “Metrics Must Show Impact of Marketing on Revenue,”
DM News, December 1, 2011, p. 15; and “Study Finds Marketers
Don't Practice ROl They Preach,” Advertising Age, March 11, 2012,
http://adage.com/article/233243/.

See “We Believe Research Should Lead to Action,” Marketing News,
November 15, 2009, p. 30; and http://marketingnpv.com/dashboard-
platform, accessed September 2012.

For a full discussion of this model and details on customer-centered
measures of return on marketing investment, see Roland T. Rust,
Katherine N. Lemon, and Valerie A. Zeithaml, “Return on Market-
ing: Using Customer Equity to Focus Marketing Strategy,” Journal of
Marketing, January 2004, pp. 109-127; Roland T. Rust, Katherine N.
Lemon, and Das Narayandas, Customer Equity Management (Up-
per Saddle River, NJ: Prentice Hall, 2005); Roland T. Rust, “Seeking
Higher ROI? Base Strategy on Customer Equity,” Advertising Age,
September 10, 2007, pp. 26-27; Andreas Persson and Lynette Ryals,
“Customer Assets and Customer Equity: Management and Measure-
ment Issues,” Marketing Theory, December 2010, pp. 417-436; and
Kirsten Korosec, ““Tomato, Toméato’? Not Exactly,” Marketing News,
January 13, 2012, p. 8.

Elizabeth A. Sullivan, “Measure Up,” Marketing News, May 30, 2009,
pp. 30-39; and “Marketing Strategy: Diageo CMO: ‘Workers Must Be
Able to Count,” Marketing Week, June 3, 2010, p. 27.



This page intentionally left blank



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)

: So far, you've learned about
Chapter PreV|eW the basic concepts of mar-
keting and the steps in the marketing process for building prof-
itable relationships with targeted consumers. Next, we’ll begin
digging deeper into the first step of the marketing process—
understanding the marketplace and customer needs and
wants. In this chapter, you'll see that marketing operates in
a complex and changing environment. Other actors in this
environment—suppliers, intermediaries, customers, competi-
tors, publics, and others—may work with or against the com-
pany. Major environmental forces—demographic, economic,

Analyzing the Marketing
Environment

natural, technological, political, and cultural—shape marketing
opportunities, pose threats, and affect the company’s ability to
build customer relationships. To develop effective marketing
strategies, a company must first understand the environment
in which marketing operates.

To start, let’s look at YouTube, the Internet video-sharing giant
that burst onto the scene only a few short years ago. Last year,
YouTube captured more than 1 trillion video views worldwide, giv-
ing it a 43 percent share of the online video market. To stay on top
and grow profitably, however, YouTube will have to adapt nimbly
to the fast-changing marketing environment.

YouTube: Adapting to the Fast-Changing Marketing Environment

ome 2,500 years ago, Greek philosopher Heraclitus

observed, “Change is the only constant.” That state-

ment holds especially true today in the turbulent

video entertainment industry. Today’s environment
is a far cry from the old days when you found video entertain-
ment only on your TV from schedules set by the networks. In-
stead, consumers now face a bewildering array of choices about
what they watch, when, and where. But if the fast-changing
video environment befuddles consumers, it’s doubly daunting
for the companies that serve them.

Perhaps no company has navigated this changeable mar-
keting environment better than Google-owned YouTube.
YouTube’s mission is to provide a distribution platform by
which people can discover, watch, and share video en-
tertainment. Last year, YouTube had more than
1 trillion video views worldwide—that’s
140 views for every man, woman,
and child on the globe. More video
is uploaded to YouTube in one
month than the three major U.S.
networks created in 60 years. You-

Tube captures a stunning 43 percent
of the online video market (number two
is China’s YouKu with only 2.3 percent). It’s the

third-most visited Web site on the Internet, trailing only Google
(its parent company) and Facebook.

Rather than simply surviving in its chaotic environment,
YouTube is thriving, leading the way in shaping how video
is produced, distributed, and monetized. For the first several
years, YouTube’s revenues barely covered costs. Recently,
however, the video-sharing site has reached the Valhalla of
dot-coms. Not only is it generating mind-numbing traffic, it’s
also making money. With 98 of Advertising Age’s top 100 adver-
tisers now using YouTube as a promotional channel, the online
video giant generates more than $1 billion in annual revenue
for Google.

Video-sharing giant YouTube dwarfs its
competitors, capturing a 43 percent share of
the online video market. But to stay on top, it will have to
adapt nimbly to the turbulent marketing

environment.



Chapter 3 | Analyzing the Marketing Environment 91

YouTube began as a place where regular folks
could upload low-quality homemade video clips.
But as the video industry has bolted forward, the
company has adapted quickly. For example, You-
Tube’s “Shows” now compete with video-streaming
competitors such as Netflix and Hulu, offering an
ever-expanding list of full-length films and televi-
sion episodes accompanied by advertisements.

But more than just reacting to changes in the
environment, YouTube wants to lead those changes.
So rather than simply providing more access to tra-
ditional Hollywood-type content, YouTube created
its Partner Program, which encourages aspiring Web
video producers to create original new content for
YouTube. In all, more than 30,000 partners in 27 coun-
tries now participate in the Partner Program, produc-
ing new content and sharing the revenue that YouTube
generates from ads that accompany the videos.

Many YouTube partners have hit the big-time.

Youly

As just one example, partner Ray William Johnson’s
channel, “=3" (Equals Three), is the most-viewed
YouTube channel, with more than 5 million subscribers. The semi-
weekly commentary on viral videos posted on YouTube has drawn
more than 1.7 billion views, earning Johnson millions of dollars in
YouTube revenue plus additional income from sales of merchan-
dise such as Ray William Johnson bobbleheads and smartphone
apps.

With all the channels now available on broadcast and cable
television, you’d think there would be little need for even more
video content. But YouTube sees things differently. It plans to em-
ploy the power of its vast social network by creating thousands,
if not hundreds of thousands, of channels. YouTube wants to be
a home for special-interest channels that have no place on net-
work or cable TV. It aims to provide something for everyone. “On
cable, there is no kitesurfing channel, no skiing channel, no piano
channel,” says YouTube CEO Salar Kamangar, an avid kitesurfer,
skier, and pianist. “So . . . we're helping define a new way for
content creators to reach an audience, and all the topics [an indi-
vidual might] care about suddenly have a home.”

Creating innovative content in the topsy-turvy video envi-
ronment presents a big challenge. But finding new and better
ways to distribute that content might be an even bigger one. You-
Tube’s favorite distribution playground has been through PCs
via the Internet. It has also expanded into mobile with a popular
app that gives people full on-the-go access to YouTube. But with
technology exploding, that model doesn’t go far enough any-
more. One YouTube executive sums up the company’s broader
distribution ambitions this way: “YouTube is emerging as the
first global TV station, the living room for the world,” taking
video to people wherever they are, whenever they want it.

To become the living room for the world, however, You-
Tube needs to be on every available screen. Ultimately, in addi-
tion to having people access YouTube via their PCs, tablets, and
phones, YouTube wants people to watch YouTube the same way
they watch TV. For example, YouTube’s personalized Leanback
channel provides simple controls, full screen viewing, and easy
browsing that “makes watching videos on YouTube as effortless
as watching TV.” But YouTube needs to do more if it wants to be-
come a “most-viewed” big-screen option alongside the major TV
networks and top cable channels. The average YouTube session
lasts only 15 minutes, whereas the average television watcher

YouTube worked with
Kraft’s Philadelphia Cream
Cheese brand to create
an effective YouTube-
based campaign, built
around the Real Women
of Philadelphia YouTube
channel featuring Food
Network chef Paula Deen.

spends five hours a day in front
of the television. To that end, You-
Tube is working feverishly to cre-
ate an experience on the big screen
that will attract more people and
keep them watching longer. For
example, its Personalized Channels
provide dynamic streams of videos
adjusted to an individual’s viewing
patterns, much as Pandora radio
creates personalized music stations.

At the same time that YouTube is changing the way it pro-
duces and distributes video content, it’s also trying to figure out
the best way to monetize (or make money on) that content in an
era when consumers still think that everything on the Internet
should be free. To that end, YouTube is developing an adver-
tising model that’s built around the way people use the site, a
model that best suits the needs of users, content providers, ad-
vertisers, and its own bottom line.

For example, YouTube worked with Kraft Food’s Philadelphia
Cream Cheese brand to create an award-winning YouTube-based
campaign to show that the product is a versatile cooking ingre-
dient and not just something you smear on bagels. Recognizing
YouTube as a haven for how-to videos, the brand came up with
a “Real Women of Philadelphia” (RWoP) community Web site,
starring Food Network chef Paula Deen. The award-winning site
and campaign revolves around YouTube-hosted videos, includ-
ing Paula Deen videos posted by Kraft, “how-to” recipe videos,
and cooking contests that invite users to submit their own cooking
videos via YouTube.

On opening day of the first season, Kraft placed a com-
mercial for RWoP featuring Paula Deen on YouTube’s home
page for $375,000. The goal was to drive traffic to the RWoP site
and The Philadelphia Channel on YouTube. Although $375,000
might seem expensive, the Paula Deen commercial on YouTube
was seen by 51 million people, making it much cheaper than an
ad with comparable reach on primetime television. More im-
portant, 10 million people viewed the ad all the way through,
and 100,000 people clicked through to the RWoP Web site. Ulti-
mately, RWoP helped boost the brand’s revenue by 35 percent,

Jarrod Weaton/Weaton Digital, Inc.
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Obijective Outline

Objective 1

Describe the environmental forces that affect the company’s ability to serve its customers.
The Microenvironment (pp 93-96)
The Macroenvironment (p 96)

Objective 2
decisions.

Explain how changes in the demographic and economic environments affect marketing

The Demographic Environment (pp 96-103)
The Economic Environment (pp 103-104)

Objective 3

Identify the major trends in the firm’s natural and technological environments.
The Natural Environment (pp 104-105)
The Technological Environment (p 106)

Objective 4

Explain the key changes in the political and cultural environments.
The Political and Social Environment (pp 107-110)
The Cultural Environment (pp 110-113)

Objective 5

Discuss how companies can react to the marketing environment.

Responding to the Marketing Environment (pp 113-115)

its first real sales lift in five years. “You look at those numbers;
they almost don’t even make sense,” says Philadelphia’s brand
manager. “It’s bigger than TV.”

What does the future hold for YouTube? Stay tuned. But to
remain on top, the company will have to be nimble in adapt-
ing to the ever-changing marketing environment—or better, in

leading the change. To repeat the words of Heraclitus, change
will be the only constant. A respected current marketing
thinker puts it a little differently: “In five years, if you're still
in the same business you're in now, you're going to be out of
business.”!

MyMarketinglLab™
& Improve Your Grade!

Over 10 million students improved their results using the Pearson MyLabs. Visit
www.mymbktlab.com for simulations, tutorials, and end-of-chapter problems.

Marketing environment

The actors and forces outside marketing
that affect marketing management’s
ability to build and maintain successful
relationships with target customers.

A com pany’S marketing environment consists of the actors and forces out-
side marketing that affect marketing management’s ability to build and maintain successful
relationships with target customers. Like YouTube, companies constantly watch and adapt
to the changing environment—or, in many cases, lead those changes.

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



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.

Objective 1 --»

Describe the environmental
forces that affect the company’s
ability to serve its customers.

Macroenvironment

The larger societal forces that affect

the microenvironment—demographic,
economic, natural, technological, political,
and cultural forces.

FIGURE | 3.1
Actors in the Microenvironment

In creating value for customers,
marketers must partner with

other frms in the company's
value delivery network.

Marketers must work QA‘
in harmony with other c‘zv
company departments T oE
to create customer o
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-
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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,
competitors, and publics. The macroenvironment consists of the larger societal forces
that affect the microenvironment—demographic, economic, natural, technological, politi-
cal, and cultural forces. We look first at the company’s microenvironment.

The Microenvironment

Marketing management’s job is to build relationships with customers by creating customer
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
building relationships with other company departments, suppliers, marketing intermediar-
ies, competitors, various publics, and customers, which combine to make up the company’s
value delivery network.

In designing marketing plans, marketing management takes other company groups into
account—groups such as top management, finance, research and development (R&D),
purchasing, operations, and accounting. All of these interrelated groups form the inter-
nal environment. Top management sets the company’s mission, objectives, broad strate-
gies, and policies. Marketing managers make decisions within the broader strategies
and plans made by top management. Then, as we discussed in Chapter 2, marketing
managers must work closely with other company departments. With marketing tak-
ing the lead, all departments—from manufacturing and finance to legal and human
resources—share the responsibility for understanding customer needs and creating cus-
tomer value.

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 ser-
vices. Supplier problems can seriously affect marketing. Marketing managers must watch
supply availability and costs. Supply shortages or delays, labor strikes, natural disasters,
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 cus-
tomer value. For example, giant Swedish furniture retailer IKEA doesn’t just buy from its
suppliers. @ It involves them deeply in the process of delivering a stylish and affordable
lifestyle to IKEA’s customers:?

IKEA, the world’s largest furniture retailer, is the quintessential global cult brand. Each year,
customers from Beijing to Moscow to Middletown, Ohio, flock to the Scandinavian retailer’s

Customers are the most
important actors in the
_ company's microenvironment.

" The aim of the entire value
delivery system is fo serve
target customers and create
strong relationships with them.
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more than 300 huge stores in 38 countries, snapping up more than $32 bil-
lion worth of 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 suppli-
ers to help design and make all the products that customers will carry out of
its stores. IKEA currently relies on more than 2,000 suppliers in 50 countries
to stock its shelves. IKEA can’t just rely on spot suppliers who might be
available when needed. Instead, it must systematically develop a robust net-
work of supplier-partners that reliably provide the more than 12,000 items
it stocks. IKEA’s designers start with a basic customer value proposition.
Then they find and work closely with key suppliers to bring that proposition
to market. Thus, IKEA does more than just buy from suppliers. It involves
them deeply in questions of quality, design, and price to create the kinds of
products that keep customers coming back again and again.

Marketing Intermediaries

Marketing intermediaries help the company promote, sell, and dis-
tribute its products to final buyers. They include resellers, physical distri-
bution firms, marketing services agencies, and financial intermediaries.
Resellers are distribution channel firms that help the company find cus-
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tomers 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

@ Giant Swedish furniture manufacturer IKEA doesn’t
just buy from suppliers. It involves them deeply in the
process of delivering a stylish and affordable lifestyle to

its customers worldwide.
Used with the permission of Inter IKEA Systems B.V.

Marketing intermediaries

Firms that help the company to promote,
sell, and distribute its goods to final
buyers.

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, advertising agencies, media firms, and marketing consulting firms
that help the company target and promote its products to the right markets. Financial interme-
diaries include banks, credit companies, 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 com-
pany’s overall value delivery network. In its quest to create satisfying customer relation-
ships, the company must do more than just optimize its own performance. It must partner
effectively with marketing intermediaries to optimize the performance of the entire system.

Thus, today’s marketers recognize the importance of working with their intermediar-
ies 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 determine 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 develops marketing programs and merchandising tools that
help its retail partners improve their beverage sales and profits. Its Web site, www.CokeSolutions
.com, provides retailers with a wealth of information, business solutions, merchandising tips,
and techniques on how to go green. “We know that you're passionate about delighting guests
and enhancing their real experiences on every level,” says Coca-Cola to its retail partners. “As
your partner, we want to help in any way we can.” Such intense partnering has 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
simply 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.
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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.

Public The company’s marketing environment also includes various publics. A public is any
Any group that has an actual or potential group that has an actual or potential interest in or impact on an organization’s ability to
interest in or impact on an organization’s achieve its objectives. We can identify seven types of publics:

ability to achieve its objectives.

e Financial publics: This group influences the company’s ability to obtain funds. Banks,
investment analysts, and stockholders are the major financial publics.

® Media publics: This group carries news, features, and editorial opinion. It includes
newspapers, magazines, television stations, and blogs and other Internet media.

e 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.

o Citizen-action publics: A company’s marketing decisions may be questioned by con-
sumer organizations, environmental groups, minority groups, and others. Its public

[ | MY ATCOUNT | FIND A STORE | GIFT CERTIFIGATES | NABID | DOMATE a
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A PLAYMAKER IS
ANYONE WHO TAKES ACTION

TO MAKE GREAT THINGS HAPPEN IN THE LIVES OF KIDS

® Publics: The Life is good Company recognizes the importance of
community publics. Its Life is good Playmakers program provides
training and support for child-care professionals in cities around the
world to use the power of play to help children overcome challenges
ranging from violence and iliness to extreme poverty.

The Life is good Company

relations department can help it stay in touch with
consumer and citizen groups.

e Local publics: This group includes neighborhood resi-
dents and community organizations. Large compa-
nies usually create departments and programs that
deal with local community issues and provide com-
munity support. ® For example, the Life is good
Company recognizes the importance of community
publics. Its Life is good Playmakers program pro-
motes the philosophy that “Life can hurt, play can
heal.” It provides training and support for child-care
professionals to use the power of play to help chil-
dren overcome challenges ranging from violence and
illness to extreme poverty in cities around the world,
from Danbury, Connecticut, to Port-au-Prince, Haiti.
So far, the organization has raised more than $9 mil-
lion to benefit children.*

e General public. A company needs to be concerned
about the general public’s attitude toward its prod-
ucts and activities. The public’s image of the com-
pany affects its buying.

e [nternal publics. This group includes workers, man-
agers, volunteers, and the board of directors. Large
companies use newsletters and other means to inform
and motivate their internal publics. When employees
feel good about the companies they work for, this
positive attitude spills over to the external publics.

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 do-
nations of time or money. The company would have to
design an offer to this public that is attractive enough to
produce the desired response.

As we've emphasized throughout, customers are the most important actors in the com-
pany’s microenvironment. The aim of the entire value delivery network is to serve target
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Objective 2 --»
Explain how changes in the

demographic and economic
environments affect marketing

decisions.

Demography

The study of human populations in terms
of size, density, location, age, gender,
race, occupation, and other statistics.

Baby boomers

The 78 million people born during the
years following World War Il and lasting

until 1964.

FIGURE | 3.2
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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 mar-
kets 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 consumers, producers, resellers, and governments. Each market
type has special characteristics that call for careful study by the seller.

The Macroenvironment

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. Even the most dominant companies can
be vulnerable to the often turbulent and changing forces in the marketing environment.
Some of these forces are unforeseeable and uncontrollable. Others can be predicted and
handled through skillful management. Companies that understand and adapt well to their
environments can thrive. Those that don’t can face difficult times (see Real Marketing 3.1).
In the remaining sections of this chapter, we examine these forces and show how they affect
marketing plans.

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
interest to marketers because it involves people, and people make up markets. The world
population is growing at an explosive rate. It now exceeds 7 billion people and is expected
to grow to more than 8 billion by the year 2030.° The world’s large and highly diverse popu-
lation poses both opportunities and challenges.

Changes in the world demographic environment have major implications for busi-
ness. Thus, marketers keep a close eye on demographic trends and developments in their
markets. They analyze changing age and family structures, geographic population shifts,
educational characteristics, and population diversity. Here, we discuss the most important
demographic trends in the United States.

The Changing Age Structure of the Population

The U.S. population currently stands at more than 313 million and may reach almost
364 million by 2030.° The single most important demographic trend in the United States is
the changing age structure of the population. The U.S. population contains several genera-
tional 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

Marketers also want to be
socidlly 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
child on your behalf.”

Company
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Sony: Battling the Marketing
Environment’s “Perfect Storm”

After a decade of struggle, the year 2011 was
supposed to be a comeback year for Sony.
The consumer electronics and entertainment
giant had one its best batches of new prod-
ucts ever heading for store shelves. Even
more important, Sony was heading back into
the digital big leagues with the launch of an
iTunes-like global digital network that would
combine Sony’s strengths in movies, music,
and video games for all its televisions, PCs,
phones, and tablets. Analysts forecasted a
$2billion profit. “| really and truly believed that
| was going to have a year to remember,” says
Sony’s chairman Sir Howard Stringer. “And |
did, but in the wrong way.”

Instead of a banner year, 2011 produced a
near-perfect storm of environmental calamities
for Sony. For starters, in March 2011, eastern
Japan was devastated by a mammoth earth-
quake and tsunami. The disaster forced Sony
to shutter 10 plants, disrupting operations and
the flow of Sony products worldwide. In April,
a hacking attack on the company’s Internet
entertainment  services—the second-largest
online data breach in U.S. history—forced the
company to shut down its PlayStation Net-
work. Only four months later, fires set by rioters
in London destroyed a Sony warehouse and
an estimated 25 million CDs and DVDs, gut-
ting an inventory of 150 independent labels.
To round out the year, floods in Thailand shut
down component plants there.

When the rubble was cleared, Sony’s
projected $2 bilion profit ended up as a
$3.1billion loss—the largest in 16 years. That
loss marked a three-year streak of losses that
had begun with yet another environmental
upheaval—the Great Recession and global
financial meltdown of 2008. In mid-2012,
Sony’s shell-shocked new CEO, Kazuo Hirai,
spoke out publicly about Sony’s “sense of
crisis,” projecting yet another annual loss in
excess of a billion dollars.

There’s no doubt that environmental
unforeseeables have dealt Sony some heavy
blows. But not all the blame for Sony’s woes
goes to uncontrollable environmental forces.
Sony’s current difficulties began long before
the recent string of events. More to blame than
any natural disaster has been Sony’s longer-
term inability to adapt to one of the most

powerful environmental forces of our time—
dramatic changes in technology.

Interestingly, it was Sony’s magical touch
with technology that first built the company into
a global powerhouse. Only a dozen years ago,
Sony was a high-tech rock star, a veritable mer-
chant of cool. Not only was it the world’s larg-
est consumer electronics company, its history
of innovative products—such as Trinitron TVs,
Walkman portable music players, Handycam
video recorders, and PlayStation video game
consoles—had revolutionized entire industries.
Sony’s innovations drove pop culture, earned
the adoration of the masses, and made money
for the company. The Sony brand stood for in-
novation, style, and high quality.

Today, however, although still an $88-
billion company, Sony is more a relic than a
rock star, lost in the shadows of high-fliers such
as Apple, Samsung, and Microsoft. Samsung
overtook Sony as the world’s largest consumer
electronics maker nearly a decade ago. Sam-
sung’s sales last year bested Sony’s by 50 per-
cent, and Samsung earned profits of $14 billion
while Sony lost $3.2 billion. Likewise, Apple
has pounded Sony with one new product after
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another. “When | was young, | had to have a
Sony product,” summarizes one analyst, “but
for the younger generation today it's Apple.”
Apple’s zooming stock price has made it the
most valuable company in history. Meanwhile,
Sony’s stock price recently hit a low of around
$15, a stunning slide from its high of more than
$300 just a decade ago. All of this has turned
Sony’s current “Make. Believe.” brand promise
into more of a “make-believe” one.

How did Sony fall so hard so fast? It fell
behind in technology. Sony built its once-mighty
empire based on the innovative engineering
and design of standalone electronics—TVs,
CD players, and video game consoles. As the
Internet surged, however, creating a more con-
nected and mobile world, standalone hardware
was rapidly replaced by new connecting tech-
nologies, media, and content. As our entertain-
ment lives swirled toward digital downloads and
shared content accessed through PCs, iPods,
smartphones, tablets, and Internet-ready TVs,
Sony was late to adapt.

Behaving as though its superiority could
never be challenged, an arrogant Sony clung
to its successful old technologies rather than
embracing the new. For example, prior to the
launch of Apple’s first iPod in 2001, Sony had
already developed devices that would down-
load and play digital music fies. Sony had ev-
erything it needed to create an iPod device,
including its own recording company. But
it passed on that idea in favor of continued
emphasis on its then-highly successful CD

The marketing environment: Environmental unforeseeables have dealt Sony
some heavy blows. But the company’s inability to adapt to the changing
technological environment has turned Sony’s current “Make. Believe.”
brand promise into more of a “make-believe” one.

Bloomberg via Getty Images
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business. “[Apple’s] Steve Jobs figured it out,
we figured it out, we didn’'t execute,” says
Sony chairman Stringer. “The music guys
didn’t want to see the CD go away.”

Similarly, as the world’s largest TV pro-
ducer, Sony clung to its cherished Trinitron
cathode-ray-tube technology. Meanwhile, Sam-
sung, LG, and other competitors were moving
rapidly ahead with flat screens. Sony eventu-
ally responded. But today, both Samsung and
LG sell more TVs than Sony. Sony’s TV busi-
ness, once its main profit center, has lost nearly
$8.5 billion over the past eight years.

It was a similar story for Sony’s PlayStation
consoles, once the undisputed market leader
and accounting for one-third of Sony’s profits.
Sony yawned when Nintendo introduced its
innovative motion-sensing Nintendo Wi, dis-
missing it as a “niche game device.” Instead,

Even as a money loser, the PS3 with its
elegant blending of hardware and software
had all the right ingredients to make Sony a
leader in the new world of digital entertain-
ment distribution and social networking. Ex-
ecutives inside Sony even recognized the
PlayStation platform as the “epitome of con-
vergence,” with the potential to create “a fu-
sion of computers and entertainment.” But
that vision never materialized, and Sony has
lagged in the burgeoning business of con-
necting people to digital entertainment.

To his credit, Howard Stringer made a
credible effort to reignite Sony. After taking
over in 2005, he drew up a turnaround plan
aimed at changing the Sony mind-set and
moving the company into the new connected
and mobile digital age. Under his early lead-
ership, the consumer electronics giant began

to show renewed life as revenues and profits
rose. Then came the Great Recession, once
again knocking the bottom out of profits. And
just as Sony began digging out from that di-
saster, it was struck by the string of 2011 envi-
ronmental calamities.

Thus, environmental forces—whether
unforeseeable natural and economic events
or more predictable turns in technology —can
heavily impact company strategy. Sony’s diffi-
cult times provide a cautionary tale of what can
happen when a company—even a dominant
market leader—fails to adapt to its changing
marketing environment. Despite the setbacks,
however, giant Sony still has a lot going for it.
It recently announced new plans to revitalize its
core electronics businesses through renewed
innovation. Now, if Sony can just get the econ-
omy and Mother Nature to cooperate. . . .

Sony engineers loaded up the PS3 with pricey
technology that produced a loss of $300 per
unit sold. Wii became a smash hit and the best-
seling game console; the PS3 has lost bilions
for Sony, dropping it from first place to third.

Sources: Bryan Gruley and Cliff Edwards, “Sony Needs a Hit,” Bloomberg Businessweek, November 21, 2011,
pp. 72-77; Mariko Yasu and Cliff Edwards, “Sony’s Hirai Vows to Deliver Stringer Vision with Cost Cuts,” Bloomberg
Businessweek, February 5, 2012, www.businessweek.com/news/2012-02-05/sony-s-hirai-vows-to-deliver-stringer-
vision-with-cost-cuts.html, and information from www.sony.net/SonyInfo/IR/, accessed September 2012.

been one of the most powerful forces shaping the marketing environment. The youngest
boomers are now moving into their fifties; the oldest are in their late sixties and entering
retirement. The maturing boomers are rethinking the purpose and value of their work, re-
sponsibilities, 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 boom-
ers are now spending more carefully and planning to work longer.

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 control an estimated 80 percent of the nation’s per-
sonal wealth. The 50-plus consumer segment now accounts for nearly half of all discretion-
ary consumer spending.” 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, new cars, travel and entertainment, 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 slowing
down. Today’s boomers think young no matter how old they are. One study showed
that boomers, on average, see themselves as 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 boom-
ers with zip—have no intention of abandoning their youthful lifestyles as they age. For
example, a recent study found that whereas 9 percent of baby boomers attended the
symphony or opera during the previous 12 months, 12 percent attended a rock concert.
“Baby Boomers represent a segment of the American population that has a thirst for
adventure, and the financial freedom to explore that passion,” notes one expert. Says
another, “They are showing the nation that their heyday is far from over by taking plea-
sure in life’s adventures.”®



Chapter 3 | Analyzing the Marketing Environment 99

For example, many travel companies—such as
ElderTreks, 50PlusExpeditions, and Row Adventures—
now design adventure travel expeditions for active
baby boomers. ® ElderTreks, for instance, offers small-
group, off-the-beaten-path tours designed exclusively
for people 50 and over. Whether it’s for wildlife and
tribal African safari, active hiking in the Himalayas or
Andes, or an expedition by icebreaker to the Artic or
Antarctic, ElderTreks targets active boomers who have
the time, resources, and passion for high-adventure
travel but prefer to do it with others their own age—no
young'uns allowed.’

FOR TRAVELERS 50 PLUS . \

ELDERTREKS £X0TICADY
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WORLDWIDE sy Laxoensta ron raavciions so ruos

TRIP FINDER A WORLD OF EXOTIC ADVENTURE TRAVEL FOR THE OVER 50 TRAVELER

Rogions - B ELDERTREKS i the world's first adventure travel company designed exclusively for people 50 and over. Establisthed in
1957, ElderTreks offers sctive, off-the-beaten-path, umallgroup adventures by both lind and sea in over 100 countries.

ElderTreks affors wildiife and tribal African safaris, active hiking trips to the Rockies, Himalayss and Andes, expeditions by

#ecbreakers to the Arctic and Antarctic and culiural journeys throughout Asia, South America and much of the world. We

fnvite you 1o browse through our website, request 1 catalogue or give us a call. A real persen will always snwwer during

busipzs hours, We hope you can join ElderTreks oo one of cur small group sdventuses for travelers 50 plus.

Generation X. The baby boom was followed by a
“birth dearth,” creating another generation of 49 mil-
lion people born between 1965 and 1976. Author Doug-
las Coupland calls them Generation X because they
lie in the shadow of the boomers and lack obvious dis-
tinguishing characteristics.

Considerably smaller that the boomer generation
that precedes them and the Millennials who follow,
the Generation Xers are a sometimes overlooked con-
sumer group. Although they seek success, they are less
materialistic than the other groups; 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. They are more likely to be receptive to
irreverent ad pitches that make fun of convention and tradition.

The first to grow up in the Internet era, Generation X is a highly connected genera-
tion that embraces the benefits of new technology. Some 49 percent own smartphones and
11 percent own tablets. Of the Xers on the Internet, 74 percent use the Internet for banking,
72 percent use it for researching companies or products, and 81 percent have made pur-
chases online. Ninety-five percent have a Facebook page.

The Gen Xers have now grown up and are taking over. They are increasingly displac-
ing the lifestyles, culture, and values of the baby boomers. They are moving up in their ca-
reers, and many are proud homeowners with growing families. They are the most educated
generation to date, and they possess hefty annual purchasing power. They spend 62 percent
more on housing, 50 percent more on apparel, and 27 percent more on entertainment than
the average. However, like the baby boomers, the Gen Xers now face growing economic
pressures. Like almost 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 tar-
get segment. @ For example, Dairy Queen targets this
segment directly, with a marketing campaign that fits
the Gen Xer family situation and sense of humor:"!
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@ Targeting baby boomers: Travel companies such as ElderTreks target
active boomers who have the time, resources, and passion for high-adventure
travel but prefer to do it with others their own age—no young‘uns allowed.
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Generation X

The 49 million people born between 1965
and 1976 in the “birth dearth” following
the baby boom.

Generation X is Dairy Queen’s new sweet spot. Its primary
target market—parents roughly 34 to 44 years old with
young children—falls squarely within the Gen X cohort. So
what does that mean for DQ’s marketing? A “So Good It’s
RiDQulous” advertising campaign loaded with irreverent
Gen X humor—as in old-fashioned shaving bunnies, a gui-
tar that sounds like a dolphin, fencing ninjas, and kittens
in bubbles. In one ad, DQ’s new pitchman—a mustachioed
30-something—touts Dairy Queen birthday cakes, then
says, “And we don’t just blow bubbles, we blow bubbles
with kittens inside them [which he then does], because at
Dairy Queen, good isn’t good enough.” In another ad, the
([ Targeting Gen Xers: Dairy Queen’s “So Good It’s RiDQulous” campaign DQ spokesperson exclaims, “We don’t just have pifatas,
targets Gen Xers with irreverent humor and online ad placements. we have pinatas filled with Mary Lou Retton.” With a
American Dairy Queen Corporation flair, he smashes the pifata and out falls Retton (a former
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Millennials (or Generation Y)
The 83 million children of the baby
boomers born between 1977 and 2000.

@ Targeting Millennials: The Keds “How Do You Do?” campaign
urges young Millennial consumers to engage, create, and collaborate,
emphasizing Keds sneakers as a canvas used to express that creativity.

Xiao Chang/The Daily Pennsylvanian

Olympic gymnast and iconic Gen Xer). To reach Gen X consumers better, DQ has shifted a batch
of its ads from TV to online sites such as Hulu. “We're going where our Gen X customers’ eyeballs
are,” says DQ’s chief brand officer. Gen Xers appear to like the “So Good It’s RiDQulous” ads. An
independent study last year found the ads to be the most effective in the quick service restaurant
segment.

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 or more, dwarfing the Gen Xers
and becoming larger even than the baby boomer segment.'? In the postrecession era, the
Millennials are the most financially strapped generation. Facing higher unemployment and
saddled with more debt, many of these young consumers have near-empty piggy banks.
Still, because of their numbers, the Millennials make up a huge and attractive market, both
now and in the future.

One thing that all 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 Millennials
were the first generation to grow up in a world filled with computers, mobile phones, satel-
lite TV, iPods and iPads, and online social networks. As a result, they engage with brands in
an entirely new way, such as with mobile or social media. “They tend to expect one-to-one
communication with brands,” says one analyst, “and embrace the ability to share the good
and bad about products and services with friends and strangers.”*®

Rather than having mass-marketing messages pushed at them, the Millennials pre-
fer to seek out information and engage in two-way brand conversations. Thus, reaching
them effectively requires creative marketing approaches. ® For example, consider Keds,
the 95-year-old sneaker brand, which recently launched an integrative marketing campaign
aimed at reintroducing the iconic brand to young Millennial consumers."

The Keds campaign—called “How Do You Do?”"—
engages the Millennials firsthand through print ads,
a micro Web site, YouTube videos, Twitter, Facebook,
brand ambassadors, artists, and a mobile campus tour.
At the heart of the campaign is a 32-foot white Keds
shoebox on wheels, which is making a cross-country
tour of college campuses. The arts-based campaign
urges Millennials to engage, create, and collaborate,
emphasizing Keds sneakers as a canvas for expressing
that creativity. Inside the mobile shoebox, visitors can
watch videos about the local artists, retail outlets, and
charity organizations that Keds is working with in each
city. They can also see a gallery of locally inspired Keds
shoes or even use a touch-screen kiosk to customize
and purchase their own sneakers at the Keds Web site.
Other campaign elements expand on the “How Do You
Do?” campaign slogan. As it tours from city to city, the
campaign asks Millennials questions to tweet about,
such as “How Do You Do Austin?” or “How Do You
Do Inspiration?” or, simply, “How Do You Do Keds?”
“We really feel that what’s important to this consumer
is to engage with a brand and experience [it] first-
hand,” says Keds president Kristin Kohler.

Generational Marketing. Do marketers need to create separate products and market-
ing programs for each generation? Some experts warn that marketers need to be careful
about turning off one generation each time 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 often 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 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.



Chapter 3 | Analyzing the Marketing Environment 101

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 20 percent
of the nation’s 118 million households, half that of 1970. Married couples without children
represent 29 percent, and single parents are another 17 percent. A full 34 percent are non-
family households—singles living alone or adults of one or both sexes living together.”
More people are divorcing 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. Among households made up
of married couples with children, 65 percent are dual-income households; only the husband
works in 28 percent. Meanwhile, more men are staying home with their children and man-
aging the household while their wives go to work. Four percent of married couples with
children in the United States have a full-time stay-at-home dad.*®

The significant number of women in the workforce has spawned the child day-care
business and increased the consumption of career-oriented women’s clothing, convenience
foods, financial services, and time-saving 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 12 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 pop-
ulation.'® 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 metropoli-
tan areas. In the 1950s, they made a massive exit from the cities to the suburbs. Today,
the migration 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. These smaller mi-
cros offer many of the advantages of metro areas—jobs, restaurants, 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 example,
the migration toward micropolitan and suburban areas has resulted in a rapid increase in the
number of people who “telecommute”—work at home or in a remote office and conduct their
business by phone or the Internet. This trend, in turn, has created a booming SOHO (small
office/home office) market. An increasing number of people are working from home with the
help of electronic conveniences such as PCs, smartphones, and broadband Internet access. One
recent study estimates that 24 percent of employed individuals did some or all of their work
at home.”

Many marketers are actively courting the lucrative telecommuting market. For exam-
ple, WebEx, the Web-conferencing division of Cisco, helps connect people who telecom-
mute or work remotely. With WebEXx, people can meet and collaborate online via computer
or smartphone, no matter what their work location. ® Additionally, companies such as
Regus or Grind rent out fully equipped shared office space by the day or month for telecom-
muters and others who work away from the main office.?!
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Grind is a 22nd
century platform that
helps talent collaborate
in & new way: outside
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A Better-Educated, More White-Collar,
More Professional Population

The U.S. population is becoming better educated. For example, in 2010,
87 percent of the U.S. population over age 25 had completed high school
and 30 percent had completed college, compared with 66 percent and 16
percent, respectively, in 1980. Moreover, more than two-thirds of high
school graduates now enroll in college within 12 months of graduating.?
The workforce also is becoming more white collar. Job growth is now
strongest for professional workers and weakest for manufacturing work-
ers. Between 2010 and 2020, of 30 detailed occupations projected to have
the fastest employment growth, 17 require some type of postsecondary
education.” The rising number of educated professionals will affect not
just what people buy but also how they buy.

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 national origins. 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 main-
tained their diversity by retaining and valuing important ethnic and cul-

@ Serving the telecommuter market: Companies such

tural differences.

as Grind rent out shared office space by the day or Marketers now face increasingly diverse markets, both at home and
month to telecommuters and others who work away abroad, as their operations become more international in scope. The U.S.

from the main office.
Grind, LLC

population is about 65 percent white, with Hispanics at about 16 percent

and African Americans at about 13 percent. The U.S. Asian American
population now totals 4.7 percent of the total U.S. population, with the remaining 1.3 per-
cent being Native Hawaiian, Pacific Islander, American Indian, Eskimo, Aleut, or people
of two or more races. Moreover, more than 40 million people living in the United States—
about 13 percent of the population—were born in another country. The nation’s ethnic pop-
ulations are expected to explode in coming decades. By 2050, Hispanics will be an estimated
30 percent of the population, African Americans will hold steady at about 13 percent, and
Asians will increase to 8 percent.”*

Most large companies, from P&G, Walmart, Allstate, and Bank of America to Levi
Strauss and Harley-Davidson, now target specially designed products, ads, and promo-
tions to one or more of these groups. For example, Harley-Davidson recently launched a
print and online campaign celebrating the dedication and pride of Hispanic Harley riders,
or Harlistas, and their relationships with the brand. Harley even invited Hispanic riders to
share their own experiences about what being a part of the Harlista community means to
them. It showcases the passion and commitment of Harlistas in a documentary—Harlistas:
An American Journey—directed by an award-winning director. “Being a Harlista,” says one
ad, “is about living fearlessly, overcoming obstacles, and experiencing the camaraderie of
the open road.” In addition, Harley-Davidson has long been a supporter of the Latin Bill-
board Music Awards, Lowrider Tours, Los Angeles’ Fiesta Broadway, and one of the largest
Hispanic motorcycle clubs in the United States, the Latin American Motorcycle Association
(LAMA).»

Diversity goes beyond ethnic heritage. For example, many major companies explicitly
target gay and lesbian consumers. According to one estimate, the 6 to 7 percent of U.S. adults
who identify themselves as lesbian, gay, bisexual, and transgender (LGBT) have buying power
of more than $790 billion.? As a result of TV shows such as Modern Family and Glee, movies like
Brokeback Mountain and The Kids Are All Right, and openly gay celebrities and public figures
such as Neil Patrick Harris, Ellen DeGeneres, David Sedaris, and Congressman Barney Frank,
the LGBT community has increasingly emerged in the public eye.

A number of media now provide companies with access to this market. For example,
Planet Out Inc., a leading global media and entertainment company that exclusively
serves the LGBT community, offers several successful magazines (Out, The Advocate, Out
Traveler) and Web sites (Gay.com and PlanetOut.com). In addition, media giant Viacom’s
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MTV Networks offer LOGO, a cable television network aimed at gays and lesbians and
their friends and family. LOGO is now available in 46 million U.S. households. More
than 100 mainstream marketers have advertised on LOGO, including Ameriprise Finan-
cial, 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 ads and 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 calendar. 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 54 million
U.S. adults with disabilities—a market larger than African
Americans or Hispanics—representing more than $220 bil-
lion in annual spending power. Most individuals with dis-
abilities are active consumers. For example, one study found
that the segment spends $13.6 billion on 31.7 million business
or leisure trips every year. And if certain needs were met, the
amount spent on travel could double to $27 billion annually.?®

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 the same. Marketers such as McDonald’s, Verizon Wire-
less, Nike, Samsung, and Honda have featured people with
disabilities in their mainstream marketing. @® For instance,
Samsung and Nike sign endorsement deals with Paralympic

athletes and feature them in advertising.

@ Targeting consumers with disabilities: Samsung features people As the population in the United .States grows more d.i'
with disabilities in its mainstream advertising and signs endorsement verse, successful marketers will continue to diversify their

deals with Paralympic athletes.
GEPA/Imago/Icon SMI/Newscom

Economic environment
Economic factors that affect consumer
purchasing power and spending patterns.

marketing programs to take advantage of opportunities in
fast-growing segments.

Markets require buying power as well as people. The economic environment consists
of economic factors that affect consumer purchasing power and spending patterns. Mar-
keters 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 agricul-
tural and industrial output and offer few market opportunities. In between are develop-
ing economies that can offer outstanding marketing opportunities for the right kinds of
products.

Consider India with its population of more than 1.2 billion people. In the past, only
India’s elite could afford to buy a car. In fact, only one in seven Indians currently owns one.
But recent 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
158,000 rupees (about US$2,900). It can seat four passengers, gets 50 miles per gallon, and
travels at a top speed of 65 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 imagine a car
within the reach of all?” asks a Nano advertisement. “Now you can,” comes the answer.
Tata hopes to sell 1 million of these vehicles per year.”’

Changes in Consumer Spending

Economic factors can have a dramatic effect on consumer spending and buying behav-
ior. For example, until fairly recently, American consumers spent freely, fueled by income
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TATA MOTORS

growth, a boom in the stock market, rapid increases in hous-

'ﬁ ing values, and other economic good fortunes. They bought
e mggn . e o o and bought, seemingly without caution, amassing record
oy it s sl of s levels of debt. However, the free spending and high expecta-
tions of those days were dashed by the Great Recession of
2008/2009.

As a result, as discussed in Chapter 1, consumers have
now adopted a back-to-basics sensibility 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 be-
come the watchword for many marketers. Marketers in all
gt im0 dhegs WL industries are looking for ways to offer today’s more finan-
¥ cially frugal buyers greater value—just the right combina-
tion of product quality and good service at a fair price.

You'd expect value pitches from the sellers of everyday
products. For example, as Target has shifted emphasis to-
ward the “Pay less” side of its “Expect more. Pay less.” slo-
gan, the once-chic headlines at the Target.com Web site have
been replaced by more practical appeals such as “Our lowest
- prices of the season,” “Fun, sun, save,” and “Free shipping,
every day.” However, these days, even luxury-brand mar-
keters are emphasizing good value. For instance, upscale car
brand Infiniti now promises to “make luxury affordable.”

nano Income Distribution

Marketers should pay attention to income distribution as well

® Economic environment: To capture India’s growing middle class,
Tata Motors introduced the small, affordable Tata Nano. “Can you

as income levels. Over the past several decades, the rich have
grown richer, the middle class has shrunk, and the poor have

imagine a car within the reach of all?” asks this advertisement. “Now remained poor. The top 5 percent of American earners get

you can.”
Tata Motors Ltd.

Natural environment

The physical environment and the natural
resources that are needed as inputs

by marketers or that are affected by
marketing activities.

Objective 3 >

Identify the major trends in the
firm’s natural and technological
environments.

nearly 22 percent of the country’s adjusted gross income, and

the top 20 percent of earners capture over 50 percent of all
income. In contrast, the bottom 40 percent of American earners get just 12 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 mar-
keting offers across a range of markets, from the affluent to the less affluent. For example,
Ford offers cars ranging from the low-priced Ford Fiesta, starting at $13,200, to the luxury
Lincoln Navigator SUV, starting at $57,775.

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
advantage of changes in the economic environment.

The natural environment involves the physical environment and the natural resources
that are needed as inputs by marketers or that are affected by marketing activities. At the
most basic level, unexpected happenings in the physical environment—anything from
weather to natural disasters—can affect companies and their marketing strategies. For
example, a recent unexpectedly warm winter put the chill on sales of products ranging
from cold-weather apparel to facial tissues and Campbell’s soups. In contrast, the warmer
weather boosted demand for products such as hiking and running shoes, house paint, and
gardening supplies. Similarly, the damage caused by the recent earthquake and tsunami
in Japan had a devastating effect on the ability of Japanese companies such as Sony and
Toyota to meet worldwide demand for their products. Although companies can’t prevent
such natural occurrences, they should prepare contingency plans for dealing with them.”



Environmental sustainability
Developing strategies and practices that
create a world economy that the planet
can support indefinitely.
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At abroader level, environmental sustainability 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 warm-
ing, 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 involves
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 people in the world will not have enough water 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
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 bot-
tles, 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
environment. Some, such as the German government, vigorously pursue environmental
quality. 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 po-
litical accord needed to mount a worldwide environmental effort. The general hope is that
companies around the world will accept more social responsibility and that less expensive
devices 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,
companies doing business in the United States can expect continued strong controls from
government 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.
Today, enlightened companies go beyond what government regulations dictate. They
are developing strategies and practices that support environmental sustainability—
an effort to create a world economy that the planet can support indefinitely. Environ-
mental sustainability means meeting present needs without compromising the ability
of future generations to meet their needs.

Many companies are responding to consumer demands with more environmentally
responsible products. Others are developing recyclable or biodegradable packaging, re-
cycled materials and components, better pollution controls, and more energy-efficient
operations. ® For example, Timberland’s mission is about more than just making rug-
ged, high-quality boots, shoes, clothes, and other outdoor gear. The brand is about doing
everything it can to reduce the environmental footprint of its products and processes.*

Timberland is on a mission to develop processes and products that cause less harm to the
environment and to enlist consumers in the cause. For example, it has a solar-powered dis-
tribution center in California and a wind-powered factory in the Dominican Republic. It has
installed energy-efficient lighting and equipment retrofits in its facilities and is educating
workers about production efficiency. Timberland is constantly looking for and inventing in-
novative materials that allow it to reduce its impact on the planet while at the same time
making better gear. Its Earthkeepers line of boots is made from recycled and organic materi-
als, and the brand has launched footwear collections featuring outsoles made from recycled
car tires. Plastic from recycled soda bottles goes into its breathable linings and durable shoe
laces. Coffee grounds find a place in its odor-resistant jackets. Organic cotton without toxins
makes it into its rugged canvas. To inspire consumers to make more sustainable decisions,
Timberland puts Green Index tags on its products that rate each item’s ecological footprint
in terms of climate impact, chemicals used, and resources consumed. To pull it all together,
Timberland launched an Earthkeeper’s campaign, an online social networking effort that

@ Environmental sustainability: Timberland seeks to inspire people to take actions to lighten their environmental footprints.

is on a mission to do everything it can to

reduce its impact on the planet while at the Companies today are looking to do more than just good deeds. More and more,

same time making better outdoor gear.

The Timberland Company

they are recognizing the link between a healthy ecology and a healthy economy. They
are learning that environmentally responsible actions can also be good business.
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The Technological Environment

Technological environment
Forces that create new technologies,
creating new product and market
opportunities.

The technological environment is perhaps the most dramatic force now shaping our
destiny. Technology has released such wonders as antibiotics, robotic surgery, miniatur-
ized electronics, smartphones, and the Internet. It also has released such horrors as nuclear
missiles, chemical weapons, and assault rifles. It has released such mixed blessings as

the automobile, 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 information.
As you stroll through supermarket aisles, shelf sensors detect your selections and beam ads to
your smart phone, offering special deals on related products. As your cart fills, scanners detect
that you might be buying for a dinner party; your phone lights up to suggest 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 follows 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.

@ Technological environment: Envision a world in which every
product contains a transmitter loaded with information. In fact,
it’s already happening on the back of RFID product labels like this
one at Walmart.

Marc F. Henning/Alamy

Many firms are already using RFID technology to track
products through various points in the distribution channel.
® For example, Walmart has strongly encouraged suppliers
shipping products to its distribution centers to apply RFID tags
to their pallets. So far, more than 600 Walmart suppliers are doing
so. And retailers such as American Apparel, Macy’s, Blooming-
dales, and JCPenney are now installing item-level RFID systems
in their stores.**

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 automobiles, airplanes, radios, or the electric light.
Woodrow Wilson did not know about television, aerosol cans,
automatic dishwashers, air conditioners, antibiotics, or comput-
ers. Franklin Delano Roosevelt did not know about xerography,
synthetic detergents, birth control pills, jet engines, or earth sat-
ellites. John F. Kennedy did not know about PCs, the Internet, or
Google, and Ronald Reagan knew nothing about smartphones
or Facebook.

New technologies create new markets and opportunities.
However, every new technology replaces an older technology.

Transistors hurt the vacuum-tube industry, digital photography hurt the film business,
and MP3 players and digital downloads are hurting the CD business. When old industries
fought or ignored new technologies, their businesses declined. Thus, marketers should
watch the technological environment closely. Companies that do not keep up will soon
find their products outdated. If that happens, they will miss new product and market

opportunities.

As products and technology become more complex, the public needs to know that these
items are safe. Thus, government agencies investigate and ban potentially unsafe products.
In the United States, the Food and Drug Administration (FDA) has created complex regula-
tions 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 regulations have resulted in much higher research costs and longer times between new
product ideas and their introduction. Marketers should be aware of these regulations when
applying new technologies and developing new products.
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Explain the key changes
in the political and cultural
environments.

Political environment

Laws, government agencies, and
pressure groups that influence and limit
various organizations and individuals in a
given society.
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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 strongest advocates of free-market economies agree that the system works best
with at least some regulation. Well-conceived regulation can encourage competition and
ensure 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 soci-
ety as a whole. Almost every marketing activity is subject to a wide range of laws and
regulations.

Legislation affecting business around the world has increased steadily over the years.
The United States and many other countries have many laws covering issues such as
competition, fair trade practices, environmental protection, product safety, truth in ad-
vertising, consumer privacy, packaging and labeling, pricing, and other important areas
(see @ Table 3.1).

Understanding the public policy implications of a particular marketing activity is not
a simple matter. In the United States, there are many laws created at the national, state,
and local levels, and these regulations often overlap. For example, aspirins sold in Dallas
are governed 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 regulations and their interpretations.

Business legislation has been enacted for a number of reasons. The first is to protect
companies from each other. Although business executives may praise competition, they
sometimes try to neutralize it when it threatens them. Therefore, laws are passed to de-
fine and prevent unfair competition. In the United States, such laws are enforced by the
Federal Trade Commission (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
privacy, mislead consumers in their advertising, and deceive consumers through their
packaging and pricing. Rules defining and regulating unfair business practices are enforced
by various 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.

International marketers will encounter dozens, or even hundreds, of agencies set up
to enforce trade policies and regulations. In the United States, Congress has established
federal regulatory agencies, such as the FTC, the FDA, the Federal Communications Com-
mission, the Federal Energy Regulatory Commission, the Federal Aviation Administration,
the Consumer Product Safety Commission, the Environmental Protection Agency, and hun-
dreds of others. Because such government agencies have some discretion in enforcing the
laws, they can have a major impact on a company’s marketing performance.

New laws and their enforcement will continue to increase. Business executives
must watch these developments when planning their products and marketing pro-
grams. Marketers need to know about the major laws protecting competition, consum-
ers, 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.
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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 the packaging and 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).

Establishes 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.

Created 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.
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Socially Responsible Behavior. Enlightened companies encourage their managers to
look beyond what the regulatory system allows and simply “do the right thing.” These
socially responsible firms actively seek out ways to protect the long-run interests of their
consumers and the environment.

Almost every aspect of marketing involves ethics and social responsibility issues. Un-
fortunately, 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 track consumers’ Internet browsing and buying behavior
and collect, analyze, and share digital data from every move consumers make at their online
sites. Critics worry that these companies may now know foo much and might use digital
data to take unfair advantage of consumers. Although most companies fully disclose their
Internet privacy policies and most try to use data to benefit their customers, abuses do oc-
cur. 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 posi-
tive images, many companies are now linking themselves to worthwhile causes. These
days, every product seems to be tied to some cause. For example, Toyota recently ran

® cause-related marketing: The P&G Duracell Power Relief
Trailer Program provides free batteries and flashlights as
well as charging stations for phones and laptops to people in
disaster-stricken areas.

The Procter & Gamble Company

a 100 Cars for Good” program in which it gave a new car to a
deserving nonprofit every day for 100 consecutive days based on
consumer voting on its Facebook page. The P&G Tide Loads of
Hope program provides mobile laundromats and loads of clean
laundry to families in disaster-stricken areas—P&G washes,
dries, and folds clothes for these families for free. ® Down the
street, needy people will probably find the P&G Duracell Power
Relief Trailer, which provides free batteries and flashlights as well
as charging stations for phones and laptops. Walgreens sponsors a
“Walk with Walgreens” program—do simple things like walk and
log your steps, hit your goals, or just comment on other walkers’
posts at the Web site and you'll be rewarded with coupons and ex-
clusive offers from Bayer, Vaseline, Degree, Slimfast, Dr. Scholls,
or another program partner.

Some companies are founded entirely on cause-related mis-
sions. Under the concept of “values-led business” or “caring capi-
talism,” their mission is to use business to make the world a better
place. For example, TOMS Shoes was founded as a for-profit com-
pany—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.

Cause-related marketing has become a primary form of corporate
giving. It lets companies “do well by doing good” by linking purchases
of the company’s products or services with benefiting worthwhile
causes or charitable organizations. At TOMS Shoes, the “do well” and
“do good” missions go hand in hand. Beyond being socially admira-
ble, the buy-one-give-one-away concept is also a good business propo-
sition. “Giving not only makes you feel good, but it actually is a very
good business strategy,” says TOMS founder Blake Mycoskie. “Busi-
ness and charity or public service don’t have to be mutually exclusive.
In fact, when they come together, they can be very powerful.”*
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Cultural environment

Institutions and other forces that affect
society’s basic values, perceptions,
preferences, and behaviors.

Cause-related marketing has stirred some controversy. Critics worry that cause-
related marketing is more a strategy for selling 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. For example, following the
2011 Japanese tsunami disaster, Microsoft’s Bing search engine created a backlash when it
posted a message on Twitter offering to donate $1 to Japan'’s relief efforts each time some-
one forwarded its message. The tweet set off a firestorm of complaints from Twitter us-
ers, who accused Bing of using the tragedy as a marketing opportunity. Microsoft quickly
apologized.*

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 vis-
ibility and important new sources of funding and support. Spending on cause-related
marketing in the United States skyrocketed from only $120 million in 1990 to $1.73 bil-
lion in 2012.%7

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 get married at all.

Shifts in Secondary Cultural Values

Although core values are fairly persistent, cultural swings do take place. Consider the im-
pact of popular music groups, movie personalities, and other celebrities on young people’s
hairstyle and clothing norms. Marketers want to predict cultural shifts to spot new oppor-
tunities or threats. The major cultural values of a society 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 personal pleasure, wanting fun, change, and es-
cape. Others seek self-realization through religion, recreation, or the avid pursuit of careers
or other life goals. Some people see themselves as sharers and joiners; 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.

For example, ads for Sherwin Williams paint—headlined “Make the most for your
color with the very best paint”—seem to appeal to older, more practical do-it-yourself-
ers. By contrast, Benjamin Moore’s ads, along with its Facebook and other social media
pitches, appeal to younger, more outgoing fashion individualists. ® One Benjamin Moore
print ad—consisting of a single long line of text in a crazy quilt of fonts—describes Benja-
min Moore’s Hot Lips paint color this way: “It's somewhere between the color of your lips
when you go outside in December with your hair still wet and the color of a puddle left by
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a melted grape popsicle mixed with the color of that cough syrup that
used to make me gag a little. Hot lips. Perfect.”

People’s Views of Others. People’s attitudes toward and interactions
with others shift over time. In recent years, some analysts have voiced
concerns that the Internet age would result in diminished human inter-
action, as people buried their heads in their computers or e-mailed and
texted rather than interacting personally. Instead, today’s digital tech-
nologies seem to have launched an era of what one trend watcher calls

+ ‘ “mass mingling.” Rather than interacting less, people are using online
BYA HEL’!' Gmﬁ mm social media and mo})ile commur.lica.tions tq connect npre than e\{er.
WITH THE COIOR OF THAT And, often, more online and mobile interactions result in more offline

THAT USED TO mingling:™
MAKE ME GAG
L More people than ever [are] living large parts of their lives online. Yet, those

ALITTLE. same people also mingle, meet up, and congregate more often with other
“warm bodies” in the offline world. In fact, social media and mobile com-
munications are fueling a mass mingling that defies virtually every cliché
about diminished human interaction in our “online era.” Ironically, the
same technology that was once condemned for turning entire generations
into mobile gaming zombies and avatars is now deployed to get people out
of their homes.

Basically, the more [people] date and network and twitter and social-
ize online, the more likely they are to eventually meet up with friends and
followers in the real world. Thanks to social networking services such
as Facebook (whose more than one billion fans spend more than 700 bil-
lion minutes a month on the site), people are developing more diverse
social networks, defying the notion that technology pulls people away
from social engagement. Rather than being more isolated, people today
are increasingly tapping into their networks of friends.

Perfoct

Benjamin Moore: Mt L e o yocanimana. N L

® People’s self-views: In its ads, Benjamin Moore
appeals to people who view themselves as outgoing
fashion individualists.

Courtesy of Benjamin Moore Paints
This new way of interacting strongly affects how companies market their brands and
communicate with customers. “Consumers are increasingly tapping into their networks of
friends, fans, and followers to discover, discuss, and purchase goods and services in ever-
more sophisticated ways,” says one analyst. “As a result, it's never been more important for
brands to make sure they [tap into these networks] too.”

People’s Views of Organizations. People vary in their attitudes toward corporations,
government agencies, trade unions, universities, and other organizations. By and large,
people are willing to work for major organizations and expect them, in turn, to carry out
society’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, major corporate scandals, rounds of layoffs
resulting from the recent recession, the financial meltdown triggered by Wall Street bank-
ers’ 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
defend 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,
however, 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 visit-
ing U.S. historic sites, ranging from the Washington, D.C., monuments, Mount Rushmore,
the Gettysburg 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.
Arecent global survey on “national pride” found Americans tied for number one among the
17 democracies polled.*



112 Part2

The

whitening
you want,

natuvally!

%W Mo animal testing or animal )
Lk ingre .

ey ingredient
afmaingco

What makes a product good? At Tom's, it includes how we make it.

Mo artificial colors. Havoes.
fragrance, or preservatives

We strive to maximize recycled g
and its source || content and recyclabllity of cur &w
com Backaging.

fuoride toothpaste

Understanding the Marketplace and Consumers

Marketers respond with patriotic products and promotions, offering everything from
orange juice to clothing to cars with patriotic themes. For example, ads for PepsiCo’s Tropi-
cana Pure Premium orange juice proclaim that the brand is “100% pure Florida orange
juice—made from oranges grown, picked, and squeezed in Florida.” Chrysler’s “Imported
from Detroit” campaign, which declared that “the world’s going to hear the roar of our en-
gines,” resonated strongly with Americans consumers.*! Although most of these marketing
efforts are tasteful and well received, waving the red, white, and blue can sometimes prove
tricky. Flag-waving promotions can be viewed as corny, or as attempts to cash in on the
nation’s triumphs or tragedies. 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 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 natural, or-
ganic, and nutritional products to fuel-efficient cars and alternative medicine. This segment
spends nearly $300 billion annually on such products.*?

Tom’s of Maine caters to such consumers with sustainable, all-natural personal care
products—toothpaste, deodorant, mouthwash, and soap—made with no artificial col-
ors, flavors, fragrances, or preservatives.*> The products are also “cruelty-free” (no ani-
mal testing or animal ingredients). Tom’s makes sustainable
practices a priority in every aspect of its business and strives
to maximize recycled content and recyclability of its pack-
aging. Finally, Tom’s donates 10 percent of its pretax profits
to charitable organizations. ® In all, Tom’s “makes uncom-
monly good products that serve the common good.”

Food producers have also found fast-growing markets for
natural and organic products. In total, the U.S. organic food
market generated nearly $29 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 become 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. Al-
though 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 particular faith, almost dou-

— ble the percentage of 18 years earlier. Among Americans ages
. 18 to 29, 25 percent say they are not currently affiliated with any

b S particular religion.*

However, the fact that people are dropping out of orga-
nized religion doesn’t mean that they are abandoning their faith.

A4 :.'

iwply white® todery Some futurists have noted a renewed interest 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-

@ Riding the trend toward all things natural: Tom’s of Maine dog ambition to seek more permanent values—family, commu-
“makes uncommonly good products that serve the common good.” nity, earth, faith—and a more certain grasp of right and wrong.

Tom’s of Maine

Rather than calling it “religion,” they call it ”spirituali’(y."46



Objective 5 >
Discuss how companies
can react to the marketing
environment.
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This changing spiritualism affects consumers in everything from the television shows they
watch and the books they read to the products and services they buy.

Responding to the Marketing Environment

Someone once observed, “There are three kinds of companies: those who make things
happen, 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 company avoid the threats and take advantage of the opportunities
the environment provides.

Other companies take a proactive stance toward the marketing environment. “In-
stead of letting the environment define their strategy,” advises one marketing expert,
“craft a strategy that defines your environment.”*” Rather than assuming that strate-
gic options are bounded by the current environment, these firms develop strategies to
change the environment. “Business history . . . reveals plenty of cases in which firms’
strategies shape industry structure,” says the expert, “from Ford’s Model T to Nin-
tendo’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 environ-
ment. Such companies hire lobbyists to influence legislation affecting their industries and
stage media events to gain favorable press coverage. They run “advertorials” (ads express-
ing editorial points of view) and blogs to shape public opinion. They press lawsuits and file
complaints with regulators to keep competitors in line, and they form contractual agree-
ments to better control their distribution channels.

By taking action, companies can often overcome seemingly uncontrollable environ-
mental events. For example, whereas some companies try to hush up negative talk about
their products, others proactively counter false information. Taco Bell did this when its
brand fell victim to potentially damaging claims about the quality of the beef filling in
its tacos.*

When a California woman’s class-action suit questioned whether Taco Bell’s meat filling could
accurately be labeled “beef,” the company’s reaction was swift and decisive. The suit claimed
that Taco Bell’s beef filling is 65 percent binders, extenders, preservatives, additives, and other
agents. It wanted Taco Bell to stop calling it “beef.” But Taco Bell fought back quickly with
a major counterattack campaign, in print and on YouTube and Facebook. In full-page ads in
the Wall Street Journal, the New York Times, and USAToday, the company boldly thanked those
behind the lawsuit for giving it the opportunity to tell the “truth” about its “seasoned beef,”
which it claimed contains only quality beef with other ingredients added to maintain the prod-
uct’s flavor and quality. Taco Bell further announced that it would take legal action against
those making the false statements. The company’s proactive counter-campaign quickly
squelched the false information in the lawsuit, which was voluntarily withdrawn only a few
months later.

Marketing management cannot always control environmental forces. In many cases, it
must settle for simply watching and reacting to the environment. For example, a company
would have little success trying to influence geographic population shifts, the economic
environment, or major cultural values. But whenever possible, smart marketing manag-
ers take a proactive rather than reactive approach to the marketing environment (see Real
Marketing 3.2).
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Real Marketing | 3-2

When the Dialog Gets Nasty:
Turning Negatives into Positives

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 com-
munity. 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:

e Upon receiving a severely damaged com-
puter monitor via FedEx, YouTube user
goobieb5 posts footage from his security
camera. The video clearly shows a FedEx
delivery man hoisting the monitor package
over his head and tossing it over goobie55’s
front gate, without ever attempting to ring
the bell, open the gate, or walk the package
to the door. The video—with FedEx’s famil-
iar purple and orange logo prominently dis-
played on everything from the driver’s shirt to
the package and the truck—goes viral with 5
million hits in just five days. TV news and talk
shows go crazy discussing the clip.

* Molly Katchpole, a 22-year-old nanny living in
Washington, D.C., gets mad when she learns
that Bank of America is imposing a $5-a-
month fee on debit card users. She starts
a petiton on Change.org, declaring: “The
American people bailed out Bank of America
during a financial crisis the banks helped cre-
ate. How can you justify squeezing another
$60 a year from your debit card customers?
This is despicable.” In less than a month, the
petition garners more than 300,000 signa-
tures from similarly enraged consumers.

e \When United Airlines rejects musician Dave
Carroll's damage claim after its baggage han-
dlers break his guitar, he produces a catchy
music video, “United Breaks Guitars,” and
posts it on YouTube. “l should’ve flown with
someone else or gone by car,” he despairs
in the video. “‘Cause United breaks guitars.”
The video becomes one of YouTube’s great-
est hits—nearly 12 million people have now
viewed it—and causes an instant media
frenzy across major global networks.

e When 8-year-old Harry Winsor sends a
crayon drawing of an airplane he’s designed
to Boeing with a suggestion that they might

want to manufacture it, the company re-
sponds with a stern, legal-form letter. “We
do not accept unsolicited ideas,” the letter
states. “We regret to inform you that we
have disposed of your message and re-
tain no copies.” The embarrassing blunder
would probably go unnoticed were it not for
the fact that Harry’s father—John Winsor, a
prominent ad exec —blogs and tweets about
the incident, making it instant national news.

Extreme events? Not anymore. The Internet
has turned the traditional power relationship be-
tween businesses and consumers upside down.
In the good old days, disgruntled consumers
could do little more than bellow at a company
service rep or shout out their complaints from a
street corner. Now, armed with only a PC or a
smartphone, they can take it public, airing their
gripes to milions on blogs, chats, online social
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networks, or even hate sites devoted exclusively
to their least favorite corporations.

‘I hate” and “sucks” sites are almost
commonplace. These sites target some highly
respected companies with some highly disre-
spectfullabels: Walmartblows.com; PayPalSucks
.com (aka NoPayPal); IHateStarbucks.com;
DeltaREALLYsucks.com; and UnitedPackage
Smashers.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 12,900 vid-
€0s; a similar search for Microsoft finds 17,900
videos. An “Apple sucks” search on Facebook
links to hundreds of groups. If you don’t find
one you like, try “Apple suks” or “Apple sux” for
hundreds more.

Some of these sites, videos, and other
online attacks air legitimate complaints that
should be addressed. Others, however, are
little more than anonymous, vindictive slurs
that unfairly ransack brands and corporate
reputations. Some of the attacks are only a
passing nuisance; others can draw serious at-
tention and create real headaches.

How should companies react to on-
line attacks? The real quandary for targeted

Today’s empowered consumers: Boeing’s embarrassing blunder over young Harry
Winsor’s airplane design made instant national news. However, Boeing quickly took
responsibility and turned the potential PR disaster into a positive.

John Winsor



companies is figuring out how far they can
go to protect their images without fueling the
already raging fire. One point on which all ex-
perts 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. “Preemp-
tion, engagement, and diplomacy are saner
tools.”

Some companies have tried to silence
the critics through lawsuits, but few have suc-
ceeded. The courts have tended to regard
such criticism as opinion and, therefore, pro-
tected speech. In general, attempts to block,
counterattack, or shut down consumer at-
tacks may be shortsighted. Such criticisms
are often based on real consumer concerns
and unresolved anger. Hence, the best strat-
egy might be to proactively monitor these
sites and respond to the concerns they ex-
press. “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, Boeing quickly took respon-
sibility for mishandling aspiring Harry Winsor’s
designs, turning a potential PR disaster into a
positive. It called and invited young Harry to
visit Boeing’s facilities. On its corporate Twitter
site, it confessed “We're experts at airplanes
but novices in social media. We're learning
as we go.” Similarly, FedEx drew praise by
immediately posting its own YouTube video
addressing the monitor-smashing incident.
In the video, FedEx Senior Vice President of

Chapter 3 ‘ Analyzing the Marketing Environment 115

Operations Matthew Thornton stated that he
had personally met with the aggrieved cus-
tomer, who had accepted the company’s
apology. “This goes directly against all FedEx
values,” declared Thornton. The FedEx video
struck a responsive chord. Numerous jour-
nalists and bloggers responded with stories
about FedEx’s outstanding package handling
and delivering record.

Bank of America and United, however,
haven't fared so well. After Bank of America
finally backed down and reversed the debit
card user fees, an executive eventually called
Katchpole to explain. But by then, it had al-
ready lost her as a customer. And after Dave
Carroll’s YouTube video went platinum, United
belatedly offered to pay for his ruined guitar.
Carroll politely declined but thanked the com-
pany for boosting his career. Today Carroll is a
professional public speaker and author on the
topic of customer service. He also founded
Gripevine.com, “the first online social media
platform for consumer-complaint resolution.”
Perhaps United will soon be a client.

Many companies have now created
teams of specialists that monitor online con-
versations and engage unhappy consumers.
For example, Dell has set up a 40-member
“communities and conversation team,” which
does outreach on Twitter and Facebook and
communicates with bloggers. The social me-
dia team at Southwest Airlines includes a chief
Twitter officer who tracks Twitter 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 LinkedIn. So if
someone posts an online complaint, the com-
pany 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.

Sources: Quotes, excerpts, and other information from Gregory Karp, “United Breaks Guitars Spawns Complaint Site,”
McClatchy-Tribune Business News, February 3, 2012; Nicholas D. Kristof, “After Recess: Change the World,” New
York Times, February 4, 2012, p. SR11; Vanessa Ko, “FedEx Apologizes after Video of Driver Throwing Fragile Pack-
age Goes Viral,” Time, December 23, 2011, http://newsfeed.time.com/2011/12/23/fedex-apologizes-after-video-of-
driver-throwing-fragile-package-goes-viral/; Michelle Conlin, “Web Attack,” BusinessWeek, April 16, 2007, pp. 54-56;
“Boeing’s Social Media Lesson,” May 3, 2010, http://mediadecoder.blogs.nytimes.com/2010/05/03/boeings-social-
media-lesson/; Ben Nuckols, “Part-Time Nanny Helps to End Bank of America Fee,” Herald-Sun (Durham), November 4,
2011, p. A4; www.youtube.com/watch?v55YGc4z0qozo and www.youtube.com/watch?v5C5ulHOVTg_o, accessed
June 2012; and “Corporate Hate Sites,” New Media Institute, www.newmedia.org/articles/corporate-hate-sites---

nmi-white-paper.html, accessed September 2012.
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Reviewing Objectives and Key Terms

D Obijectives Review

In this chapter and the next three chapters, you’ll examine the en-
vironments of marketing and how companies analyze these envi-
ronments to better understand the marketplace and consumers.
Companies must constantly watch and manage the marketing

target market.

environment to seek opportunities and ward off threats. The mar-
keting environment consists of all the actors and forces influenc-
ing the company’s ability to transact business effectively with its
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Describe the environmental
forces that affect the company’s
ability to serve its customers. (pp 93-96)

Objective 1 ‘

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 frms —suppliers, marketing intermediaries, physical dis-
tribution firms, marketing services agencies, and financial inter-
mediaries —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 impact on the
company’s ability to meet its objectives. Finally, five types of cus-
tomer markets exist: 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 are demographic, economic,
natural, technological, political/social, and cultural forces. These
forces shape opportunities and pose threats to the company.

Explain how changes in the
demographic and economic
environments affect marketing decisions. (pp 96-104)

Objective 2

Demography is the study of the characteristics of human popula-
tions. Today’s demographic environment shows a changing age
structure, shifting family profies, geographic population shifts, a
better-educated and more white-collar population, and increas-
ing diversity. The economic environment consists of factors that
affect buying power and patterns. The economic environment is
characterized 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.

D Key Terms

Objective 1 Objective 2

Marketing environment (p 92) Demography (p 96)
Microenvironment (p 93) Baby boomers (p 96)
Macroenvironment (p 93) Generation X (p 96)

Marketing intermediaries (p 94)
Public (p 95)

Identify the major trends in the
firm’s natural and technological
environments. (pp 104-106)

Objective 3

The natural environment shows three major trends: shortages of
certain raw materials, higher pollution levels, and more govern-
ment intervention in natural resource management. Environmental
concerns create marketing opportunities for alert companies. The
technological environment creates both opportunities and chal-
lenges. Companies that fail to keep up with technological change
will miss out on new product and marketing opportunities.

Explain the key changes
in the political and cultural
environments. (pp 107-113)

Objective 4

The political environment consists of laws, agencies, and groups
that influence or limit marketing actions. The political environ-
ment has undergone changes that affect marketing worldwide:
increasing legislation regulating business, strong government
agency enforcement, and greater emphasis on ethics and so-
cially responsible actions. The cultural environment consists of
institutions and forces that affect a society’s values, perceptions,
preferences, and behaviors. The environment shows trends to-
ward “mass mingling,” a lessening trust of institutions, increasing
patriotism, greater appreciation for nature, a changing spiritual-
ism, and the search for more meaningful and enduring values.

Discuss how companies
can react to the marketing
environment. (pp 113-115)

Objective 5

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 3

Natural environment (p 104)
Environmental sustainability (p 105)
Technological environment (p 106)

Millennials (Generation Y) (p 100)
Economic environment (p 103)

Objective 4

Political environment (p 107)
Cultural environment (p 110)

Discussion and Critical Thinking

P Discussion Questions

1. Compare and contrast a company’s microenvironment with a
company’s macroenvironment. (AACSB: Communication)

2. Describe the five types of customer markets. (AACSB:
Communication)



& 8. 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: Communi-
cation; Reflective Thinking)

) Critical Thinking Exercises

1. The Wall Street Reform and Consumer Protection Act of 2010
created the Consumer Financial Protection Bureau (CFPB).
Learn about this act and the responsibilities of the CFPB, then
write a brief report about how the act impacts businesses and
consumers. (AACSB: Communication; Use of IT)

& 2. Cause-related marketing has grown considerably over the

past 10 years. Visit www.causemarketingforum.com to learn
about companies that have won Halo Awards for outstanding
cause-related marketing programs. Present an award-winning
case study to your class. (AACSB: Communication; Use of IT)
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4. How should marketers respond to the changing environment?
(AACSB: Communication)

3. Various federal agencies impact marketing activities. Research
each of the following agencies, discuss the elements of mar-
keting that are impacted by each 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)

Applications and Cases

D Marketing Technology Crowdfunding

If you have a great product idea but no money, never fear, there’'s
Kickstarter, an online crowdfunding site. Founded in 2008, Kick-
starter enables companies to raise money from multiple individuals
and has helped launch more than 60,000 projects. Pebble Technol-
ogy Corporation created a “smart” wristwatch called Pebble, which
works with iPhones or Android phones, but didn’t have the funding
to produce and market the device. So young CEO Eric Migicovsky
turned to Kickstarter for crowdfunding. His modest goal was to
raise $100,000, but the company raised $1 million in only one day
and a total of $10.27 million in just over one month! Nearly 70,000
people preordered the $115 watch, and Pebble now has to de-
liver on the promise. Kickstarter takes a 5 percent fee on the total
funds raised and Amazon Payments handles the processing of the
funds. Kickstarter charges pledgers’ credit cards and the project

creator receives the funds within only a few weeks. The JOBS Act
legislation signed into law in 2012 provides a legal framework for
this type of financing, which is expected to grow even faster as a
result. However, Kickstarter and similar sites don’t guarantee that
the projects will be delivered as promised, and some people are
concerned that crowdfunding will beget crowdfrauding.

1. Find another crowdfunding site and describe two projects fea-
tured on that site. (AACSB: Communication; Use of IT; Reflec-
tive Thinking)

2. Learn more about the JOBS Act and how it impacts crowd-
funding for start-up businesses. What protections are in place
for investors with regard to crowdfrauding? (AACSB: Commu-
nication; Use of IT; Reflective Thinking)

P Marketing Ethics Targeting Children Online

The almost 24 percent of the U.S. population under 18 years old
wields billions of dollars in purchasing power. Companies such
as eBay and Facebook want to capitalize on those dollars—
legitimately, that is. EBay is exploring ways to allow consumers
under 18 years old to set up legitimate accounts to buy and sell
goods. Children already trade on the site, either through their par-
ents’ accounts or through accounts set up after they lie about
their ages. Similarly, even though children under 13 are not al-
lowed to set up Facebook accounts, about 7.5 million of them
have accounts, and nearly 5 milion account holders are un-
der 10 years old. That translates to almost 20 percent of U.S.
10-year-olds and 70 percent of 13-year-olds active on Facebook.

Many of these accounts were set up with parental knowledge and
assistance. Both eBay and Facebook say that protections will be
put in place on children’s account and that parents will be able to
monitor to their children’s accounts.

& 1. Debate the pros and cons of allowing these companies to target

children. Are these efforts socially responsible behavior? (AACSB:
Communication; Reflective Thinking; Ethical Reasoning)

2. Review the Children’s Online Privacy Protection Act at www
.coppa.org/. Explain how eBay and Facebook can target this
market and still comply with this act. (AACSB: Communica-
tion; Use of IT; Reflective Thinking)
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D Marketing by the Numbers Demographic Trends

Do you know Danica from the Philippines, Peter from London,
Nargis from India, Marina from Russia, Chieko from Japan, or
Miran from the United States? These are some of the babies
whose parents claimed they were the 7th billion human born into
the world. The world population continues to grow, even though
women are having fewer children than before. Markets are made
up of people, and to stay competitive, marketers must know
where populations are located and where they are going. The
fertility rate in the United States is declining and the population
is aging, creating opportunities as well as threats for marketers.
That is why tracking and predicting demographic trends are so

D Video Case Ecoist

At least one company has taken the old phrase “One man’s trash
is another man’s treasure” and turned it into a business model.
Ecoist is a company that uses discarded packaging materials
from multinational brands like Coca-Cola, Frito-Lay, Disney, and
Mars to craft high-end handbags that would thrill even the most
discriminating fashionistas.

When the company first started in 2004, consumer percep-
tions of goods made from recycled materials weren’t very posi-
tive. This video describes how Ecoist found opportunity in a
growing wave of environmentalism. Not only does Ecoist capital-
ize on low-cost materials and the brand images of some of the

important in marketing. Marketers must plan to capitalize on op-
portunities and deal with the threats before it is too late.

1. Develop a presentation on a specific demographic trend in the
United States. Explain the reasons behind this trend and dis-
cuss the implications for marketers. (AACSB: Communication;
Analytical Reasoning)

2. Discuss global demographic trends. What are the implications
of those trends and how should marketers respond to them?
(AACSB: Communication; Reflective Thinking)

world’s major brands, it comes out smelling like a rose as it saves
tons of trash from landfills.

After viewing the video featuring Ecoist, answer the following
questions:

1. How engaged was Ecoist in analyzing the marketing environ-
ment before it launched its first company?

2. What trends in the marketing environment have contributed to
the success of Ecoist?

3. Is Ecoist’s strategy more about recycling or about creating
value for customers? Explain.

Xerox: Adapting to the Turbulent
. Company Case Marketing Environment

Xerox introduced the first plain-paper office copier more than
50 years ago. In the decades that followed, the company that in-
vented photocopying flat-out dominated the industry 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. Through
the late 1990s, Xerox’s profits and stock price were soaring.

Then things went terribly wrong for Xerox. The legendary com-
pany’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 marketing environ-
ment. The world was quickly going digital, but Xerox hadn’t kept up.

In the new digital environment, Xerox customers no longer re-
lied on the company’s flagship products —standalone copiers—to
share information and documents. Rather than pumping out and
distributing stacks of black-and-white copies, they created digi-
tal documents and shared them electronically. Or they printed out
multiple 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.

This left Xerox on the edge of financial disaster. “We didn’t
have any cash and few prospects for making any,” says current
Xerox CEO Ursula Burns. “The one thing you wanted was good
and strong leaders that were aligned and could get us through
things and we didn’t have that.” Burns didn’t realize it at the time,
but she would one day lead the company where she had been
groomed for over 20 years. In fact, she was on the verge of leav-
ing the company when her colleague and friend, Anne Mulcahy,
became CEO and convinced Burns to stay. Burns was then given
charge to start cleaning house.

The Turnaround Begins

Task number one: outsource Xerox’s manufacturing. An often
criticized and unpopular move, outsourcing was critical to Xerox’s
cost-saving efforts. Burns oversaw the process in a way that pre-
served quality while achieving the desired cost benefits. And she
did so with the blessing of Xerox’s employee union after convinc-
ing the union that it was either lose some jobs or have no jobs
at all. With the restructuring of manufacturing, Xerox’s workforce
dropped from 100,000 employees to 55,000 in just four years. Al-
though this and other efforts returned Xerox to profitability within
a few years, the bigger question still remained: What business is
Xerox really in?

To answer this question, Xerox renewed its focus on the
customer. Xerox had always focused on copier hardware. But
“we were being dragged by our customers into managing large,
complex business processes for them,” says Burns. Before



developing new products, Xerox researchers held seemingly end-
less customer focus groups. Sophie Vandebroek, Xerox’s chief
technology officer, called this “dreaming with the customer.” The
goal, she argued, was “involving [Xerox] experts who know the
technology with customers who know the pain points. . . .Ulti-
mately innovation is about delighting the customer.” Xerox was
discovering that understanding customers is just as important as
understanding technology.

What Xerox learned is that customers didn’t want just copi-
ers; they wanted easier, faster, and less costly ways to share
documents and information. As a result, the company had to re-
think, redefine, and reinvent itself. Xerox underwent a remarkable
transformation. It stopped defining itself as a “copier company.”
In fact, it even stopped making standalone copiers. Instead, Xe-
rox began billing itself as the world’s leading document manage-
ment technology and services enterprise. The company’s newly
minted mission was to help companies “be smarter about their
documents.”

This shift in emphasis created new customer relationships, as
well as new competitors. Instead of selling copiers to equipment
purchasing managers, Xerox found itself developing and selling
document management systems to high-level information tech-
nology (IT) managers. Instead of competing head-on with copy
machine competitors like Sharp, Canon, and Ricoh, Xerox was
now squaring off against IT companies like HP and IBM. Although
it encountered many potholes along the way, the company once
known as the iconic “copier company” became increasingly
comfortable with its new identity as a document management
company.

Building New Strengths

Xerox’s revenue, profits, and stock price began to show signs
of recovery. But before it could declare its troubles over, yet an-
other challenging environmental force arose—the Great Reces-
sion. The recession severely depressed Xerox’s core printing and
copying equipment and services business, and the company’s
sales and stock price tumbled once again. So in a major move to
maintain its transition momentum, Xerox acquired Affiliated Com-
puter Services (ACS), a $6.4-billion IT services powerhouse with
a foot in the door of seemingly every back office in the world. The
expertise, capabilities, and established channels of ACS were just
what Xerox needed to take its new business plan to fruition.

The synergy between Xerox, ACS, and other acquired compa-
nies has resulted in a broad portfolio of customer-focused prod-
ucts, software, and services that help the company’s customers
manage documents and information. In fact, Xerox has intro-
duced more than 130 innovative new products in the past four
years alone. 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 efficiently share documents
and knowledge, and build Internet-based processes for person-
alizing direct mail, invoices, and brochures.

These new products have allowed Xerox to supply solutions
to clients, not just hardware. For example, it has a new device
for insurance company customers—a compact computer with
scanning, printing, and Internet capabilities. Instead of relying
on the U.S. Postal Service to transport hard copies of claims,
these and related documents are scanned on-site, sorted,
routed, and put immediately into a workflow system. This isn’t
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just a fancy new gadget for the insurance companies. They are
seeing real benefits. Error rates have plummeted along with pro-
cessing time, and that means increases in revenues and cus-
tomer satisfaction.

Dreaming Beyond Its Boundaries

With the combination of Xerox’s former strengths and its new
acquisitions, Burns and the rest of the Xerox team now have a
utopian image of what lies ahead. They believe the tools and ser-
vices they offer clients are getting smarter. “It’s not just processing
Medicaid payments,” says Stephen Hoover, director of Xerox’s
research facilities. “It's using our social cognition research to add
wellness support that helps people better manage conditions like
diabetes.” Hoover adds that the future may see a new generation
of Xerox devices, such as those that can analyze real-time park-
ing and traffic data for municipal customers, allowing them to help
citizens locate parking spots or automatically ticket them when
they are going too fast. Already, Xerox is market testing parking
meters that are capable of calling 911 or taking photos when a
button is pushed. Not all products such as these will hit the mar-
ket, but Xerox now has a model that allows it to dream beyond
its known boundaries.

Throughout this corporate metamorphosis, Xerox isn’'t fo-
cused on trying to make better copiers. Rather, it is focused on
improving any process that a business or government needs to
perform and perform it more efficiently. Xerox’s new-era machines
have learned to read and understand the documents they scan,
reducing complex tasks that once took weeks down to minutes
or even seconds. From now on, Xerox wants to be a leading
global document management and business-process technology
and services provider.

With all the dazzling technologies emerging today, Burns ac-
knowledges that the business services industry in which Xerox is
developing its new core competencies is decidedly unsexy. But,
she also points out, “These are processes that a company needs
to run their business. They do it as a sideling; it’s not their main
thing.” Her point is, running these business processes is now Xe-
rox’s main thing. In other words, Xerox provides document and IT
services to customers so that the customers can focus on what
matters most—their real businesses.

Xerox’s transition is still a work in progress. Over the last three
years, the company’s revenues and profits have been growing
modestly while its stock price has fluctuated. Just as e-mail and
desktop software killed photocopying, smartphones and tablets
are killing inkjet and photo printers. Even with the recent diversi-
fication strategy, Xerox still relies to some extent on these copier
and printer product categories. But it depends much less on
such products than competitors Hewlett-Packard and Lexmark
International do. Thus, experts predict, Xerox will rebound much
more quickly than its rivals in the coming years. Burns and crew
are also confident that as Xerox continues its transition to a solu-
tions provider, the seeds it has planted over the past few years
will soon bear fruit.

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 annual
report. “Macroforces such as globalization, emerging technolo-
gies, and, most recently, depressed financial markets bring new
challenges every day to businesses of all sizes.” The message is
clear. Even the most dominant companies can be vulnerable to
the often turbulent and changing marketing environment. Com-
panies that understand and adapt well to their environments can
thrive. Those that don't risk their very survival.
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Questions for Discussion

1. What microenvironmental factors have affected Xerox’s perfor-
mance since the late 1990s?

2. What macroenvironmental factors have affected Xerox’s per-
formance during that same period?

3. By focusing on the business services industry, has Xerox pur-
sued the best strategy? Why or why not?

4. What alternative strategy might Xerox have followed in re-
sponding to the first signs of declining revenues and profits?

5. Given Xerox’s current situation, what recommendations would
you make to Burns for the future of Xerox?
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: In this chapter, we continue
Chapter PreVIeW our exploration of how mar-
keters 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 marketing programs. To succeed in today’s marketplace,
companies must know how to turn mountains of marketing in-
formation into fresh customer insights that will help them deliver
greater value to customers.

Marketing
Information

Let’s start with a story about marketing research and cus-
tomer insights in action. Good marketing research can involve
a rich variety of sophisticated data collection and analysis tech-
nigues. But sometimes research is as simple as just talking with
customers directly, listening openly to what they have to say, and
using those insights to develop better products and marketing.
That’s how Domino’s Pizza turned a five-year revenue slide into a
fresh, hot turnaround.

Domino’s Pizza: Listening to Consumers and Letting Them Know

You Heard Them

fter five years of stagnant or declining revenues,

Domino’s Pizza did something practically unheard

of in the business world. “First,” says an industry

observer, “it asked customers for honest feedback.
Second, it actually listened to the painful truth [punctuated by
words like “cardboard crust” and “totally devoid of flavor”].
Finally—and here’s the most shocking part—the company
reinvented its product ‘from the crust up.”” What follows is
the full story behind Domino’s impressive “Pizza Turnaround”
campaign.

The turnaround began with marketing research to under-
stand what customers thought and wanted. Industry research
showed that although Domino’s was tops in service, conve-
nience, and value for the money, it trailed far behind
competitors in taste. One taste preference
survey placed Domino’s dead last, tied
with—of all possibilities—Chuck E.
Cheese, a competitor not known for
culinary excellence.

To gain deeper insights into
what consumers really thought
about its pizzas, Domino’s turned to
research using social media channels and
focus groups. It monitored consumer online

chatter and solicited thousands of direct consumer feedback
messages via Facebook, Twitter, and other social media. Then,
based on insights it gained online, Domino’s launched a wave
of good old-fashioned, tried-and-true focus groups to engage
customers directly in face-to-face conversations.

The online feedback and focus group results were as dif-
ficult to digest as a cold Domino’s pizza. The most common
complaint: Domino’s pizza crust “tasted like cardboard.”
But that was just the beginning. One after another, pizza lov-
ers panned Domino’s pies with biting comments such as
“Totally devoid of flavor.” “The sauce tastes like ketchup.”
“Worst excuse for pizza I've ever had.” “Processed cheese!!”

When consumer research turned up
painful truths about its pizza (“cardboard crust,
devoid of flaver™), Domino's completely reformulated its product and
launched its startlingly honest, highly successful Pizza Turnaround
campaign. Thanks to the research insights, says the CEQ,

totally

“Were a new Domino’s.”
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“Mass-produced, boring, bland pizza.”
and “Microwave pizza is far superior.”
One focus group participant concluded:
“It doesn’t feel like there’s much love in
Domino’s pizza.” “They weren’t poisoning

Didd we actually face our critics and reinvent our pizza from the crust up?

7 0H YES WE DID.

“The Pizza Turnaround” Documentary

Try the delicious __I'E&I.._Ilt of

people,” chuckles an analyst, “but taste was
[certainly a big] glitch on the radar.”

Rather than hiding from these stinging
results or waving them off, Domino’s exec-
utives fessed up to the problems and faced
them head on. “We had a focus group web-
cast to our team,” says a Domino’s market-
ing executive. “When somebody’s saying
something terrible about your pizza, you
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Domino’s began by completely re-
inventing its pizzas. It didn’t just make
improvements to the old product; it threw out the recipe and
started over. According to Domino’s chief marketing officer,
Russell Weiner, “We weren’t going to call it ‘new and improved’
and expect that to break through. We had to blow up the bridge.”

Domino’s chefs started from scratch with new crusts,
sauces, cheese, and other ingredients. The result was an en-
tirely new pizza that Domino’s boasts has a “garlic seasoned
crust with parsley, baked to a golden brown.” The new sauce
is “bright, spicy, and robust” with a “little bit of red pepper just
to tingle on your tongue.” And the new cheese is to die for—
mozzarella, shredded not diced, flavored with just a hint of
provolone. “We changed everything,” says a Domino’s product
development chef. “Now it tastes better.” Customers seem to
agree. Two months after the new pizza was introduced, some
1,800 random pizza consumers from eight U.S. markets did
a blind taste test. In head-to-head comparisons, consumers
picked Domino’s pizzas as tasting better than both Papa John's
and Pizza Hut by a wide margin.

To announce the changes and to turn around customer
opinions, Domino’s launched a daring $75 million “Pizza Turn-
around” promotion campaign. In the campaign, the research it-
self was the message. Self-depreciating TV commercials showed
real focus groups describing, in vivid detail, how dreadful the
pizza was. In the ads, Domino’s CEO Patrick Doyle admits that
he’s heard what customers had to say and has taken it to heart.
“There comes a time,” he acknowledges, “when you know
you've got to make a change.”

The startlingly honest campaign was fully integrated into the
brand’s Facebook and Twitter pages, where the company posted
all the bad along with the good and asked for continuing feed-
back. An online pizza tracker, allowing customers to follow their
order, added another layer of transparency. The entire turnaround
saga—from biting focus group footage to the shocked reactions
of Domino’s executives and efforts to reformulate the product—
was documented for all to see in a forthright four-and-a-half
minute behind-the-scenes documentary on the Web site www
.pizzaturnaround.com. The company even posted a stream of
customer comments—good, bad, or indifferent—on a 4,630-
square-foot billboard in New York City’s Times Square area.

bowl Satgrmaest '

The campaign was risky. When
Domino’s admitted in its ads that
its pizza was gross, some analysts
predicted that the approach would
be brand suicide. CEO Doyle ad-
mits that he had knots in his stom-
ach when the chain launched the
campaign. But Domino’s wanted
to shout out loud and clear: We've
heard you! Our pizza was lousy
but we fixed the recipe. “We had to
be open, honest, and transparent,”
says CMO Weiner.

As it turns out, the upfront approach worked. The trans-
parent ads and message grabbed consumer attention and
changed opinions. “The advertising itself scored off the charts,”
says Weiner. Since the Pizza Turnaround campaign began,
Domino’s has seen revenues increase by 21 percent and profits
increase by 31 percent, even as the pizza-delivery industry and
restaurants in general have struggled. The campaign earned
Domino’s “marketer of the year” honors from two major mar-
keting publications, Advertising Age and Brandweek, while also
landing Doyle at number 9 on Forbes” “most buzzed about
CEOs” list.

Domino’s continues to ask customers for feedback and uses
the insights to improve marketing decisions. It even set up a
Web site where diners can upload pictures of Domino’s food,
breaking one of the ultimate rules of fast-food advertising by
displaying real, untouched photos. And the brand remains ut-
terly serious about keeping customers satisfied. At the bottom
of its Web page, Domino’s also offers the following guarantee:
“If you are not completely satisfied with your Domino’s Pizza
experience, we will make it right or refund your money.”

The lesson for marketers is that talking to customers, hear-
ing what they have to say, and acting on the resulting insights
can pay big dividends. Marketing research and really listening to
customers, says Doyle, “dramatically changed our momentum,
and we can build on this going forward. We feel very good now
about our understanding of the brand. We're a new Domino’s.”’

When online and focus
group research showed
that pizza lovers thought
Domino’s pizza “tasted
like cardboard” (and
worse), the company
threw out the recipe and
reinvented its pizza from
the ground up. “Oh Yes
We Did.”

Dominoes Pizza, LLC
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Objective Outline

Objective 1 Explain the importance of information in gaining insights about the marketplace and
customers.

Marketing Information and Customer Insights (pp 124-125)

Objective 2 Define the marketing information system and discuss its parts.
Assessing Marketing Information Needs (pp 125-126)
Developing Marketing Information (pp 126-128)

Objective 3 Outline the steps in the marketing research process.

Marketing Research (pp 128-141)

Objective 4 Explain how companies analyze and use marketing information.

Analyzing and Using Marketing Information (pp 141-144)

Objective 5 Discuss the special issues some marketing researchers face, including public policy and
ethics issues.

Other Marketing Information Considerations (pp 144-148)

Objective 1 >

Explain the importance of
information in gaining insights
about the marketplace and
customers.

MyMarketinglLab™

& Improve Your Grade!

Over 10 million students improved their results using the Pearson MyLabs. Visit
www.mymbktlab.com for simulations, tutorials, and end-of-chapter problems.

AS the Dom | nO,S StOI’y highlights, good products and marketing pro-
grams 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.

Marketing Information
and Customer Insights

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 customer
insights come from good marketing information. Companies use these customer insights to
develop a competitive advantage.

For example, Apple wasn’t the first company to develop a digital music player. How-
ever, Apple’s research uncovered two key insights: people wanted personal music players
that let them take all of their music with them, and they wanted to be able to listen to it
unobtrusively. Based on these insights, Apple applied its design and usability magic to cre-
ate the phenomenally successful iPod. ® The iPod now captures a 78 percent share of the
global MP3 player market. Apple sold more than 45 million iPods last year alone, half of
them purchased by first-time buyers. “To put that in context,” says Apple CEO Tim Cook,
“it took Sony 30 years to sell just 230,000 Walkman cassette players.”?



@ 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 78 percent market share

and has spawned other Apple blockbusters such as the

iPhone and iPad.
Newscom

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 dedicated to
assessing information needs, developing
the needed information, and helping
decision makers to use the information
to generate and validate actionable
customer and market insights.

Objective 2 -»
Define the marketing information
system and discuss its parts.
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Although customer and market insights are important for building
customer value and relationships, these insights can be very difficult
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.

With the recent explosion of information technologies, companies
can now generate marketing information in great quantities. Moreover,
consumers themselves are now generating tons of marketing informa-
tion. Through e-mail, text messaging, blogging, Facebook, Twitter, and
other grassroots digital channels, consumers are now volunteering a
tidal wave of bottom-up information to companies and to each other.
Companies that tap into such information can gain rich, timely customer
insights at lower cost.

Far from lacking information, most marketing managers are over-
loaded with data and often overwhelmed by it. For example, when a
company such as Pepsi monitors online discussions about its brands by
searching key words in tweets, blogs, posts, and other sources, its servers
take in a stunning 6 million public conversations a day, more than 2 billion a year.> That’s
far more information than any manager can digest. Thus, marketers don’t need more infor-
mation; 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, Coca-Cola’s marketing
research group is headed by a vice president of marketing strategy and insights. And 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
observing 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
information to create customer value and stronger customer relationships. A marketing
information system (MIS) consists of people and procedures dedicated to assessing in-
formation needs, developing the needed information, and helping decision makers use the
information 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. 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 ana-
lyze and use the information to develop customer insights, make marketing decisions, and
manage customer relationships.

Assessing Marketing Information Needs

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 Retail Link 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. 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
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FIGURE | 4.1
The Marketing
Information System
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Internal databases

Electronic collections of consumer and
market information obtained from data
sources within the company network.

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 discus-
sions, they do not think to ask about them. The MIS must monitor the marketing environ-
ment to provide decision makers with information they should have to better understand
customers and make key marketing decisions.

Finally, the costs of obtaining, analyzing, storing, and delivering information can
quickly mount. The company must decide whether the value of insights gained from ad-
ditional information is worth the costs of providing it, and both value and cost are often
hard to assess.

Developing Marketing Information

Marketers can obtain the needed information from internal data, marketing intelligence, and
marketing research.

Many companies build extensive internal databases, electronic collections of consumer
and market information obtained from data sources within the company’s network. In-
formation in the database can come from many sources. The

marketing department furnishes information on customer char-
acteristics, sales transactions, and Web site visits. The customer
service department keeps records of customer satisfaction or
service problems. The accounting department provides detailed
records of sales, costs, and cash flows. Operations reports on
production, shipments, and inventories. The sales force reports
on reseller reactions and competitor activities, and marketing
channel partners provide data on point-of-sale transactions.
Harnessing such information can provide powerful customer
insights and competitive advantage.

For example, ® financial services provider USAA uses its
internal database to create an incredibly loyal customer base:®

USAA provides financial services to U.S. military personnel and

@ Internal data: Financial services provider USAA uses its their families, largely through direct marketing via the telephone
extensive database to tailor its services to the specific needs of and Internet. It maintains a huge customer database built from
individual customers, creating incredible loyalty. customer purchasing histories and information collected di-
Courtney Young rectly through customer surveys, transaction data, and browsing



Competitive marketing
intelligence

The systematic collection and analysis
of publicly available information

about consumers, competitors,

and developments in the marketing
environment.
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behavior at its online site. USAA uses the database to tailor direct marketing offers to the needs
of individual customers. For example, for customers looking toward retirement, it sends infor-
mation on estate planning. If the family has college-age children, USAA sends those children
information on how to manage their credit cards.

One delighted reporter, a USAA customer, recounts how USAA even helped him teach his
16-year-old daughter to drive. Just before her birthday, but before she received her driver’s li-
cense, USAA sent a “package of materials, backed by research, to help me teach my daughter
how to drive, help her practice, and help us find ways to agree on what constitutes safe driving
later on, when she gets her license.” What’s more, marvels the reporter, “USAA didn't try to sell
me a thing. My take-away: that USAA is investing in me for the long term.” Through such skillful
use of its database, USAA serves each customer uniquely, resulting in high customer satisfaction
and loyalty. USAA regularly pops up among the leaders in almost every publication’s list of
“Customer Service Champs,” highlighting its legendary customer service. More important, the
$19 billion company retains 98 percent of its customers.

Internal databases usually can be accessed more quickly and cheaply than other infor-
mation sources, but they also present some problems. Because internal information is often
collected for other purposes, it may be incomplete or in the wrong form for making market-
ing decisions. Data also ages quickly; keeping the database current requires a major effort.
Finally, managing the mountains of information that a large company produces requires
highly sophisticated equipment and techniques.

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 techniques
range from observing consumers firsthand to quizzing the company’s own employees,
benchmarking competitors’ products, researching the Internet, and monitoring Internet buzz.

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 personally with customers as they use and talk about the company’s
products. Other companies routinely monitor consumers’ online chatter. ® For example,
PepsiCo’s Gatorade brand has created an extensive control center to monitor brand-related
social media activity.®

The Gatorade Mission Control Center, deep
within the company’s Chicago headquarters,
serves as a nerve center in which Gatorade’s
four-member Mission Control team moni-
tors the brand in real-time across social me-
dia. Whenever someone mentions anything
related to Gatorade (including competitors,
Gatorade athletes, and sports-nutrition-
related topics) on Twitter, Facebook, a blog,
or in other social media, it pops up in various
visualizations and dashboards on one of six
big screens in Mission Control. Staffers also
monitor online ad and Web site traffic, pro-
ducing a consolidated picture of the brand’s
Internet image.

Gatorade uses what it sees and learns
at Mission Control to improve its products,
marketing, and interactions with customers.
For example, while monitoring its “Gatorade
Has Evolved” campaign, the team quickly
saw that a commercial featuring a song by
rap artist David Banner was being heavily
discussed in social media. Within 24 hours,
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@ Mission control: PepsiCo’s Gatorade brand has created an extensive control they had worked with Banner to put out a
center to monitor real-time brand-related social media activity. full-length version of the song and distribute

The Gatorade Company

it to Gatorade followers and fans on Twit-
ter and Facebook. In another case, the brand
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Objective 3 >

Outline the steps in the
marketing research process.

Marketing research

The systematic design, collection,
analysis, and reporting of data relevant to
a specific marketing situation facing an
organization.

knew to bulk up on production of its recovery drinks because of complaints they were selling out.
Beyond just monitoring social media conversations, the Mission Control team sometimes joins
them, as when staffers recently jumped into a Facebook conversation to answer a poster’s ques-
tions about where to buy products.

Many companies have even appointed chief listening officers, who are charged with
sifting through online customer conversations and passing along key insights to market-
ing decision makers. Dell created a position called Listening Czar two years ago. “Our
chief listener is critical to making sure that the right people in the organization are aware
of what the conversations on the Web are saying about us, so the relevant people in the
business can connect with customers,” says a Dell marketing executive.’

Companies also need to actively monitor competitors’ activities. Firms use competi-
tive marketing intelligence to gain early warnings of competitor moves and strategies,
new product launches, new or changing markets, and potential competitive strengths
and weaknesses. Much competitor intelligence can be collected from people inside the
company—executives, engineers and scientists, purchasing agents, and the sales force. The
company can also obtain important intelligence information from suppliers, resellers, and
key customers. It can monitor competitors” Web sites and use the Internet to search specific
competitor names, events, or trends and see what turns up. And tracking consumer conver-
sations about competing brands is often as revealing as tracking conversations about the
company’s own brands.

Intelligence seekers can also pour 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
services, such as Hoover’s, LexisNexis, and Dun & Bradstreet. Today’s marketers have
an almost 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. For example, Apple is obsessed with secrecy, and it passes that obsession along
to its employees. “At Apple everything is a secret,” says an insider. “Apple wants new
products to remain in stealth mode until their release dates.” Information leaks about new
products before they are introduced gives competition time to respond, raises customer
expectations, and can steal thunder and sales from current products. So Apple employees
are taught a “loose-lips-sink-ships” mentality: A T-shirt for sale in the company store reads,
“I visited the Apple campus, but that’s all I'm allowed to say.”®

The growing use of marketing intelligence also raises ethical issues. Some intelligence
gathering techniques may involve questionable ethics. Clearly, companies should take ad-
vantage of publicly available information. However, they should not stoop to snoop. With
all the legitimate intelligence sources now available, a company does not need to break the
law or accepted codes of ethics to get good intelligence.

Marketing Research

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. Yahoo! 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, 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 mar-
keting managers on marketing research projects. In addition, these companies—like
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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.

their smaller counterparts—frequently hire outside research specialists to consult with
management on specific marketing problems and to 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.

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 infor-
mation is needed, whereas 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 research process. The manager may know that something is wrong, without
knowing the specific 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
attitudes of consumers who buy the product. The objective of causal research is to test
hypotheses 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
tuition? 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 pro-
cess. 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.

Once researchers have defined the research problem and objectives, they 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
researchers will use to gather new data.

Research objectives must be translated into specific information needs. ® For example,
suppose that Red Bull wants to conduct research on how consumers would react to a pro-
posed new vitamin-enhanced water drink that would be available in several flavors and
sold under the Red Bull name. Red Bull currently dominates the worldwide energy drink
market with a more than 40 percent market share worldwide—it sold more than 4.6 billion
cans last year alone. And the brand recently introduced Red Bull Total Zero, an energy
drink for calorie-averse consumers.” A new line of enhanced waters—akin to Glacéau’s
vitaminwater—might help Red Bull leverage its strong brand position even further. The
proposed research might call for the following specific information:

¢ The demographic, economic, and lifestyle characteristics of current Red Bull custom-
ers. (Do current customers also consume enhanced-water products? Are such products
consistent with their lifestyles? Or would Red Bull need to target a new segment of
consumers?)

* The characteristics and usage patterns of the broader population of enhanced-water
users: What do they need and expect from such products, where do they buy them,



130 Part2 ‘ Understanding the Marketplace and Consumers

@ A decision by Red Bull to add a line of enhanced waters to its already successful
mix of energy drinks would call for marketing research that provides lots of specific
information.

Jarrod Weaton/Weaton Digital, Inc.

Secondary data

Information that already exists
somewhere, having been collected for
another purpose.

Primary data
Information collected for the specific
purpose at hand.

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.)

® Retailer reactions to the proposed new
product line: Would they stock and
support it? Where would they dis-
play 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 enhanced waters create new sales
or simply take sales away from cur-
rent Red Bull products? 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 or not to introduce the new prod-
uct and, if so, the best way to do it.

The research plan should be presented
in a written proposal. A written proposal is
especially important when the research project is large and complex or when an outside
firm carries it out. The proposal should cover the management problems addressed, the
research objectives, the information to be obtained, and how the results will help manage-
ment’s decision 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
exists somewhere, having been collected for another purpose. Primary data consist of in-
formation collected for the specific purpose at hand.

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.

Companies can buy secondary data from outside suppliers. For example, Nielsen sells
shopper insight data from a consumer panel of more than 250,000 households in 25 coun-
tries worldwide, with measures of trial and repeat purchasing, brand loyalty, and buyer
demographics. ® Experian Simmons carries out a full spectrum of consumer studies that
provide a comprehensive view of the American consumer. The US MONITOR service by
The Futures Company sells information on important social and lifestyle trends. These and
other firms supply high-quality data to suit a wide variety of marketing information needs."

Using commercial online databases, marketing researchers can conduct their own searches
of secondary data sources. General database services such as Dialog, ProQuest, and Lexis-
Nexis put an incredible wealth of information at the keyboards of marketing decision mak-
ers. Beyond commercial Web sites offering information for a fee, almost every industry
association, government agency, business publication, and news medium offers free infor-
mation to those tenacious enough to find their Web sites.

Internet search engines can also 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 more than 50,000 hits.
Still, well-structured, well-designed online 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
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Observational research
Gathering primary data by observing
relevant people, actions, and situations.

collect on its own—information that either is not directly available
or would be too expensive 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 those marketers can buy the InfoScan
service from SymphonyIRI Group, which provides this informa-
tion based on scanner and other data from 34,000 retail stores in
markets around the nation."

Secondary data can also present problems. Researchers can
rarely obtain all the data they need from secondary sources. For
example, Red Bull will not find existing information regarding
consumer reactions about a new enhanced-water line that it has
not yet placed on the market. Even when data can be found, the
information might not be very usable. The researcher must evalu-
ate secondary information carefully to make certain it is relevant
(fits the research project’s needs), accurate (reliably collected and
reported), current (up-to-date enough for current decisions), and
impartial (objectively collected and reported).

Secondary data provide a good starting point for research and of-
ten help to define research problems and objectives. In most cases,
however, the company must also collect primary data. ® Table 4.1
shows that designing a plan for primary data collection calls for a
number of decisions on research approaches, contact methods, the sam-
pling plan, and research instruments.

Research Approaches

Research approaches for gathering primary data include observa-
tions, surveys, and experiments. We discuss each one in turn.

Observational Research. Observational research involves
gathering primary data by observing relevant people, actions, and
situations. For example, Trader Joe’s might evaluate possible new
store locations by checking traffic patterns, neighborhood condi-
tions, and the locations of competing Whole Foods, Fresh Market,
and other retail chains.

Researchers often observe consumer behavior to glean customer
insights they can’t obtain by simply asking customers questions. For
instance, Fisher-Price has established an observation lab in which it

can observe the reactions little tots have 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.

@ Table 4.1 Planning Primary Data Collection

Research Contact Sampling Research
Approaches Methods Plan Instruments
Observation Mail Sampling unit Questionnaire

Survey Telephone Sample size Mechanical instruments
Experiment Personal Sampling procedure

Online
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Ethnographic research
A form of observational research that
involves sending trained observers to
watch and interact with consumers in
their “natural environments.”

@ Ethnographic research: To better understand the needs of the world’s poor, P&G sends
researchers trekking through the jungles of Brazil, the slums of India, and farming villages
in rural China to observe consumers in their “natural environments.” Here, they watch on and move about the Internet can
Chinese potato farmer Wei Xiao Yan wash her long black hair with great care using only provide useful insights into both on-

three cups of water.
Benjamin Lowy/Getty Images

Survey research

Gathering primary data by asking people
questions about their knowledge,
attitudes, preferences, and buying
behavior.

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 structured and formal research
approaches.

A wide range of companies now use ethnographic research. Ethnographic re-
search involves sending observers to watch and interact with consumers in their “natu-
ral environments.” The observers might be trained anthropologists and psychologists or
company researchers and managers. For example, P&G uses extensive ethnographic re-
search to gain deep insights into serving the world’s poor. Three years ago, P&G launched
the “$2-a-Day Project,” named for the average income of the people it targets worldwide.
The project sends ethnographic researchers trekking through the jungles of Brazil, the
slums of India, and farming villages in rural China seeking insights into the needs of very-
low-income consumers. ® As an example, P&G researchers recently spent time with poor
Chinese potato farmer Wei Xiao Yan, observing in detail as she washed her long black hair
using only three cups of water. Her family’s water supply is a precious commodity—it
comes from storing rainwater. P&G must find affordable and practical solutions that both
work in Wei’s harsh environment and also support her needs to feel attractive.'

Insights from P&G’s $2-a-Day
Program have already produced some
successful new products for emerg-
ing markets—such as a skin-sensitive
detergent for women who wash cloth-
ing by hand. In the works is a body
cleanser formulated to clean without
much water—it generates foam, which
can be easily wiped away, instead of
lather. Another product is a leave-in
hair conditioner that requires no wa-
ter at all. For underserved customers
like Wei Xiao Yan, P&G has learned, it
must develop products that are not just
effective and affordable but are also
aspirational.

Beyond conducting ethnographic
research in physical consumer en-
vironments, many companies now
routinely  conduct  Netnography
research—observing consumers in
a natural context on the Internet.
Observing people as they interact

line and offline buying motives and
behavior."”

Observational and ethnographic research often yield the kinds of details that just
don’t emerge from traditional research questionnaires or focus groups. Whereas tradi-
tional quantitative research approaches seek to test known hypotheses and obtain an-
swers to well-defined product or strategy questions, observational research can generate
fresh customer and market insights that people are unwilling or unable to provide. It
provides a window into customers’ unconscious actions and unexpressed needs and
feelings.

In contrast, however, some things simply cannot be observed, such as attitudes, mo-
tives, or private behavior. Long-term or infrequent behavior is also difficult to observe.
Finally, observations can be very difficult to interpret. Because of these limitations, research-
ers often use observation along with other data collection methods.

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



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.
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wants to know about people’s knowledge, attitudes, preferences, or buying behavior can
often 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 online.

However, survey research also presents some problems. Sometimes people are un-
able to answer survey questions because they cannot remember or have never thought
about what they do and why they do it. People may be unwilling to respond to un-
known 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.

Experimental Research. Whereas observation is best suited for exploratory research
and surveys for descriptive research, experimental research is best suited for gath-
ering causal information. Experiments involve selecting matched groups of subjects,
giving them different treatments, controlling unrelated factors, and checking for differ-
ences in group responses. 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 4.2
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
interviewer in person or over the phone. Also, no interviewer is involved to bias respon-
dents” answers.

® Table 4.2 | Strengths and Weaknesses of Contact Methods

Mail Telephone Personal Online
Flexibility Poor Good Excellent Good
Quantity of data that Good Fair Excellent Good
can be collected
Control of interviewer Excellent Fair Poor Fair
effects
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 |. Hawkins, Marketing Research: Measurement and Method, 7th ed.
(New York: Macmillan Publishing Company, 1993). Adapted with permission of the authors.
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Focus group interviewing

Personal interviewing that involves inviting
6 to 10 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.

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 who 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 dif-
ficult questions and, depending on the answers they receive, skip some questions or
probe on others. 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. Fi-
nally, in this age of do-not-call lists and promotion-harassed consumers, potential survey
respondents 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 in shopping malls. Such interviewing is flexible. Trained interviewers can guide inter-
views, 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 6 to 10 people to meet with a trained moderator
to talk about a product, service, or organization. Participants normally are paid a small sum
for attending. A moderator encourages free and easy discussion, hoping that group interac-
tions will bring out actual feelings and thoughts. At the same time, the moderator “focuses”
the discussion—hence the name focus group interviewing.

In traditional focus groups, researchers and marketers watch the focus group discus-
sions from behind a one-way mirror and record comments in writing or on video for later
study. Focus group researchers often use videoconferencing and Internet technology to con-
nect 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. In focus group settings, researchers not only hear consumer
ideas and opinions, they can also observe facial expressions, body movements, group
interplay, and conversational flows. However, focus group studies present some chal-
lenges. They usually employ small samples to keep time and costs down, and it may
be hard to generalize from the results. Moreover, consumers in focus groups are not
always open and honest about their real feelings, behavior, and intentions in front of
other people.

To overcome these problems, many researchers are tinkering with the focus group de-
sign. Some companies use immersion groups—small groups of consumers who interact di-
rectly and informally with product designers without a focus group moderator present.
Other researchers are changing the environments in which they conduct focus groups to
help consumers relax and elicit more authentic responses. ® For example, Lexus recently
hosted a series of “An Evening with Lexus” dinners with groups of customers in customers’
homes:'*

According to Lexus group vice president and general manager Mark Templin, the best way to
find out why luxury car buyers did or didn’t become Lexus owners is to dine with them—up
close and personal in their homes. At the first dinner, 16 owners of Lexus, Mercedes, BMW,
Audi, Land Rover, and other high-end cars traded their perceptions of the Lexus brand over a



® New focus group environments: Lexus USA general manager Mark Templin hosts . p , .
“An Evening with Lexus” dinners with luxury car buyers to figure out why they did or talking one-on-one,” says Lexus’s Templin.

didn’t become Lexus owners.

Courtesy of Lexus

Online marketing research
Collecting primary data online through
Internet surveys, online focus groups,
Web-based experiments, or tracking
consumers’ online behavior.
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sumptuous meal prepared by a famous chef
at a home in Beverly Hills. Templin gained
many actionable insights. For example, some
owners viewed Lexus vehicles as unexciting.
“Everyone had driven a Lexus at some point
and had a great experience,” he says. “But
the Lexus they [had] wasn’t as fun to drive
as the car they have now. It’s our challenge to
show that Lexus is more fun to drive today
than it was 15 years ago.” Templin was also
surprised to learn the extent to which the
grown children of luxury car buyers influ-
ence what car they purchase. Now, Templin
says, future Lexus marketing will also target
young adults who may not buy luxury cars
but who influence their parents’ decisions.

Individual and focus group interviews
can add a personal touch as opposed to
more numbers-oriented research. “We get
lots of research, and it tells us what we need
to run our business, but I get more out of

“It really comes to life when I hear people
say it.”

Online Marketing Research. The growth of the Internet has had a dramatic impact on
how marketing research is conducted. Increasingly, researchers are collecting primary data
through online marketing research: Internet surveys, online panels, experiments, and
online focus groups and brand communities.

Online research can take many forms. A company can use the Internet as a survey me-
dium: It can include a questionnaire on its Web site or use e-mail to invite people to answer
questions, create online panels that provide regular feedback, or conduct live discussions
or online focus groups. Researchers can also conduct online experiments. They can experi-
ment with different prices, headlines, or product features on different Web or mobile sites
or at different times to learn the relative effectiveness of their offers. They can set up virtual
shopping environments and use them to test new products and marketing programs. Or a
company can learn about the behavior of online customers by following their click streams
as they visit the online site and move to other sites.

The Internet is especially well suited to quantitative research—for example, conduct-
ing marketing surveys and collecting data. More than three-quarters of all Americans now
have access to the Internet, 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 Internet is quickly replacing mail and the telephone as the dominant data collection
methodology.

Internet-based survey research offers many 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 thou-
sands of respondents simultaneously via e-mail or by posting them on selected online sites.
Responses can be almost instantaneous, and because respondents themselves enter the infor-
mation, researchers can tabulate, review, and share research data as the information arrives.

Online research also usually costs much less than research conducted through mail,
phone, or personal interviews. Using the Internet eliminates most of the postage, phone, in-
terviewer, and data-handling costs associated with the other approaches. Moreover, sample
size has little impact on costs. Once the questionnaire is set up, there’s little difference in
cost between 10 respondents and 10,000 respondents on the Internet.

Its low cost puts online research well within the reach of almost any business, large
or small. In fact, with the Internet, what was once the domain of research experts is now
available to almost any would-be researcher. ® Even smaller, less sophisticated research-
ers can use online survey services such as Snap Surveys (www.snapsurveys.com) and
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Online Survey Software, Paper
Surveys, Mobile and Kiosk

Surveys, in any language

Research Services, Software and Training

Video Tour
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Online surveys Paper surveys

The complete online survey
solution - free web polls,
sophisticated survey software
option and research senvices.

accurate results, Deliver
professional cost effective
paper surveys.

Read more » Read more »

with eptional scanning for fast

SurveyMonkey (www.surveymonkey
.com) to create, publish, and distribute
their own custom surveys in minutes.
Internet-based surveys also tend
to be more interactive and engaging,
easier to complete, and less intrusive
than traditional phone or mail sur-
veys. As a result, they usually garner
higher response rates. The Internet is
an excellent medium for reaching the
hard-to-reach consumer—for exam-
ple, the often-elusive teen, single, af-
fluent, and well-educated audiences.
It's also good for reaching working
mothers and other people who lead
busy lives. Such people are well rep-
resented online, and they can respond
in their own space and at their own

Mobile surveys Solutions

Rlexible on-the-move mobile Healthcare
survey solutions for devices
Including IPad. smartphone.
Tablet PC and kiosk.

Government

Read more » profit

@ Online research: Thanks to survey services such as Snap Surveys, almost any business,
large or small, can create, publish, and distribute its own custom online or mobile surveys

in minutes.

Snap Surveys

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.

convenience.

Just as marketing researchers have
rushed to use the Internet for quantita-
tive surveys and data collection, they
are now also adopting qualitative Internet-based research approaches, such as online focus
groups, blogs, and social networks. The Internet can provide a fast, low-cost way to gain
qualitative customer insights.

A primary qualitative Internet-based research approach is online focus groups.
For example, online research firm FocusVision offer its InterVu service, which harnesses
the power of Web conferencing to conduct focus groups with participants at remote loca-
tions, anywhere in the world at any time. ® Using their own Webcams, InterVu partici-
pants can log on to focus sessions from their homes or offices and see, hear, and react to
each other in real-time, face-to-face discussions.'® Such focus groups can be conducted
in any language and viewed with simultaneous translation. They work well for bring-
ing together people from different parts of the country or world at low cost. Researchers
can view the sessions in real-time from just about anywhere, eliminating travel, lodging,

and facility costs. Finally, although

online focus groups require some ad-
vance scheduling, results are almost
immediate.

Although growing rapidly, both
quantitative and qualitative Internet-
based research 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.
Alternatively, many companies are
now developing their own custom so-
cial networks and using them to gain
customer inputs and insights. For ex-
ample, in addition to picking custom-
ers’ brains in face-to-face events such
as “An Evening with Lexus” dinners
in customers’ homes, Lexus has built
an extensive online research commu-

@ Online focus groups: FocusVision’s InterVu service lets focus group participants at
remote locations see, hear, and react to each other in real-time, face-to-face discussions.

FocusVision Worldwide, Inc.

nity called the Lexus Advisory Board,
which consists of 20,000 invitation-
only Lexus owners representing a wide



Sample

A segment of the population selected
for marketing research to represent the
population as a whole.
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range of demographics, psychographics, and model ownership. Lexus regularly surveys
the group to obtain input on everything from perceptions of the brand to customer relation-
ships with dealers."”

Thus, in recent years, the Internet has become an important tool for conducting re-
search and developing customer insights. But today’s marketing researchers are going even
further—well beyond structured online surveys, focus groups, and Internet communities.
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 Internet.

This might be as simple as scanning customer reviews and comments on the com-
pany’s brand site or on shopping sites such as Amazon.com or BestBuy.com. Or it might
mean using sophisticated online-analysis tools to deeply analyze mountains of consumer
comments and messages found in blogs or on social networking sites, such as Facebook
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 4.1.)

Sampling Plan

Marketing researchers usually draw conclusions about large groups of consumers by
studying a small sample of the total consumer population. A sample is a segment of the
population 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 sam-
pling 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 4.3 describes different kinds of samples. Using probability samples, each popu-
lation member has a known chance of being included in the sample, and research-
ers can calculate confidence limits for sampling error. But when probability sampling
costs too much or takes too much time, marketing researchers often take nonprobability

® Table 4.3 | Types of Samples

Probability Sample

Simple random sample

Stratified random sample

Cluster (area) sample

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 drawn from each group.

The population is divided into mutually exclusive groups (such as blocks), and the researcher draws
a sample of the groups to interview.

Convenience sample

Judgment sample

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
accurate information.

The researcher finds and interviews a prescribed number of people in each of several categories.
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Real Marketing | 4.1

Listening Online: Sophisticated Web
Research or Just a Little Bit Creepy?

Thanks to the burgeoning world of blogs,
social networks, and other Internet forums,
marketers now have near-real-time access
to a flood of online consumer information.
It’s all there for the digging—praise, criticism,
recommendations, actions—revealed in what
consumers are saying and doing as they ply
the Internet. Forward-looking marketers are
now mining valuable customer insights from
this rich new vein of unprompted, “bottom-
up” information.

Whereas traditional marketing research
provides more logical consumer responses
to structured and intrusive research ques-
tions, online listening provides the passion
and spontaneity of unsolicited consumer
opinions.

Listening online might involve something
as simple as scanning customer reviews on
the company’s brand site or on popular shop-
ping sites such as Amazon.com or BestBuy.
com. Such reviews are plentiful, address spe-
cific products, and provide unvarnished cus-
tomer reactions. If customers in the market for
a company’s brands are reading and reacting
to such reviews, so should the company’s
marketers.

At a deeper level, marketers now em-
ploy sophisticated Web-analysis tools to
listen in on and mine nuggets from the
churning mass of consumer comments and
conversations in blogs, news articles, online
forums, and social networking sites such as
Facebook or Twitter. But beyond monitoring
what customers are saying about them on-
line, companies are also watching what cus-
tomers are doing online. Marketers scrutinize
consumer Web-browsing behavior in precise
detail and use the resulting insights to per-
sonalize shopping experiences.

For example, based on her current and
past browsing behavior, a customer check-
ing out shoes at a favorite online apparel
site might also receive unsolicited “just for
you” suggestions for matching accessories
tailored to her specific needs and tastes.
Her online shopping experience might also
depend on other browsing behaviors. For in-
stance, more leisurely browsers—say, those

shopping from home and spending lots of
time on each screen—might see more vid-
eos, features, and product descriptions.
Those whose browsing behavior suggests
that they might be in a hurry—say, shopping
from work and clicking rapidly from screen to
screen—might see simpler pages and more
direct paths to checkout.

More broadly, information about what
consumers do while trolling the vast ex-
panse of the Internet—what searches they
make, the sites they visit, what music and
programming they consume, how they
shop, and 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 know your gender, your age,
the neighborhood you live in, what you are
saying on Facebook and Twitter, that you
like pickup trucks, and that you spent, say,
three hours and 43 seconds on a Web site
for pet lovers on a rainy day in January. All
that data streams through myriad computer
networks, where it’s sorted, cataloged, ana-
lyzed, and then used to deliver ads aimed
squarely at you, potentially
anywhere you travel on the
Internet. It's called behavioral
targeting—tracking consum-
ers’ online behavior and us-
ing it to target ads to them.
So, for example, if you place
a mobile phone in your Ama-
zon.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.

Al this is amazing
enough, but the newest
wave of Web analytics and
targeting takes online eaves-
dropping even further—from
behavioral targeting to so-
cial targeting. Whereas be-
havioral  targeting tracks

consumer movements across online sites,
social targeting also mines individual online
social connections and conversations. Re-
search shows that consumers shop a lot like
their friends and are five times more likely
to respond to ads from brands friends use.
Social targeting links customer data to so-
cial interaction data from social networking
sites.

So, instead of just having a Zappos.com
ad for running shoes pop up because you've
recently searched for running shoes (behav-
joral targeting), an ad for a specific pair of
running shoes pops up because a friend that
you're connected to via Twitter just bought
those shoes from Zappos.com last week
(social targeting). Social targeting can even
capture the dynamics of real-time conversa-
tions. For example, more than just targeting
24- to 26-year-old males who are both sports
fans and car enthusiasts, Chevrolet made its
ad message more relevant by targeting those
consumers while they are talking about foot-
ball on a mobile Twitter app during the Super
Bowl. When they checked the app, targeted
consumers saw an ad that prompted them
to check out Chevy’s Super Bowl video on
YouTube.

Online listening. Behavioral targeting.
Social targeting. All of these are great for
marketers as they work to mine customer
insights from the massive amounts of con-
sumer information swirling around the Inter-
net. The biggest question? You’ve probably

Marketers watch what consumers say and do online,
then use the resulting insights to personalize online
shopping experiences. Is it sophisticated Web research
or “just a little creepy”?

Andresr/Shutterstock.com



already guessed it. As marketers get more
adept at trolling blogs, social networks, and
other Internet domains, what happens to
consumer privacy? Yup, that’s the down-
side. At what point does sophisticated on-
line research cross the line into consumer
stalking?

Proponents claim that behavioral and
social targeting benefit more than abuse
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registry)—which would let people opt out
of having their actions monitored online—
while some Internet browsers have heeded
the concerns by adding “Do Not Track”
features.

Despite such concerns, however, on-
line listening will continue to grow and to get
smarter. And, with appropriate safeguards,
it promises benefits for both companies and

customers. Tapping into online conversa-
tions and behavior lets companies hear the
unprompted voice of customers, providing
valuable insights into real consumer feelings,
values, and brand perceptions. Companies
that can figure out how to tap online con-
sumer conversations in a meaningful way will
gain a substantial advantage over competitors
who turn a deaf ear.

consumers by feeding back ads and prod-
ucts that are more relevant to their inter-
ests. But to many consumers and public
advocates, following consumers online and
stalking them with ads feels more than just
a little creepy. Regulators and others are
stepping in. The FTC has recommended
the creation of a “Do Not Track” system
(the Internet equivalent to the “Do Not Call”

Sources: Adapted excerpts, quotes, and other information from Amit Avner, “How Social Targeting Can Lead to
Discovery,” Adotas, February 7, 2012, www.adotas.com/2012/02/how-social-targeting-can-lead-to-discovery/;
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. 110; Elizabeth A. Sullivan, “10 Minutes with Kristin Bush,” Marketing News, September 30, 2009,
pp. 26-28; and Edward Wyatt and Tanzina Vega, “Conflict over How Open ‘Do Not Track’ Talks Will Be,” New York
Times, March 30, 2012, p. B3.

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.

Research Instruments

In collecting primary data, marketing researchers have a choice of two main research instru-
ments: questionnaires 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
respondents’ 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
certain way. Closed-end questions, on the other hand, provide answers that are easier to
interpret 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 or-
der. 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 in-
strument, researchers also use mechanical instruments to monitor consumer behavior.
Nielsen Media Research attaches people meters to television sets, cable boxes, and satellite
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@ Time Warner’s Medialab uses high-tech observation to capture the changing ways that
today’s viewers are using and reacting to television and Web content.

© Time Warner 2012, photograph by Henrik Olund.
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systems in selected homes to record who watches which programs. Retailers likewise use
checkout scanners to record shoppers” purchases. Other mechanical devices measure sub-
jects’ physical responses to marketing offerings. ® Consider this example:'’

Time Warner’s new Medialab at its New York headquarters looks more like a chic consumer elec-
tronics store than a research lab. But the lab employs a nifty collection of high-tech observation
techniques to capture the changing ways that today’s viewers are using and reacting to television
and Web content. The MediaLab uses
biometric measures to analyze every
show subjects watch, every site they
visit, and every commercial they skip.
Meanwhile, mechanical devices assess
viewer engagement via physiological
measures of skin temperature, heart
rate, and facial and eye movements.
Observers behind two-way mirrors or
using cameras that peer over each sub-
ject’s shoulder make real-time assess-
ments of Web browsing behavior. In
all, the deep consumer insights gained
from MediaLab observations are help-
ing Time Warner prepare for market-
ing in today’s rapidly changing digital
media landscape.

Still other researchers are applying
neuromarketing, measuring brain activ-
ity to learn how consumers feel and re-
spond. Marketing scientists using MRI
scans and EEG devices have learned
that tracking brain electrical activity
and blood flow can provide companies
with insights into what turns consum-
ers on and off regarding their brands
and marketing. “Companies have always aimed for the customer’s heart, but the head may
make a better target,” suggests one neuromarketer. “Neuromarketing is reaching consum-
ers where the action is: the brain.”*

Companies ranging from PepsiCo and Disney to Google and Microsoft now hire neu-
romarketing research companies such as Sands Research, NeuroFocus, and EmSense to
help figure out what people are really thinking. For example, PepsiCo’s Frito-Lay worked
with NeuroFocus to assess consumer motivations underlying the success of its Cheetos
snack brand. After scanning the brains of carefully chosen consumers, NeuroFocus learned
that part of what makes Cheetos a junk-food staple is the messy orange cheese dust—that’s
right, the neon stuff that gloms onto your fingers and then smears on your shirt or the
couch cushions. As it turns out, the icky coating triggers a powerful brain response: a sense
of “giddy subversion” that make the messiness more than worth the trouble it causes. Us-
ing this finding, Frito-Lay successfully framed an entire advertising campaign around the
mess Cheetos makes. For its part, NeuroFocus won an award for outstanding advertising
research.”!

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 collect-
ing, processing, and analyzing the information. Data collection can be carried out by the
company’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 of
interacting with respondents, with the quality of participants’” responses, and with inter-
viewers who make mistakes or take shortcuts.
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Explain how companies analyze
and use marketing information.

Customer relationship
management (CRM)

Managing detailed information about
individual customers and carefully
managing customer touch points to
maximize customer loyalty.
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Researchers must also process and analyze the collected data to isolate important
information 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.

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
insights that are useful in the major decisions faced by management.

However, interpretation should not be left only to researchers. Although they are often
experts in research design and statistics, the marketing manager knows more about the
problem 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 bi-
ased. 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
different ways, and discussions between researchers and managers will help point to the
best interpretations. Thus, managers and researchers must work together closely when in-
terpreting research results, and both must share responsibility for the research process and
resulting decisions.

Analyzing and Using Marketing Information

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 applica-
tion 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
analyzing and using marketing information.

The question of how best to analyze and use individual customer data presents special
problems. Most companies are awash in information about their customers. In fact, smart
companies capture information at every possible customer touch point. These touch points
include customer purchases, sales force contacts, service and support calls, online site vis-
its, satisfaction surveys, credit and payment interactions, market research studies—every
contact 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 consists of sophisticated software and analytical tools from companies such as
Oracle, Microsoft, Salesforce.com, and SAS that integrate customer information 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 elec-
tronic 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 to 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.
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() Through its MyMacy’s program, Macy’s digs deeply into

These findings often lead to marketing opportunities. For example, Macy’s digs deeply
into customer data and uses the insights gained to personalize its customers’ shopping
experiences:

Seventy percent of Americans visit a Macy’s store or its Web site at least once a year. “We don’t
need more customers—we need the customers we have to spend more time with us,” says Macy’s
chief marketing officer. To that end, Macy’s has assembled a huge database of 30 million house-
holds, containing reams of data on individual households, including in-store and online pur-
chases, style preferences and personal motivations, and even browsing
patterns at Macy’s Web sites. ® As part of its MyMacy’s program,
the retailer deeply analyzes the data and uses the resulting insights to
hyper-personalize each customer’s experience. “With a business this
size, the data they have on their customers is mind-boggling,” says an
analyst. “They’re [the ultimate in] one-to-one marketing.”

For example, Macy’s now sends out up to 500,000 unique versions
of a single direct mail catalogue. “My book might look very different
from [someone else’s],” says the Macy’s CMO. “I'm not such a great
homemaker, but I am a cosmetic, shoe, and jewelry person, so what you
might see in my book would be all of those categories.” Similarly, in
the digital space, under its “Intelligent Display” initiative, Macy’s can
track what customers browse on the company Web site, then have a
relevant display ad appear as they are browsing on another site. Future
MyMacy’s actions will include e-mail, mobile, and Web site customiza-
tions. The ultimate goal of the massive database effort, says the CMO, is
to “put the customer at the center of all decisions.”*

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 pinpoint high-value

its huge customer database and uses the resulting insights customers, target them more effectively, cross-sell the company’s
to hyper-personalize its customers’ shopping experiences. products, and create offers tailored to specific customer require-

“Happy Birthday, Keri!”
Photo courtesy of Gary Armstrong

ments. For example, telecommunications company Vodafone uses
its CRM system to develop loyalty programs and improve services in order to keep increas-
ingly demanding customers happy (see Real Marketing 4.2).

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 profit-
able customer relationships. Companies can’t improve customer relationships by simply
installing some new software. Instead, marketers should start with the fundamentals of
managing customer relationships and then employ high-tech solutions. They should focus
first on the R—it’s the relationship that CRM is all about.

Marketing information has no value until it is used to gain customer insights and make
better marketing decisions. Thus, the marketing information system must make the infor-
mation 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-
tomer may want a summary of the account’s sales and profitability over the past year. Or a
brand manager may want to get a sense of the amount of online buzz surrounding the launch
of a recent advertising campaign. These days, therefore, information distribution involves
entering information into databases and making it available in a timely, user-friendly way:.

Many firms use company intranet and internal CRM systems to facilitate this process.
These systems provide ready access to research and intelligence information, customer con-
tact information, reports, shared work documents, and more. For example, the CRM system
at phone and online gift retailer 1-800-Flowers gives customer-facing employees real-time
access to customer information. When a repeat customer calls, the system immediately pulls
up data on previous transactions and other contacts, helping reps make the customer’s ex-
perience easier and more relevant. For instance, “If a customer usually buys tulips for his
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Chapter 4

4.2

Vodafone: Strong Customer Relationship

Management

Vodafone is one of the leading telecommuni-
cations companies in the world. It operates in
more than 30 countries and has partner net-
works in another 40 countries. It was founded
in 1983 as Racal Telecom, then demerged from
its parent company in 1991 and was named
Vodafone. The company prides itself on its rep-
utation for their unique customer experience,
and ensures that this remains in place through-
out the different customer touch points.

CRM applications are common in the
telecom industry, an industry that is fiercely
competing for recruiting, maintaining and
retaining valuable customers by offering a
unigue customer experience. Telecom com-
panies deal with a large volume of information
about customers profiles, behaviors and pro-
motions. Vodafone heavily depends on CRM
systems in developing their unique customer
experience. The purpose of adopting CRM is
to assess the needs of its customers and en-
sure a memorable customer experience.

Vodafone segments its consumers based
on their nature and whether their services are
for personal or business use. Based on this in-
formation, Vodafone is able to provide a differ-
ent product to better suit each segment and
ensure that customers receive the quality they
desire. Its customer relationship management
(CRM) program aims to position Vodafone as
a market leader, which provides great value
to customers through clever targeting, and
effective integration of the program into their
products and services.

Vodafone acknowledges that customers
are increasingly more demanding and have
access to far more information and alterna-
tives; therefore, it is harder than it used to
be to win new customers as well as to retain
existing ones. Customer relationship manage-
ment is the tool Vodafone uses to understand
and satisfy its customers’ needs, and to build
a reputation to gain potential customers. In or-
der to achieve commercial success, the orga-
nization offers its customers solutions to meet
their needs, which leads them to increase
stronger relationships with customer and to
achieve new levels of profitability.

In order to achieve the best customer ex-
perience, Vodafone depends on information
from a variety of sources including; customer

demographic information and customer pur-
chase. Demographic information is collected
from the customer when they first subscribe
to the service. Vodafone are also interested
to know about their customers interests. This
helps them tailor their messages to the interests
of their customers. Customer behavior infor-
mation is collected from the “smart” networks.
This information is useful to understand the be-
havioral patterns of the customers. Customer
inquiries whether by phone or internet are also
recorded to minimize customer complaints and
solve customer problems. This information is
integrated into one holistic system that is useful
for enhancing the customer experience.
Vodafone aims to create a consistent
customer experience across all touch points
whether in the retail shop, online services and call
centers. Whenever a Vodafone customer visits a
shop, visits their online account or makes a call
to the customer contact center this information
is recorded. All this information helps in enhanc-
ing the customer experience and ensures a
more personalized customer relationship.
Vodafone believes in a holistic view of
the customer across all touch points. This en-
ables Vodafone to offer personalized offerings
for its customers. This is based on analyzing
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the behavior of each customer and targeting
promotions and offers that matter for each
customer. This makes Vodafone have a pro-
active approach to customer needs.
Vodafone’s CRM systems contain in-
depth information about customers that help
in segmenting its customers based on various
variables such as: usage behavior, purpose,
and location. This information is collected
from the telecommunications network, bill-
ing systems, as well as customer contact
centers. These all become integral parts of
the CRM system. They are key in enabling a
unique customer experience. This information
is then used to better serve the diverse needs
of their customers. Based on their CRM sys-
tems, they are able to provide a different prod-
uct to better suit their segments and ensure
that they receive the quality that they desire.
Integration of CRM systems with exist-
ing systems is what makes CRM applications
challenging to adapt. Most telecom companies
have a variety of systems such as: technical
systems, biling systems, customer contact
systems, and data warehouse systems all
which work on different platforms. However,
CRM requires integrating all these platforms into
one platform. What differentiates Vodafone from
other telecom operators is that all users whether
employees, retailers or others use one system.
This offers a unique customer experience where
information is placed in one location. This helps
in facilitating a unique customer experience.
Vodafone creates an environment of “trust,
cooperation and mutual respect” for its custom-
ers in order to implement its vision. It does this

Vodafone maintains a vast customer database and uses its CRM system to
improve its customer service, and to manage day-to-day relationships with

customers through loyalty programs.
Tupungato/Shutterstock.com
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by involving its consumers as though they are
co-innovators and allowing them the opportu-
nity to provide input in any form to better their
mobile communications services. It prioritizes its
customer service to better its relationship with
customers and further its market share and suc-
cess. Vodafone’s diverse package options and
low costs differentiate the company and provide
added value, and through extensive customer
research, it builds on these packages to fulfil
customer desires. Loyalty programs both attract
new customers and help to retain existing cus-
tomers. Loyalty points are awarded to provide
customer discounts for those who remain with

as expands its available products with new
credit or line options. Its CRM solutions have
enabled employees to improve customer ser-
vice, increase productivity and maximize rev-
enues. The automation of the workflow of the
CRM solutions has allowed the company to
manage all customer calls both efficiently and
professionally, wherein sales agents are auto-
matically connected to customers and pros-
pects based on product and service expertise,
named account, availability and geography.
Employees are also able to check progress
reports on customer requests to inform them
and keep them updated.

In all, Vodafone has proven that by having
one place of customer information and using this
information is crucial for their customer’s experi-
ence. Customer information and analysis is key
for keeping customers happy and loyal. By utiliz-
ing a CRM strategy that allows interaction and
a close relationship with customers, Vodafone
lives up to its high standards and reputation,
and exhausts all possible tools to do so. With
customers kept happy by having their needs ful-
filed, and with the company up to date on any
changes in their interests, Vodafone remains at
the top of the industry with constant innovations
1o help attract even more potential consumers.

Vodafone the longest, and those who spend
the most. Valuable rewards are offered, such as
new cell phones, for those who can accumulate
points, which not only allows Vodafone'’s sales
to increase, but also keeps consumers happy
by giving them something extra in return.
Vodafone’s loyalty programs are key to
maintaining a sustainable customer experi-
ence. The company constantly innovates in
order to obtain customer loyalty—for exam-
ple, the “Vodafone One” program—as well

Sources: Based on information from Farhan Khan, “Positioning of Vodafone and Analysis,” Scribd, August 14, 2010,
www.scribd.com/doc/35872759/Positioning-of-Vodafone-and-Analysis; Vodafone, “Our Policies, Processes and
Tools,” www.vodafone.com/content/index/about/about_us/suppliers/our_policies_processes_and_tools.html, accessed
November 18, 2012; Leha Pathrudu and Yeole Rashimi, “Vodafone CRM,” SlideShare, October 5, 2012, www
.slideshare.net/lehastreasure/vodafone-crm; Vodafone Egypt, “Privacy Policy of Vodafone Egypt,” n.d., www.vodafone
.com.eg/vodafoneportalWeb/en/P5800133251299055610945, accessed November 18, 2012; Anand Tuteja, Ankuj
Chaudhury, Sunil Albal, Nandita Katiyar, Raswider Singh, Rupal Nimbhorkar, and Shoumen Choudhury, “CRM Sys-
tem in Vodafone,” Scribd, March 2, 2012, www.scribd.com/doc/27698738/CRM-System-in-Vodafone; “Vodafone
Kills Two Birds with One Customer Loyalty Program,” Pyramid Points, August 20, 2009, www.pyramidresearch
.com/points/item/090820.htm; and “Brand Positioning—Airtel and Vodafone,” Study Mode, October 2010, www
.studymode.com/essays/Brand-Positioning-Airtel-And-Vodafone-451672.html.

wife, we [talk about] our newest and best tulip selec-
tions,” says the company’s vice president of customer
knowledge management. “No one else in the business
is able to connect customer information with real-time
transaction data the way we can.”*

In addition, companies are increasingly allowing
key customers and value-network members to access
account, product, and other data on demand through
extranets. Suppliers, customers, resellers, and select
other network members may access a company’s ex-
tranet to update their accounts, arrange purchases,
and check orders against inventories to improve cus-
tomer service. @ For example, Penske Truck Leas-
ing’s extranet site, MyFleetAtPenske.com, lets Penske
business customers access all the data about their
fleets in one spot and provides an array of tools and
applications designed to help fleet managers manage
their Penske accounts and maximize efficiency.”

Thanks to modern technology, today’s market-
ing managers can gain direct access to a company’s
information system at any time and from virtually
anywhere. They can tap into the system from a home
office, hotel room, or the local Starbucks—anyplace
they can connect on a laptop or smartphone. Such systems allow managers to get the infor-
mation they need directly and quickly and tailor it to their own needs.

Does Your Business Depend on Key Fleet Information?
We offer a one-stop online flest management salution.

CIG00E] ]

@ 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.

Penske Truck Leasing

Objective 5 -»

Discuss the special issues some
marketing researchers face,
including public policy and ethics
issues.

Other Marketing Information Considerations

This section discusses marketing information in two special contexts: marketing research in
small businesses and nonprofit organizations and international marketing research. Then,
we look at public policy and ethics issues in marketing research.
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Marketing Research in Small Businesses
andNonprofit Organizations

Just like larger firms, small organizations need market information and the customer in-
sights that it can provide. Managers of small businesses and nonprofit organizations 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 small
businesses. However, many of the marketing research techniques discussed in this chapter
also can be used by smaller organizations in a less formal manner and at little or no expense.
® Consider how one small-business owner conducted market research on a shoestring be-
fore even opening his doors:*

After a string of bad experiences with his 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 li-
brary and online, researching the dry-cleaning
industry. To get input from potential custom-
ers, 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 mem-
bers 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 conve-
nience. 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.

L

@ Before opening Bibbentuckers dry cleaner, owner Robert Byerly conducted
research to gain insights into what customers wanted. First on the list: quality.

Bibbentuckers

Thus, small businesses and not-for-profit organizations can obtain good marketing
insights through observation or informal surveys using small convenience samples. Also,
many associations, local media, and government agencies provide special help to small
organizations. 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
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
informal 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
questions in advance, recognize the biases introduced by smaller samples and less skilled
researchers, and conduct the research systematically.?
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HOW MANY COUNTRIES
DOES IT TAKE TO BE THE
WORLD'S LEADING GLOBAL
INFOR MATION COMPANY?

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 international researcher may have
a difficult time finding good secondary data. Whereas U.S. marketing
researchers can obtain reliable secondary data from dozens of domestic
research services, many countries have almost no research services at
all. Some of the largest international research services operate in many
countries. ® For example, The Nielsen Company (the world’s largest
marketing research company) has offices in more than 100 countries,
from Schaumburg, Illinois, to Hong Kong to Nicosia, Cyprus. How-
ever, most research firms operate in only a relative handful of coun-
tries.”” Thus, even when secondary information is available, it usually
must be obtained from many different sources on a country-by-country
basis, making the information difficult to combine or compare.

Because of the scarcity of good secondary data, international
researchers often must collect their own primary data. However,
obtaining primary data may be no easy task. For example, it can be
difficult simply to develop good samples. U.S. researchers can use
current telephone directories, e-mail lists, census tract data, and
any of several sources of socioeconomic data to construct samples.
However, such information is largely lacking in many countries.

Once the sample is drawn, the U.S. researcher usually can reach
most respondents easily by telephone, by mail, online, or in person.
However, reaching respondents is often not so easy in other parts of
the world. Researchers in 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 people have computers, let alone Internet access. For example,

® Some of the largest research services firms have large whereas there are 79 Internet users per 100 people in the United States,

international organizations. Nielsen has offices in more than

100 countries.

Copyrighted information of The Nielsen Company, licensed for use herein.

there are only 31 Internet users per 100 people in Mexico. In Libya, the
number drops to 6 Internet users per 100 people. In some countries,
the postal system is notoriously unreliable. In Brazil, for instance, an
estimated 30 percent of the mail is never delivered; in Russia, mail delivery can take several
weeks. In many developing countries, poor roads and transportation systems make certain ar-
eas 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
researched. 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. Even within a
given country, language can be a problem. For example, in India, English is the language of
business, but consumers may use any of 14 “first languages” with many additional dialects.

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
English 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 research.
People in one country may be very willing to respond; in other countries, nonresponse 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 personal. For ex-
ample, 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.
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Despite these problems, as global marketing grows, global companies have little choice
but to conduct these types of international marketing research. Although the costs and prob-
lems associated 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.

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
information about customers. Or they fear that researchers might use sophisticated tech-
niques to probe our deepest feelings, peek over our shoulders as we shop, or track us as we
browse and interact on the Internet and then use this knowledge to manipulate our buying.

There are no easy answers when it comes to marketing research and privacy. For ex-
ample, is it a good or bad thing that marketers track and analyze consumers’ online clicks
and target ads to individuals based on their browsing and social networking behavior? Sim-
ilarly, should we applaud or resent companies that monitor consumer discussions on You-
Tube, Facebook, Twitter, or other public social networks in an effort to be more responsive?

For example, Dunkin” Donuts regularly eavesdrops on consumer online conversations
as an important input to its customer relationship-building efforts. Take the case of customer
Jeff Lerner, who tweeted last summer about a loose lid that popped off his Dunkin’ Donuts
drive-through coffee and soaked his white shirt and new car. Within minutes, Dunkin” picked
up Lerner’s tweet, sent him a direct message asking for his phone number, called him to apolo-
gize, and sent him a $10 gift card. Lerner found Dunkin’s actions laudable. “This is social
media. This is listening. This is engagement,” he stated in a later blog post. However, some dis-
concerted consumers might see Dunkin’s Twitter monitoring as an invasion of their privacy.*

Increasing consumer privacy concerns have become a major problem for the marketing
research industry. Companies face the challenge of unearthing valuable but potentially sen-
sitive consumer data while also maintaining consumer trust. At the same time, consumers
wrestle with the trade-offs between personalization and privacy. “The debate over online
[privacy] stems from a marketing paradox,” says a privacy expert. “Internet shoppers want
to receive personalized, timely offers based on their wants and needs but they resent that
companies track their online purchase and browsing histories.” The key question: “Where
is the line between questionable and acceptable customer data gathering activities?”*! Fail-
ure to address such privacy issues could result in angry, less cooperative consumers and
increased government intervention.

The marketing research industry is considering several options for responding to in-
trusion and privacy issues. One example is the Marketing Research Association’s “Your
Opinion Counts” and “Respondent Bill of Rights” initiatives to educate consumers about
the benefits of marketing 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 Re-
search Practice. This code outlines researchers’ responsibilities to respondents and the gen-
eral public. For example, it urges that researchers make their names and addresses available
to participants and be open about the data they are collecting.*

Most major companies—including Facebook, Microsoft, IBM, Citigroup, American Ex-
press, and even the U.S. government—have now appointed a chief privacy officer (CPO),
whose job is to safeguard the privacy of consumers who do business with the company. 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. The best approach is for researchers to ask only for the information
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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, however, many research studies appear
to be little more than vehicles for pitching the sponsor’s products. In
fact, in some cases, research surveys appear to have been designed just
, to produce the intended effect. Few advertisers openly rig their research
c\mwa“ ﬁt&? o S _ designs or b}latantly misrepresen.t the findingsfmost abuse:3 tend to be
mtanﬂ“e“eg more subtle “stretches.” ® Consider the following example:

i Based on a scientific study, the Kellogg Company proclaimed 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 fol-
lowing: “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 percent better
than starving.” Moreover, according to the FTC complaint, the clinical study
referred to by Kellogg actually showed that children who ate the cereal for
breakfast averaged just under 11 percent better in attentiveness than children
who ate no breakfast, and that only about one in nine improved by 20 per-
cent or more. Kellogg 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 Organiza-
tions (CASRO)—have developed codes of research ethics and standards
of conduct. For example, the CASRO Code of Standards and Ethics for
Survey Research outlines researcher responsibilities to respondents, in-
cluding confidentiality, privacy, and avoidance of harassment. It also out-
lines major responsibilities in reporting results to clients and the public.*

In the end, however, unethical or inappropriate actions cannot sim-

@ Misuse of research findings: The Federal Trade
Commission recently challenged research-based
advertising and packaging claims that Kellogg’s Frosted

Mini-Wheats were “clinically shown to improve kids’ ply be regulated away. Each company must accept responsibility for po-
attentiveness by nearly 20%.” licing the conduct and reporting of its own marketing research to protect
Eric Meyerson/Rangelife consumers’ best interests and its own.

Reviewing the Concepts

MyMarketingLab™

Go to www.mymktlab.com to complete the problems marked with this icon a

Reviewing Objectives and Key Terms

) Objectives Review

To create value for customers and build meaningful relation- marketing technology, companies can now obtain great quanti-
ships with them, marketers must first gain fresh, deep insights ties of information, sometimes even too much. The challenge is
into what customers need and want. Such insights come from to transform today’s vast volume of consumer information into

good marketing information. As a result of the recent explosion of actionable customer and market insights.
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Explain the importance of
information in gaining insights
about the marketplace and customers. (pp 124-125)

Objective 1

The marketing process starts with a complete understanding
of the marketplace and consumer needs and wants. Thus, the
company needs sound information to produce superior value and
satisfaction for its customers. The company also requires infor-
mation on competitors, resellers, and other actors and forces in
the marketplace. Increasingly, marketers are viewing information
not only as an input for making better decisions but also as an
important strategic asset and marketing tool.

Define the marketing
information system and
discuss its parts. (pp 125-128)

Objective 2

The marketing information system (MIS) consists of people
and procedures for assessing information needs, developing
the needed information, and helping decision makers use the
information 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 de-
velops information from internal databases, marketing intelligence
activities, and marketing research. Internal databases provide in-
formation on the company’s own operations and departments.
Such data can be obtained quickly and cheaply but often need
to be adapted for marketing decisions. Marketing intelligence ac-
tivities supply everyday information about developments in the
external marketing environment. Market research consists of col-
lecting information relevant to a specific marketing problem faced
by the company. Last, the MIS helps users analyze and use the
information to develop customer insights, make marketing deci-
sions, and manage customer relationships.

Outline the steps in the

Objective 3 .
marketing research process.

(pp 128-141)

The first step in the marketing research process involves defin-
ing the problem and setting the research objectives, which may
be exploratory, 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 imple-
menting the marketing research plan by gathering, processing,
and analyzing the information. The fourth step consists of inter-
preting and reporting the fihdings. Additional information analysis
helps marketing managers apply the information and provides

D Key Terms

Objective 1 Objective 2

Customer insights (p 125)
Marketing information system
(MIS) (p 125)

Internal databases (p 126)
Competitive marketing intelligence (p 127)
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them with sophisticated 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 vyield information that
a company cannot collect by itself. However, needed informa-
tion might not exist in secondary sources. Researchers must
also evaluate 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. Similarly,
each of the various research contact methods—mail, telephone, per-
sonal interview, and online—has its own advantages and drawbacks.

Explain how companies
analyze and use marketing
information. (pp 141-144)

Objective 4

Information gathered in internal databases and through marketing
intelligence and marketing research usually requires more analysis.
To analyze individual customer data, many companies have now
acquired or developed special software and analysis techniques—
called customer relationship management (CRM)—that integrate,
analyze, and apply the mountains of individual customer data con-
tained in their databases.

Marketing information has no value until it is used to make
better marketing decisions. Thus, the MIS must make the infor-
mation available to managers and others who make marketing
decisions or deal with customers. In some cases, this means
providing regular reports and updates; in other cases, it means
making nonroutine 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
information at any time and from virtually any location.

Discuss the special issues
some marketing researchers
face, including public policy and ethics issues.
(pp 144-148)

Objective 5

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 bud-
gets. International marketing researchers follow the same steps as
domestic researchers but often face more and different problems. All
organizations need to act responsibly concerning major public policy
and ethical issues surrounding marketing research, including issues
of intrusions on consumer privacy and misuse of research findings.

Objective 3

Marketing research (p 128)
Exploratory research (p 129)
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Objective 3 (cont)
Descriptive research (p 129)
Causal research (p 129)
Secondary data (p 130)
Primary data (p 130)
Observational research (p 131)
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Ethnographic research (p 132)
Survey research (p 133)
Experimental research (p 133)
Focus group interviewing (p 134)
Online marketing research (p 135)

Online focus groups (p 136)
Sample (p 137)
Objective 4

Customer relationship management
(CRM) (p 141)

Discussion and Critical Thinking

) Discussion Questions

1. What is a marketing information system, and how is it used to
create customer insights? (AACSB: Communication)

2. Explain how marketing intelligence differs from marketing re-
search. (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 it? (AACSB: Communication)

) Critical Thinking Exercises

1. In a small group, identify a problem faced by a local business
or charitable organization and propose a research project
addressing that problem. Develop a research proposal that
implements each step of the marketing research process. Dis-
cuss how the research results will help the business or organi-
zation. (AACSB: Communication; Reflective Thinking)

2. Want to earn a little extra cash? Businesses that use focus
groups and surveys to make better marketing decisions might

& 4. What are the advantages of Internet-based survey research

over traditional survey research? (AACSB: Communication)

5. What is neuromarketing, and how is it useful in marketing re-
search? Why is this research approach usually used with other
approaches? (AACSB: Communication)

pay for your participation. Visit www.FindFocusGroups.com
and review the opportunities available for research participa-
tion. Find two more Web sites that recruit research participants.
Write a brief report of what you found and discuss the pros and
cons to companies of recruiting research participants this way.
(AACSB: Communication; Use of IT; Reflective Thinking)

Applications and Cases

D Marketing Technology EWA Bespoke Communications

In 1996, Marks & Spencer (M&S), the venerable British retailer,
launched “lunchtogo” —an online corporate catering service (see
www.lunchtogo-e.com/). But M&S found it difficult to develop
long-term relationships with corporate customers due to high
personnel turnover within customer organizations, so it turned
to EWA Bespoke Communications, a company that uses data
mining to “tell you more about your customers.” EWA used “pro-
pensity modeling” to develop a “critical lag” formula that identi-
fied customers whose last order fell outside of their expected

behavior. EWA then developed an automated system to send
communications to customers who did not reorder within the
maximum allowed order lag determined by the formula. Whereas
most customers received e-mails, the system flagged M&S’s
best corporate catering customers who should receive more
personalized phone calls because of their value and impor-
tance. EWA also implemented information systems to improve
the company’s service. Knowing more about its customers paid
off —within a short period of time, the EWA system generated
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more than £1 million, tripling the operation’s revenues, and de-
livered an almost perfect order-accuracy rate.

1. Visit EWA Bespoke Communications at www.ewa.ltd.uk/
to learn more about its Customer Insight services and the
types of analyses performed by this company. What is pro-
pensity modeling? Review other case studies from this Web
site and write a brief report of how data-mining technology
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was used to gain customer insights. (AACSB: Communica-
tion; Use of IT)

2. Describe how other organizations can benefit from these
types of data-mining analyses. Find examples of other com-
panies that can offer such analysis to businesses. (AACSB:
Communication; Reflective Thinking)

D Marketing Ethics Reading You

E-book sales have now surpassed print book sales, resulting in
lower margins for all companies in the publishing industry value
chain. However, there is a silver lining to this trend—e-books can
read the readers. Publishers and e-book retailers are gathering
billions of bits of information from e-book readers. The publishing
industry has been notorious for not conducting research, leaving
authors to lament that they didn’t know who their readers were or
what they wanted. The only way to know if readers liked a book
was from sales data after the fact. Not anymore. Now companies
know how many hours readers spend reading a book and how
far they get when they open it. Some publishers are even test-
ing e-book manuscripts, revising them based on feedback, and
then publishing the print version. Scholastic Inc. has set up online
message boards and interactive games to learn what storylines
and characters are connecting with readers. Coliloquy digital
books let readers choose their own stories, which the company

D Marketing by the Numbers

Have you ever been disappointed because a television network
cancelled one of your favorite television shows because of “low
ratings”? 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 only 9,000 house-
holds 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
many more than enough.

1. Go to www.surveysystem.com/sscalc.htm to determine the ap-
propriate sample size for a population of 113 million households.

D Video Case Domino’s

As a delivery company, no one delivers better than Domino’s.
Its reputation for hot pizza in 30 minutes or less is ingrained in
customers’ minds. But not long ago, Domino’s began hearing its
customers talking about how its pizza was horrible. As a com-
pany that has long focused on solid marketing intelligence to
make decisions, Domino’s went to work on how it could change
consumer perceptions about its pizza.

Through marketing research techniques, Domino’s soon real-
ized that it had to take a very risky step and completely re-create
the pizza that it had been selling for over 40 years. This video illus-
trates how research not only enabled Domino’s to come up with
a winning recipe, but led to a successful promotional campaign

then aggregates and sends to the authors to shape future books.
Amazon Kindle users sign an agreement giving the company per-
mission to store their reading behavior data, and the company
then highlights some of the data on its Web site. For example, the
most highlighted passage in Catching Fire, the second book of
the popular Hunger Games series, is “Because sometimes things
happen to people and they’re not equipped to deal with them.”

1. Most e-book readers do not know that their reading behavior
can be tracked. What ethical concerns might readers have?
Are there any protections in place for consumers who may not
want their reading behavior tracked? (AACSB: Communica-
tion; Ethical Reasoning)

2. What would your textbook reading behavior data reveal to pub-
lishers? How would the marketing of textbooks change based
on your behavior? (AACSB: Communication; Reflective Thinking)

Sample Size

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 ex-
plain 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 bil-
lion, 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, Ana-
lytical Reasoning)

that has made fans of Domino’s pizza in addition to its delivery
service.

After viewing the video featuring Domino’s, answer the follow-
ing questions:

1. Explain the role that marketing research played in the creation
and launch of Domino’s new pizza.

2. Are there more effective ways that Domino’s could have gone
about its research process?

3. Why did it take so long for Domino’s to realize that custom-
ers didn’t like its pizza? Was it an accident that it made this
realization?
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Meredith: Thanks to Good Marketing
. Company Case Information, Meredith Knows Women

You may not recognize the name Meredith Corporation, but you
have certainly heard of the magazines it publishes. Better Homes
and Gardens, Ladies’ Home Journal, and Family Circle are some
of its oldest and best-known titles. Meredith has been publish-
ing magazines for more than 100 years and maintains many top-
10 titles, both by category and overall. With a total of 21 subscrip-
tion magazines, Meredith is also the creator of American Baby,
Parents, Fitness, Midwest Living, Every Day with Rachael Ray, and
MORE. This powerhouse publisher also produces 150 special in-
terest publications—the kind that are available only at retail outlets.
Meredith’s magazines have a combined circulation of 30 million—
Better Homes and Gardens alone reaches over 7.5 million paid
readers each month.

If Meredith’s magazines sound like something your mom
would read, that’s intentional. Meredith caters to women. In fact,
Meredith has become the undisputed leading media and market-
ing company focused on women. It has earned this reputation
by developing an expertise in managing deep relationships with
female customers. With core categories of home, health, fam-
ily, and personal development, Meredith’s goal is to touch every
lifestage of women, from young adults and new parents to estab-
lished families and empty nesters.

Print media is hardly a growth industry—in fact, it's been
declining in recent years. But building an empire on magazines
doesn’t mean that Meredith has painted itself into a corner. In
fact, Meredith no longer describes itself as a magazine publisher.
[t claims to be a creator of “content,” delivered to women “when-
ever, wherever, and however [they want] it.” Long before print me-
dia began its decline, Meredith expanded into television stations,
cable programming, and Internet sites.

Today, Meredith has a strong foundation on the Internet and
is investing heavily in its future. For example, digital versions of
most of its magazines are now available on Google Play. It re-
cently paid $175 million to acquire Allrecipes.com, the largest on-
line food site in the country. With that one acquisition, Meredith
doubled the reach of its network of more than 50 online sites to
an average of 40 million unique visitors each month. lts Inter-
net empire also includes BHG.com, Parents.com, DivineCaroline
.com, and FitnessMagazine.com to name just a few. This net-
work allows Meredith to do more than just distribute content; the
company has also become proficient in social networking. With
S0 many brands available through print, television, online, mobile,
and video, Meredith plans to continue to touch women'’s lives in
meaningful ways for a long, long time.

Whether through print, broadcast, or digital media, how has
Meredith been able to achieve success as the leading expert on
women? In short, Meredith knows women. The company knows
women through a continual strategic effort to manage marketing
information about them. In fact, Meredith’s marketing information
system is its core competency. That system produces customer
insights that allow the company to understand women’s needs
and desires and maintain strong relationships with them.

It Starts with Data

Although there are lots of different ways that companies gather
and manage marketing information, Meredith’s core strength lies
in its massive database. Meredith’s database is the largest col-
lection of customer information of any U.S. media company. With
more than 85 million unduplicated names, it contains information

on 80 percent of U.S. home-owning households as well as a
good portion of non-home-owning households. Beyond its
breadth, Meredith’s database also has unsurpassed depth. On
average, each name in the database has more than 700 data
points attached to it. If that doesn’t impress you, think about how
many pieces of information you could think of about your family
members, best friends, or even yourself. Those 700 data points
allow Meredith to truly know each person on an intimate level.

The basic information in Meredith’s database comes from typi-
cal internal company sources. Information gathered through sales
transactions alone is huge. This includes not only descriptive and
demographic information, but also information on which maga-
zines customers buy, to which magazines they subscribe, what
kinds of incentive offers they like, and how they have responded
to particular creative executions. The database also incorporates
additional internal information from product shipments, customer
satisfaction surveys, and online site visits for each specific cus-
tomer. Most companies have no idea how to process and handle
all that information. But Meredith effectively puts it all into one
place so that managers throughout the company can access it.

Beyond gathering information from internal sources, Meredith
also conducts marketing research. Online and traditional surveys
allow Meredith to dig deeper into attitudinal information. One of
the focal points is questions about customers’ life events. “Are
you having a baby, are your kids about to go to school, are your
oldest kids about to graduate, are you thinking about retiring?”
explains Cheryl Dahlquist, director of database marketing ser-
vices at Meredith. “As much as we can, we’d like to know that
information because we feel like those are the things that influ-
ence really what's happening with someone.” Knowing a single
life event can tell a lot about a person’s needs and wants. But
possessing updated information on dozens of life events for a
given person becomes very powerful.

All the information in the world means little unless you can
make sense of it. Meredith is as skilled at analyzing and using
database information as it is at collecting it. Through complex sta-
tistical analysis, Meredith learns about each customer’s interests
and how those interests evolve throughout the customer’s life.
Through a concept Meredith calls “passion points,” the company
computes scores for numerous different interest areas, such as
cooking, fitness, and gardening. It then segments each interest
area into specifics, such that fithess becomes running, yoga, and
hiking, to name just a few. Multiple data points feed into each
score.

In this manner, Meredith not only knows what your primary
interests are, it also knows how your interest levels compare to
those of everyone else in the database. “We’ve developed through
our statistical group the ability to say when somebody reaches a
certain score, that’s when they’re really hot to trot in [say] cook-
ing, and they’re ready to respond to just about all the offers that
come their way around the cooking category.” Meredith employs
20 predictive analytical models, each designed to rank the order
of a person’s interests. All 20 models are scored and ranked each
week. That’s how Meredith gets to know women.

Putting Customer Insights to Use

Based on the valuable insights that it extracts from its database,
Meredith manages relationships with its customers through various
means. For starters, customer insights not only drive the content
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of its media products, they drive the development of new prod-
ucts. For example, over the years, Better Homes and Gardens has
spawned spin-offs such as Country Home and Traditional Home,
not to mention BHG.com and the cable program Better.

But the insights that come from Meredith’s marketing informa-
tion system also tell the company which products are the most
relevant to a given individual. And with its large and holistic port-
folio of products, there is something for almost everyone. David
Ball, vice president of consumer marketing for Meredith, explains
how this works: “We had American Baby at the very early stages
of a women going into the homeowning and child rearing years.
We filled in with Parents and Family Circle. American Baby is pre-
natal, Parents is postnatal, Family Circle is teens and tweens. And
SO now we're able to take someone who subscribes to American
Baby and really graduate them into our other products.”

The fruits of managing customer information don’t stop at
matching the right product to the customer. Rich customer in-
sights allow Meredith to meet customer needs when it comes to
promotion and pricing as well. Because Meredith has so many
media products, almost all of its promotional efforts are either
through direct mail and e-mail or cross-promoting across titles.
Based on what it knows about specific customers, Meredith
customizes the types of offers and messages contained in pro-
motions, often in real time. This makes promotional efforts much
more effective and must less costly. “| don’t want to be sending
out a million pieces of direct mail if | could send out a hundred
thousand pieces of direct mail only to the people who really want
it,” says Ball. If you think about it, this is marketing at its finest.
When customers and potential customers aren’t bothered by ir-
relevant messages and products, but are approached only with
offers that actually interest them, everyone wins.

Meredith’s ability to manage marketing information has opened
other doors for the company. Given its vast database and its skill
at managing information, Meredith can sell marketing research
to other companies that need insights on women. Its strength
in managing marketing information has also resulted in numer-
ous partnerships with leading companies such as Home Depot,
DirectTV, Chrysler, and Carnival Cruise Lines. And Meredith’s
database and research efforts have resulted in something else
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: You've studied how market-
Chapter PreVIeW ers obtain, analyze, and use
information to develop customer insights and assess market-
ing programs. In this chapter, we take 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, marketers must first
understand the whys. In this chapter, we look at final consumer
buying influences and processes. In the next chapter, we’ll study
the buyer behavior of business customers. You'll see that under-
standing buyer behavior is an essential but very difficult task.

GoPro: Be a HERO!

growing army of GoPro customers—many of them

extreme sports enthusiasts—are now strapping

amazing little GoPro cameras to their bodies, or

mounting them on anything from the front bumpers
of race cars to the heels of skydiving boots, in order to capture
the extreme moments of their lives and lifestyles. Then, they
can’t wait to share those emotion-packed GoPro moments with
friends. In fact, the chances are good that you’ve seen a GoPro-
created video on YouTube or Facebook, or even on TV.

Maybe it’s the one shot by the skier who sets off an ava-
lanche in the Swiss Alps and escapes by parachuting off a cliff—
that amateur video received 2.6 million YouTube views in nine
months. Or maybe you saw the one where a seagull picks up a
tourist’s camera and makes off with it, capturing a bird’s-eye
view of a castle in Cannes, France (3 million views
in seven months). Or what about the video
of the mountain biker in Africa who is
ambushed by a full-grown gazelle
(more than 13 million views in four
months)?

GoPro’s avid customers have
become evangelists for the brand.

On average, they upload a new video to
YouTube every two minutes. In turn, the videos

Consumer
Buyer Behavior

To get a better sense of the importance of understanding
consumer behavior, we begin by looking at GoPro. You may
never have heard of GoPro, the small but fast-growing com-
pany that makes tiny, wearable HD video cameras. Yet few
brands can match the avid enthusiasm and intense loyalty that
GoPro has created in the hearts and minds of its customers.
GoPro knows that, deep down, it offers customers much more
than just durable little video cameras. More than that, it gives
them a way to share action-charged moments and emotions
with friends.

inspire new GoPro customers and even more video sharing. As a
result, GoPro is growing explosively. Last year, the young com-
pany sold 800,000 cameras, generating revenues of $250 million—
a 300 percent increase over the previous year—and an estimated
90 percent share of the wearable camera market.

What makes GoPro so successful? Part of the formula is
the cameras themselves: GoPro cameras are marvels of mod-
ern technology, especially given their affordable starting price
of less than $200. Only about 2 inches wide, a GoPro HD video
camera looks like little more than a small gray box. But the light-
weight, wearable or mountable GoPro is extremely versatile,
and it packs amazing power for capturing stunning HD-quality
video. A removable housing makes GoPro cameras waterproof

GCoPro’s

runaway success comes from a
deep-down understanding of what makes its customers
tick. More than just selling tiny, wearable HD video cameras,
GoPro “helps people capture and share their lives’ most meaningful
experiences with others—to celebrate them together.”
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to depths of 180 feet. And GoPro cameras are drop-
proof from 3,000 feet (so claims one skydiver).

But GoPro knows that consumer behavior is driven
by much more than just high-quality products with inno-
vative features. The brand is all about what its cameras let
customers do. GoPro users don’t just want to take videos.
More than that, they want to tell the stories and share the
adrenalin-pumped emotions of the extreme moments in
their lifestyles. “Enabling you to share your life through in-
credible photos and video is what we do,” says GoPro. We
“help people capture and share their lives” most meaning-
ful experiences with others—to celebrate them together.”

When people view a stunning GoPro video clip—
like the one of New Zealand’s Jed Mildon landing the
first-ever BMX triple back flip captured by his helmet
camera—to some degree, they experience what the
subject experiences. They feel the passion and adrena-
line. And when that happens, GoPro creates an emo-
tional connection between the GoPro storyteller and

the audience.

Thus, making good cameras is only the start of Go-

Pro’s success. GoPro founder Nick Woodman, himself an extreme
sports junkie, talks about helping customers through four essential
steps in their storytelling and emotion-sharing journeys: capture, cre-
ation, broadcast, and recognition. Capture is what the cameras do—
shooting pictures and videos. Creation is the editing and production
process that turns raw footage into compelling videos. Broadcast
involves distributing the video content to an audience. Recognition
is the payoff for the content creator. Recognition might come in the
form of YouTube views or LIKES and SHARES on Facebook. More
probably, it’s the enthusiastic oohs and ahs that their videos evoke
from friends and family. The company’s slogan sums up pretty well
the consumer’s deeper motivations: GoPro—Be a HERO.

So far, GoPro has focused primarily on the capture step of
the overall customer storytelling experience. GoPro bills itself as
the “World’s Most Versatile Camera. Wear It. Mount It. Love It.”
It offers a seemingly endless supply of rigs, mounts, harnesses,
straps, and other accessories that make GoPro cameras wearable
or mountable just about anywhere. Users can strap the little cam-
eras to their wrists or mount them on helmets. They can attach
them to the tip of a snow ski, the bottom of a skateboard, or the
underside of an RC helicopter. The handy little GoPro lets even
the rankest video amateur capture some pretty incredible footage.

But Woodman knows that to keep growing, GoPro must
broaden its offer to address the full range of customer needs and
motivations—not just capture, but also creation, broadcast, and
recognition. For example, on the creation side, GoPro recently
acquired a digital-video software company, CineForm, and now
provides free software for creating 3D videos from footage shot
by GoPro cameras rigged side-by-side and calibrated to shoot
simultaneously. On the broadcast side, GoPro is working with
YouTube to create a GoPro YouTube network and will soon offer
a Wi-Fi plug-in that lets GoPro customers upload video directly
from their cameras or using a mobile app. As for recognition,
GoPro now airs TV commercials created from the best videos
submitted by customers at its Web site. GoPro’s future lies in en-
abling and integrating the full user experience, from capturing
video to sharing stories and life’s emotions with others.

GoPro’s rich understanding of what makes its customers tick
is serving the young company well. Its enthusiastic customers are

GoPro’s amazing little
cameras let even the
rankest video amateurs
take stunning videos, giving
them a way to celebrate the
action-charged moments

among the most loyal and engaged
of any brand. For example, GoPro’s
Facebook fan base is more than
1.7 million and growing fast. To
put that in perspective, much larger
Canon has only 619,000 Facebook
followers; Panasonic has 146,000. and emotions of their lives
Beyond uploading nearly half amil-  with others.

lion videos a year, GoPro fans inter-  gopro

act heavily across a broad range of

social media. “I think we have the most socially engaged online
audience of any consumer brand in the world,” claims Woodman.

All that customer engagement and enthusiasm has made
GoPro the fastest-growing camera company in the world. Today
GoPro cameras are available in more than 10,000 stores, from
small sports-enthusiast shops to REI, Best Buy, and Amazon
.com. GoPro’s remarkable little cameras have also spread beyond
amateurs. They have become standard equipment for many pro-
fessional filmmakers—whether it’s the Discovery Channel or
a news show team filming rescues, wildlife, and storms or the
production crew of hit reality-TV shows such as Deadliest Catch
taking pictures of underwater crab pots or the sides of ships in
heavy seas. The use of GoPro equipment by professionals lends
credibility that fuels even greater consumer demand.

The moral of this story: Success begins with understanding
customer needs and motivations. GoPro knows that it doesn’t
just make cameras. More than that, it enables customers to share
important moments and emotions. According to one industry
expert, “some of the most amazing companies of the coming
few years will be businesses that understand how to wrap tech-
nology beautifully around human needs so that it matters to
people.” That's exactly what GoPro does.

Says Woodman: “We spent a lot of time recently thinking about,
What are we really doing here? We know that our cameras are argu-
ably the most socially networked consumer devices of our time, so
it’s clear we're not just building hardware. At a certain point, the ser-
vices that you build around the hardware become more important
than the hardware itself. You think about the implications of that
and where it can go. . . . This is our DNA. This is how we grow.”"
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Obijective Outline

Objective 1

Define the consumer market and construct a simple model of consumer buyer behavior.

Model of Consumer Behavior (pp 158-159)

Objective 2

Name the four major factors that influence consumer buyer behavior.

Characteristics Affecting Consumer Behavior (pp 159-174)

Objective 3

List and define the major types of buying decision behavior and the stages in the buyer
decision process.

Types of Buying Decision Behavior (pp 174-176)
The Buyer Decision Process (pp 176-178)

Objective 4

Describe the adoption and diffusion process for new products.

The Buyer Decision Process for New Products (pp 178-180)

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.

Objective 1 >

Define the consumer market
and construct a simple model of
consumer buyer behavior.

MyMarketinglLab™
& Improve Your Grade!

Over 10 million students improved their results using the Pearson MyLabs. Visit
www.mymktlab.com for simulations, tutorials, and end-of-chapter problems.

The GO PI’O example shows that factors at many levels affect consumer buying
behavior. Buying behavior is never simple, yet understanding it is an essential task of mar-
keting management. Consumer buyer behavior refers to the buying behavior of final
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 313 million people who consume more
than $14 trillion worth of goods and services each year, making it one of the most attractive
consumer markets in the world.?

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

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
consumer’s mind. Often, consumers themselves don’t know exactly what influences their
purchases.
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®,FIGURE | 5.1
The Model of Buyer Behavior
The environment Buyer’s black box Buyer responses
Marketing stimuli Other Buyer’s characteristics Buying attitudes and preferences
Product Economic * Buyer’s decision process % Purchase behavior: what the buyer buys,
Price Technological when, where, and how much
Place Social . : -
Promotion Cultural Brand and company relationship behavior

We can measure the whats, wheres, and

whens of consumer buying behavior. But if's -

very diffcult to “see’” inside the consumer’s
head and fgure out the whys of buying behavior
(that's why it's called the black box).
Marketers spend a lot of time and dollars
frying to fgure out what makes customers tick.

Objective 2 ---»

Name the four major factors
that influence consumer buyer
behavior.

®)FIGURE | 5.2
Factors Influencing
Consumer Behavior

The central question for marketers is this: How do consumers respond to various mar-
keting efforts the company might use? The starting point is the stimulus-response model of
buyer behavior shown in @ Figure 5.1. This fi gure 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, social, 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 much.

Marketers want to understand how the stimuli are changed into responses 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 af-
fects his or her behavior. We look first at buyer characteristics as they affect buyer behavior
and then discuss the buyer decision process.

Characteristics Affecting
Consumer Behavior

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.

Cultural
Social
Personal
Culture Psychological
Grour?:tva\\’r;(:kzomal Age and life-
Many brands now farget cycle Sta.ge Motivation
specifc subcultures—such Subcul Occupation Perception Buyer
as Hispanic American, 4 ubculture . Economic situation Learnin
African American, and Family : ’ 9
‘ ‘ Lifestyle Beliefs and

Asian American ; .
consumers—with marketing Persl;)nallty artId attitudes A

rams il 0 thei self-concep :
;;Z%ém;ej;;:j oer Social class Roles and status Our buying decisions
preferences are affected by an

- ) » incredibly complex

combination of externa

eople’s buying decisions refect and contribute to their and internal infLences.

lifestyles—their 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.
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Culture

The set of basic values, perceptions,
wants, and behaviors learned by a
member of society from family and other
important institutions.

Subculture

A group of people with shared value
systems based on common life
experiences and situations.

Understanding the Marketplace and Consumers

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 behaviors from his or her family and other important institutions. A child in the United
States normally learns or is exposed to the following values: achievement and success, indi-
vidualism, freedom, hard work, activity and involvement, efficiency and practicality, mate-
rial comfort, youthfulness, and fitness and health. Every group or society has a culture, and
cultural influences on buying behavior may vary greatly from both county to county and
country to country.

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.

Subculture

Each culture contains smaller subcultures, or groups of people with shared value systems
based on common life experiences and situations. Subcultures include nationalities, reli-
gions, racial groups, and geographic regions. Many subcultures make up important market
segments, and marketers often design products and marketing programs tailored to their
needs. Examples of three such important subculture groups are Hispanic American, African
American, and Asian American consumers.

Hispanic American Consumers. Hispanics represent a large, fast-growing market. The
nation’s more than 50 million Hispanic consumers will have total annual buying power of
$1.5 trillion by 2015, accounting for 11 percent of the nation’s total buying power. The U.S.
Hispanic population will surge to more than 132 million by 2050, close to 30 percent of the

total U.S. population.®
Although Hispanic consumers share many characteristics and behaviors with the
mainstream buying public, 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. Older, first-generation Hispanic consumers tend to
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be very brand loyal and to favor brands and sellers who
show special interest in them. Younger Hispanics, how-
ever, have shown increasing price sensitivity in recent
years and a willingness to switch to store brands.

Within the Hispanic market, there exist many dis-
tinct subsegments based on nationality, age, income,
and other factors. A company’s product or message may
be more relevant to one nationality over another, such
as Mexicans, Costa Ricans, Argentineans, or Cubans.
Companies must also vary their pitches across different
Hispanic economic segments.

Companies such as Nestlé, McDonald’s, Walmart,
State Farm, Toyota, Verizon, Google, and many oth-
ers have developed special targeting efforts for this
fast-growing consumer segment. For example, Google
learned that 78 percent of U.S. Hispanics use the Internet
as their primary information source and that Hispanics
are 58 percent more likely than the general population to
click on search ads, making the online Hispanic market
too big to ignore. Hispanics are also more active on so-
cial networks than other segments. In response, Google
created a “specialist team” that focuses on helping ad-
vertisers across all industries reach Hispanic consumers
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@ Targeting Hispanic consumers: Nestlé’s Construye el Mejor Nido
campaign focuses heavily on how Nestlé and its brands help to build family
togetherness and well-being.

NESTLE, NEST DEVICE, GOOD FOOD, GOOD LIFE, NIDO, and DIGIORNO are registered trademarks of Societé des
Produits Nestlé S.A., Vevey, Switzerland

ing platforms.*

Similarly, Hispanic consumers shop for grocer-
ies three times more often than the general U.S. shop-
per, so Nestlé, General Mills, and other food companies



AR T v

Beauty

Chapter 5 | Consumer Markets and Consumer Buyer Behavior 161

compete heavily to get their brands into Hispanic shoppers’ grocery carts. ® For example,
Nestlé targets Hispanic family buyers with its extensive Construye el Mejor Nido (Cre-
ate the Best Nest) marketing campaign, which connects Nestlé’s products with family nu-
trition and wellness resources. The multipronged campaign includes a bilingual Web site
(www.elmejornido.com), a Facebook page, Spanish-language television ads, sampling, and
in-store marketing. No matter what the medium, the Construye el Mejor Nido campaign
focuses heavily on how Nestlé and its brands help to build family togetherness and well-
being. For example, four Hispanic mothers blog on the Web site, offering tips on parenting
and healthy eating.’

African American Consumers. The U.S. African American population is growing in af-
fluence and sophistication. By 2013, the nation’s more than 40 million African American
consumers will have a buying power of $1.2 trillion. Although more price conscious than
other segments, blacks are also strongly motivated by quality and selection. Brands are
important.®

In recent years, many companies have developed special products, appeals, and mar-
keting programs for African American consumers. For example, Procter & Gamble has long
been the leader in African American advertising, spending nearly twice as much as the
second-place spender. P&G also tailors products to the specific needs of black consumers.
For example, its CoverGirl Queen Collection is specially
formulated “to celebrate the beauty of women of color.”

In addition to traditional product marketing efforts,
P&G also supports a broader “My Black Is Beautiful”

L 7
% Inside Out movement.

m

wleils, Cremas,

frem

Created by a group of African American women at P&G,
the movement aims “to ignite and support a sustained
national conversation by, for, and about black women”
and how they are reflected in popular culture. P&G dis-
covered that black women spend three times more than
the general market on beauty products yet feel they're
portrayed worse than other women in media and adver-
tising. Supported by brands such as Crest, Pantene, the
CoverGirl Queen Collection, and Olay Definity, the My
Black Is Beautiful movement’s goal is to empower Afri-
can American women to embrace their beauty, health,
and wellness and, of course, to forge a closer relationship
between P&G brands and African American consumers

@ Procter & Gamble’s roots run deep in targeting African American in the process. ® My Black Is Beautiful includes a rich
consumers. For example, it’s My Black Is Beautiful movement aims to make Web site, and Facebook page, national media presence,
black women feel beautiful while also forging a closer relationship between and presence at key events that allow women to interact
P&G brands and African American consumers. with brands and the My Black is Beautiful movement in

The Procter & Gamble Company. Photo by Keith Major.

trusted and relevant environments.

Asian American Consumers. Asian Americans are the most affluent U.S. demographic
segment. They now number more than 16 million, with annual buying power approach-
ing $775 billion by 2015. Asian Americans are the second-fastest-growing subsegment af-
ter Hispanic Americans. And like Hispanic Americans, they are a diverse group. Chinese
Americans constitute the largest group, followed by Filipinos, Asian Indians, Vietnamese,
Korean Americans, and Japanese Americans. Yet, unlike Hispanics who all speak vari-
ous dialects of Spanish, Asians speak many different languages. For example, ads for the
2010 U.S. Census ran in languages ranging from Japanese, Cantonese, Khmer, Korean, and
Vietnamese to Thai, Cambodian, Hmong, Hinglish, and Taglish‘8

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 now target the
Asian American market. For example, Subaru of America actively targets these consumers.’
Last year it fielded a comprehensive Asian American marketing campaign for its Subaru
Legacy model. Called “Sweet Tomorrow,” the campaign reinforced the brand’s strong con-
nection with Asian Americans, specifically people of Chinese American descent, who make
up roughly 23 percent of the U.S. Asian American market. In addition to a billboard in San
Francisco’s Chinatown, the integrated campaign included Chinese print ads and Cantonese
and Mandarin TV ads that also ran on Subaru’s Chinese-language Web site and YouTube
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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.

channel. The Sweet Tomorrow campaign targeted 30-something couples—mostly young
parents who are car shopping with their children in mind. For example, one successful
TV ad showed an expectant couple trying to balance Chinese tradition with their Chinese
American lifestyle (see the ad at www.youtube.com/watch?v=D6BwBpIt8BQ). In the pro-
cess, the couple chooses Subaru as the car of choice for their impending parenthood.

In a separate effort, Subaru introduced its sporty Subaru WRX model to the Asian
American youth market (18-21) via a clever four-minute YouTube video about Brandon,
a young Asian American who always does everything very fast—sometimes too fast. Al-
though it never screams “commercial,” the humorous video continually showcases a sporty
blue WRX and its throaty sound. The highly successful video made it onto YouTube’s most-
watched page in the first week and netted 1.3 million YouTube views in its first month,
earning 20,000 voluntary LIKES to only 230 DISLIKES.

Cross-Cultural Marketing. Beyond targeting segments such as Hispanics, African
Americans, and Asian Americans with specially tailored efforts, many marketers now em-
brace cross-cultural marketing—the practice of including ethnic themes and cross-cultural
perspectives within their mainstream marketing. Cross-cultural marketing appeals to con-
sumer similarities across subcultures rather than differences. Many marketers are finding
that insights gleaned from ethnic consumers can influence their broader markets.

For example, today’s youth-oriented lifestyle is influenced heavily by Hispanic and
African American entertainers. So it follows that consumers expect to see many different
cultures and ethnicities represented in the advertising and products they consume. For in-
stance, McDonald’s takes cues from African Americans, Hispanics, and Asians to develop
menus and advertising in hopes of encouraging mainstream consumers to buy smoothies,
mocha drinks, and snack wraps as avidly as they consume hip-hop and rock ‘n’ roll. “The
ethnic consumer tends to set trends,” says McDonald’s chief marketing officer. “So they
help set the tone for how we enter the marketplace.” Thus, McDonald’s might take an ad
primarily geared toward African Americans and run it in general-market media. “The real-
ity is that the new mainstream is multicultural,” concludes one cross-cultural marketing
expert.'’

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. Social scientists have identified the seven American social classes shown in
Figure 5.3.

Social class is not determined by a single factor, such as income, but is measured as a
combination of occupation, income, education, 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 prefer-
ences in areas such as clothing, home furnishings, travel and leisure activity, financial ser-
vices, and automobiles.

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 (face-to-face) or indirect points of comparison or reference in forming a per-
son’s attitudes or behavior. People often are influenced by reference groups to which they
do not belong. For example, an aspirational group is one to which the individual wishes
to belong, as when a young basketball player hopes to someday emulate basketball star
LeBron James and play in the NBA.



@ FIGURE | 5.3
The Major American
Social Classes

Amerlica's soclal classes show distinct
brand preferences. Soclal class is not
determined by a single factor but by @ .
combination of all of these factors.

Word-of-mouth influence

The impact of the personal words and
recommendations of trusted friends,
associates, and other consumers on
buying behavior.

Opinion leader

A person within a reference group who,
because of special skills, knowledge,
personality, or other characteristics,
exerts social influence on others.

Occupation Education Wealth

Income
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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.

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 “better
things in life.”

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.

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.

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.

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.

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 recommen-
dations of trusted friends, associates, and other consumers tend to be more credible than
those coming 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,
marketers 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
toward them.

Buzz marketing involves enlisting or even creating opinion leaders to serve as “brand
ambassadors” who spread the word about a company’s products. Many companies are
now turning everyday customers into brand evangelists. For example, online shoe-of-the-
month club ShoeDazzle has no shortage of big names to tout the company, including its co-
founder and chief fashion stylist, reality star Kim Kardashian. But the company has learned
that its best spokesperson might be, literally, the girl next door:"
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One of ShoeDazzle’s most persuasive spokespeople is an
anonymous teenage girl whose online video testimonial,
posted on the ShoeDazzle Web site, has been viewed more
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than 37,000 times. @ In it, she explains how she is “obsessed
TESTI MO N I AI E; with shoes” and gushes over the service’s low prices. “The
prices are, like, perfect,” she says. At the site, other satisfied

customers talk about how they like the price, the selection,

the fast shipping, and even the pink shoeboxes their shoes
CLIENTS TELLALL - STpping, ane even Te i .
_ come in. (“The packaging is great,” says one happy client.
:;,..nm,'.ifr “They come in a cute little pink box. You can even regift it.”)
Skl S S, Kim Kardashian’s name created lots of buzz when the

comfort ard rue sty sucoess

ShoeDazzle first launched—in less than a year, the company
had a million Facebook fans. But to help put a more down-
to-earth face on the service, ShoeDazzle began soliciting
short Webcam videos in which real customers explained
. what surprised them most about the company. It then dis-
1 e ’ tributed the videos to YouTube, blogs, Twitter, Facebook,
and the ShoeDazzle site, letting would-be customers see and
hear the inside scoop from like-minded individuals. The
WHAT CLIENTS ARE SAYING persuasive video testimonials have now become a mainstay
e for ShoeDazzle. One of the top ShoeDazzle testimonials, for
0 i re instance, has been viewed more than 48,000 times. In it, an
— enthusiastic woman fawns over a studded blue high-heeled
@ Buzz marketing: ShoeDazzle has learned that its best spokesperson shoe. “What surprised me most was the quality,” she says.
might be, literally, the girl next door. “Ilove the detail. I love the pretty pink and cute bag that you
sent.” No spokesmodel could have said it better.

Jarrod Weaton/Weaton Digital, Inc.

Online Social Networks. More broadly, over the past few years, a new type of social in-
Online social networks teraction has exploded onto the scene—online social networking. Online social networks
Online social communities—blogs, social are online communities where people socialize or exchange information and opinions.
networkirjg Web sites, and other ‘or?line Social networking media range from blogs (Gizmodo, Zenhabits) and message boards
communltlles—whe're people Is<|)mal|2e or (Craigslist) to social networking Web sites (Facebook, Twitter, and Foursquare) and virtual
exchange information and opinions. . . .

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, Red Bull has an astounding 8.4 million friends on Facebook; Twitter and
Facebook are the primary ways it communicates with college students. JetBlue listens in
on customers on Twitter and often responds; one consumer recently tweeted “I'm getting
on a JetBlue flight” and JetBlue tweeted back “You should try the smoked almonds [on
board].” Southwest Airlines employees share stories with each other and customers on the
company’s “Nuts about Southwest” blog.

Coca-Cola recently launched Edition 206, which dispatched three “Happiness
Ambassadors”—chosen in an online vote—on a 365-day journey across 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. The idea was to create brand-related conversations, not immediate
sales. The ambassadors created lots of online buzz and interaction, all within the context of
Coca-Cola’s broader “Open Happiness” marketing campaign.'?

Most brands have built a comprehensive social media presence. ® Eco-conscious out-
door shoe and gear maker Timberland has created an online community (http://community
timberland.com) that connects like-minded “Earthkeepers” with each other and the brand
through a network that includes several Web sites, a Facebook page, a YouTube channel, a
Bootmakers Blog, an e-mail newsletter, and several Twitter feeds.

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 backfire. For example, when Skittles designed its Web site
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Harnessing the Power of Online Social Influence

People love talking with others about things
that make them happy —including their favor-
ite products and brands. Say you really like
JetBlue Airways—the company flies with flair
and gets you there at an affordable price. Or
you just plain love your new little GoPro HD
HERQO2 video 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 fam-
ily members. But these days, thanks to Inter-
net and mobile technology, anyone can share
brand experiences with thousands, even mil-
lions, of other consumers online.

In response, marketers are now fever-
ishly working to harness today’s newfound
technologies and get people interacting with
their brands online. Whether it’s creating on-
line brand ambassadors, tapping into existing
online influentials and social networks, or de-
veloping conversation-provoking events and
videos, the Internet is awash with marketer
attempts to create online brand conversations
and involvement.

A company can start by creating its own
online brand evangelists. That’s what Ford
did when it launched its Fiesta subcompact
model in the United States, targeted heavily
toward Web-savvy Millennials.

One study found that 77 percent of Millennials
use a social networking site like Facebook
or Twitter daily and 28 percent of them have
a personal blog. So Ford created the Fiesta
Movement campaign, in which it handed
Fiestas to 100 influential 20-something
Millennials selected from 4,000 applicants.
The Fiesta ambassadors lived with the cars
for six months, completed monthly “missions”
with different themes, and shared their experi-
ences via blogs, tweets, Facebook updates,
and YouTube and Flickr posts. Ford didn’t tell
the ambassadors what to say, nor did it edit
their content. “We told them to be completely
honest,” says Ford’s social media manager.
The successful Fiesta Movement campaign
generated 58 percent pre-launch awareness
among Fiesta’s under-30 target consumers.
In only six months, the consumers posted
60,000 items, generating 4.3 million YouTube
views, 50,000 sales leads, and 35,000 test
drives.

Beyond creating their own brand am-

bassadors, companies looking to harness the
Web’s social power can work with the army

of self-made influencers already plying today’s
Internet—independent bloggers. Believe it or
not, there are now almost as many people
making a living as bloggers as there are law-
yers. No matter what the interest area, there
are probably hundreds of bloggers covering
it. Moreover, research shows that 90 percent
of bloggers post about their favorite and least
favorite brands.

As a result, most companies try to form
relationships with influential bloggers and on-
line personalities. The key is to find bloggers
who have strong networks of relevant read-
ers, a credible voice, and a good fit with the
brand. For example, companies ranging from
P&G and Johnson & 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 blog-
ging for Harley-Davidson, and shoppers blog-
ging for Whole Foods Market or Trader Joe’s.

FEATURED AGENT

Patrick L.
Glandale. CA
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Other companies have found that simply
joining existing online conversations can pay
big dividends. Take Shelly Davis, owner of
Kinky-Curly Hair Products. A few years ago,
she began scouring YouTube'’s video blogs
on hair care products for African American
women. She jumped into the comments sec-
tions, offering advice and answering ques-
tions about Kinky-Curly products, being
careful to maintain a key element of promoting
through blogs—authenticity. Within two years,
video bloggers had posted more than 5,100
different video clips on YouTube demonstrat-
ing and commenting on Kinky-Curly products.
All that buzz increased revenues by 40 per-
cent and landed Kinky-Curly products on the
shelves of Target and Whole Foods Market.

Perhaps the best way to generate online
brand conversations and social involvement is
simply to do something conversation worthy —
to actually involve people with the brand
online. For the past several years, Pepsi’s
Mountain Dew brand has run “DEWmocracy”
campaigns that invite avid Mountain Dew cus-
tomers to participate at all levels in launching
a new Mountain Dew flavor, from choosing
and naming the flavor to designing the can

A company can start by creating its own online brand evangelists. That’s what Ford did
when it launched its Fiesta subcompact model in the United States, targeted heavily

toward Web-savvy Millennials.
Ford Motor Company
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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 forum for getting youthful, so-
cially savwy Dew drinkers talking with each
other and the company about the brand.
For example, Mountain Dew’s Facebook fan
page grew fivefold at the launch of the latest
DEWmocracy campaign.

Ironically, one of the simplest means of
capturing social influence online is one of the
oldest—produce a good ad that gets people

Understanding the Marketplace and Consumers

before it ever aired on TV. The clever com-
mercial went on to become that year’s most-
watched YouTube video, with more than 50
million views. The next year, a VW-prepared
Passat teaser video called “The Bark Side,”
in which a canine chorus performs “The Im-
perial March” from Star Wars, was viewed by
more than 7 million fans before the big game
began. The video also directed viewers to the
Volkswagen Web site, where they could invite
friends to Super Bowl parties with customized
versions of the video’s opening titles. Such
ads and videos create lots of online talk and
attention for the brand.

So, whether through online ambassa-
dors, bloggers, social networks, or talked-
about videos and events, companies are
finding innovative ways to tap social influence
online. It’s growing fast as the place to be—
for both consumers and marketers. Last year,
the time consumers spent on social network-
ing 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 connec-
tions with customers and building an ongoing
relationship.”

talking. But in this day and age, both the ads
and the conversation media have changed.
Almost every brand, large and small, is now
creating innovative ads and brand-sponsored
videos, posting them online, and hoping they’ll
go viral. Just ask Volkswagen. Its 2011 Super
Bowl ad—featuring a pint-size Darth Vader
using the force to start a VW Passat—went
way viral, capturing 18 million online views

Sources: Elisabeth A. Sullivan, “Blog Sawvy,” Marketing News, November 15, 2009, p. 8; Keith Barry, “Ford Bets
the Fiesta on Social Marketing,” Wired, April 17, 2009, www.wired.com/autopia/2009/04/how-the-fiesta; Dennis
Nishi, “How to Sell on YouTube Without Showing a Video,” Wall Street Journal, November 15, 2010; Alan Mitchell,
“Word-of-Mouth Is Over-Hyped,” Marketing, October 6, 2011, accessed at www.marketingmagazine.co.uk; Steven
Williams, “Digital, Social Media Take Center Stage,” Advertising Age, January 12, 2012, accessed at http://adage
.com/article/digital/digital-social-media-center-stage-auto-show/232068/; Stuart Elliott, “The Pregame Show (of
Commercials) Begins,” New York Times, January 24, 2012; and information from www.dewmocracy.com, accessed
March 2012.

to include a live Twitter feed for Skittles-related tweets,
pranksters laced Skittles tweets with profanities so they
would end up on the candy’s Web site. Skittles was
forced to abandon the campaign. We will dig deeper into
online social networks as a marketing tool in Chapterl17.

COMMUNITY

Timberand & SHOP

EATHKEEPING, BLOG TREE PLANIING  SOCIAL NETWORKS  NEWSROOM FESIIVALS  GAMES VIDEOS

Shop Responsibly

Family

Family members can strongly influence buyer behavior.
The family is the most important consumer buying or-
ganization in society, and it has been researched exten-
sively. 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 prod-
uct category and by stage in the buying process. Buy-
ing roles change with evolving consumer lifestyles. For
example, in the United States, the wife traditionally has
been considered the main purchasing agent for the fam-
ily in the areas of food, household products, and cloth-
ing. But with more women working outside the home
and the willingness of husbands to do more of the fam-
ily’s purchasing, all this is changing. A recent survey of
men ages 18 to 64 found that 51 percent identify them-
selves as primary grocery shoppers in their households
and 39 percent handle most of their household’s laundry. At the same time, today women
account for 50 percent of all technology purchases and influence two-thirds of all new car
purchases.”

Your choices can make a huge difference. Earthkeeping can be as easy as buying products

PHOILET FRLELOPY
AASTeLEPLELS CRUsChiEY
CAATMEEPERSD 18 COLLETION

() Using social networks: Timberland has created an extensive online
community that connects like-minded “Earthkeepers” with each other and
the brand through several Web sites, a Facebook page, a YouTube channel,
a Bootmakers Blog, an e-mail newsletter, and several Twitter feeds.

Courtesy of Timberland




® Family buying influences: To help women shoppers to cope with significant others who

hate to shop, in its Australian stores, IKEA
for retail-phobic husbands and boyfriends.
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Such shifting roles signal a new marketing reality. Marketers in industries that have
traditionally sold their products to only women or only men—from groceries and personal
care products to cars and consumer electronics—are now carefully targeting the opposite

sex. For example, most grocery products marketers have now added pitches to dads:

The Jif peanut butter slogan is now “Choosey moms, and dads, choose Jif.” P&G brands such
as Gain, Febreze, and Swiffer have become prominent advertisers on sections of Yahoo.com,
such as sports, which are frequented heavily by men. And Kellogg’s Frosted Flakes spokesman
Tony the Tiger’s longtime purpose in life—to sell Frosted Flakes to kids and grocery-buying
moms—has changed to include Dads. The brand recently reached out to fathers with an ad
showing a dad, son, and Tony tossing a football in the backyard. The trio then heads to the
kitchen for some post-game Flakes, as the voiceover intones, “share what you love with who
you love.” The Frosted Flakes ad, which features ESPN sports anchor and dad Rece Davis,
aired during adult programming on male-oriented networks such as ESPN and on an ESPN
.com microsite.

To help women who do the shopping cope with significant others who hate to come
along, furniture retailer IKEA came up with a unique solution. In its Australian stores,
it created an in-store area called Mén-
land, a kind of daycare area where retail-
phobic husbands and boyfriends can
hang out while the women shop. ® The
area was actually modeled after the re-
tailer’s toddler-care area, but instead of
arts and crafts, the men play pinball and
video games, watch sports, and eat free
hot dogs. The women are even given a
buzzer to remind them to collect their
significant others after 30 minutes of
shopping.*

Children may also have a strong
influence on family buying decisions.
The nation’s 36 million children ages
9 to 12 wield an estimated $43 billion
in disposable income. They also influ-
ence an additional $150 billion that their
families spend on them in areas such as
food, clothing, entertainment, and per-
sonal care items. One study found that
kids significantly influence family deci-
sions about everything from what cars
they buy to where they eat out and take
vacations."

created an in-store daycare area called Manland

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 vari-
ous roles a working mother plays. In her company, she may play the role of a brand man-
ager; 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. At the game, she may wear clothing supporting
her favorite team.

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
family 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 col-
lege, changes in personal income, moving out of the house, and
retirement. Marketers often define their target markets in terms of
life-cycle stage and develop appropriate products and marketing
plans for each stage.
For example, consumer information giant Acxiom’s Personicx
R ' life-stage segmentation system places U.S. households into one of
PE R SON ch 70 consumer segments and 21 life-stage groups, based on specific
consumer behavior and demographic characteristics. ® Personicx
HOUSEHOLD SEGMENTATION includes life-stage groups with names such as Beginnings, Taking
REACHES A NEW LEVEL OF ACCURACY Hold, Cash & Careers, Jumbo Families, Transition Time, Our Turn,
Golden Years, and Active Elders. 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 Time 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 be-

People aren't just a parent or only a doctor or simply a scuba diver. They can

beall of these things - and more. Acxiom'’s 70 segments and 21 Life Stage haviors and purchasing preferences.” Armed with data about the
groupingswill lesyouimon yous eustomere andiagetifiem withunnigteied timing and makeup of life-stage changes, marketers can create tar-
precision, And Personicx® is the only household-level segmentation product . . 16

that uses our industry-leading InfoBase® data. You'll now see your prospects geted, personalized campaigns.

astheyreally are. In line with recent 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

mn Life, Full Speed Ahead, and Potential Rebounders. The Potential Re-
www.acxiom.com + 1.888.3ACXIOM . .
bounders are those more likely to loosen up on spending sooner.

® Life-stage segmentation: Personicx 21 life-stage groupings This group appears more likely tha}n other 'segments to use online
let marketers see customers as they really are and target them  research before purchasing electronics, appliances, home decor, and
precisely. “People aren’t just a parent or only a doctor or simply jewelry. Thus, home improvement retailers appealing to this seg-
a scuba diver. They are all of these things.” ment should have a strong online presence, providing pricing, fea-

Acxiom Corporation tures 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 iden-
tify the occupational groups that have an above-average interest in their products and services.
A company can even specialize in making products 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 jackets, bibs to overalls . . . if
the apparel carries the name Carhartt, the performance will be legendary.” Its Web site car-
ries 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.”"”

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. In the more frugal times fol-
lowing the Great Recession, most companies have taken steps to redesign, reposition, and
reprice their products and services. For example, upscale discounter Target has replaced



Lifestyle

A person’s pattern of living as expressed
in his or her activities, interests, and
opinions.

Personality
The unique psychological characteristics
that distinguish a person or group.
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some of its “chic” with “cheap.” It is putting more emphasis on the “Pay less” side of its
“Expect more. Pay less.” positioning promise.

Similarly, to become more competitive with discount competitors such as Target and
Kohl!’s in the tighter economy, JCPenney recently announced sweeping changes in its mar-
keting, including an everyday-low-price strategy featuring simpler pricing and an end to
seemingly endless deals and sales. “Enough. Is. Enough.” says the retailer’s new commer-
cials, which depict shoppers screaming in frustration at having to clip coupons, rush to take
advantage of sales, and stand in line for blowout promo’cions.18

Lifestyle

People coming from the same subculture, social class, and occupation may have quite dif-
ferent lifestyles. Lifestyle is a person’s pattern of living as expressed in his or her psy-
chographics. It involves measuring consumers’ major AIO dimensions—activities (work,
hobbies, shopping, sports, social events), interests (food, fashion, family, recreation), and
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
consumer values and how they affect buyer behavior. Consumers don’t just buy products;
they buy the values and lifestyles those products represent. For example, outdoor outfitter

I sells a lot more than just outdoor gear and clothing. It sells an entire outdoor lifestyle

for active people who “love to get outside and play”:"

At REL says the company “we inspire, educate, and outfit for a lifetime of outdoor adventure and
stewardship.” One 2T ad shows a woman biking in the wide-open spaces, proclaiming “XEI pre-
fer hitting the trails over the snooze button, whatever that is.” Another ad features a man hiking
in the great outdoors: “REI know what a treadmill looks like,” he says, “but I've never actually
seen one in person.” At the REI Web site, outdoor enthusiasts can swap outdoors stories, enroll in

I Outdoor School classes at local locations, or even sign up for any of dozens of REI-sponsored
outdoor travel adventures around the world.

Marketers look for lifestyle segments with needs that can be served through special
products or marketing approaches. Such segments might be defined by anything from fam-
ily characteristics or outdoor interests to pet ownership. In fact, today’s involved pet own-
ership lifestyles have created a huge market for everything from basic pet supplies to exotic
pet services marketed to indulgent “pet parents.” (See Real Marketing 5.2.)

Personality and Self-Concept

Each person’s distinct personality influences his or her buying behavior. Personality refers
to the unique psychological characteristics that distinguish a person or group. Personality
is usually described in terms of traits such as self-confidence, dominance, sociability, au-
tonomy, defensiveness, adaptability, and aggressiveness. Personality can be useful in ana-
lyzing 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
human traits that may be attributed to a particular brand. One researcher identified five
brand personality traits: sincerity (down-to-earth, honest, wholesome, and cheerful); ex-
citement (daring, spirited, imaginative, and up-to-date); competence (reliable, intelligent,
and successful); sophistication (upper class and charming); and ruggedness (outdoorsy and
tough). “Your personality determines what you consume, what TV shows you watch, what
products you buy, and [most] other decisions you make,” says one consumer behavior
expert.’

Most well-known brands are strongly associated with one particular trait: the Ford
F150 with “ruggedness,” Apple with “excitement,” the Washington Post with “competence,”
Method with “sincerity,” and ® Gucci with “class” and “sophistication.” 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 consume.” Thus, to understand consumer behav-
ior, marketers must first understand the relationship between consumer self-concept and
possessions.
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Pet Owner Lifestyles—and Marketing to Them

In the old days, it seems, owning a pet didn’t
require a lot. But today, the lives of many pet
owners seem to revolve around their furry
(or feathery) friends. Many people treat their
pets—whether it's a dog, cat, parakeet, or
hedgehog—as important family members.
Some 42 percent of dogs now sleep in the
same beds as their owners. One-third of pet
owners even think of themselves as “pet par-
ents.” For such people, pet ownership doesn’t
just mean having a cute little critter around —it
defines an entire lifestyle.

The pet owner lifestyle segment consti-
tutes a huge market. Sixty-two percent of all
U.S. households own at least one pet. Collec-
tively, Americans own some 75 million dogs,
88 milion cats, 142 milion freshwater fish,
10million saltwater fish, 16 million birds, 24mil -
lion small animals, 13 million reptiles, and 14 mil-
lion horses. They spend more than $50bilion a
year on their pets, more than the gross domes-
tic product of all but 72 countries in the world.

For many devoted pet parents, having
a pet affects just about every decision they
make, from what car they buy or what vaca-
tions they take to even what TV channels they
watch. As a result, marketers across a broad
range of industries are targeting the special
needs of this large and growing lifestyle seg-
ment, offering everything from basics such
as pet food, beds, toys, gates, and other pet
gadgets to critter daycare, travel and lodging,
pet insurance, and even a cable TV channel.

The U.S. travel industry, for one, has
upped the options it offers to indulgent pet
owners. For example, many major hotel
chains offer “pet friendly” rooms and services
for owners who can'’t stand leaving their pets
behind. Some hotels, however, take “pet
friendly” to a whole new level. For example,
The Benjamin Hotel in New York City features
a “Dream Dog” program, which offers “every-
thing a pampered pet needs to enjoy travel
in tail-wagging style.” The program provides
dog beds in a variety of styles (including an
orthopedic option), plush doggie bathrobes,
canine room service, and DVDs for dogs, as
well as access to pet spa treatments and a
pet psychic. “We understand that your pet is a
special addition to your family,” says the hotel.
“We will ensure your furry friend never has to
lift a paw.”

Similarly, most airlines have policies for
transporting the 76 million pets that fly each
year, either in the cabin or the cargo hold. For
some pet owners, however, that’s just not
good enough. Alysa and Dan Binder had so
many problems flying with their dog Zoe that
they started the first-ever airline designed
specifically for pets, especially dogs and
cats. Pet Airways now serves nine U.S. cit-
ies with 20 aircraft. Cabins are climate con-
trolled and contain no seats, only pet cages.
Pet Airways checks its “Pawsengers” into a
pet lounge, gives them pre-boarding walks
and bathroom breaks, and checks on them
at least every 15 minutes during a flight. Pet
parents can track their pets via the company
Web site.

As any pet lover will tell you, pet owner-
ship doesn’t come cheap. Just the everyday
costs of acquiring and maintaining pets can
be high. But it’s the unexpected costs that
can really boost the bills. Health care is of-
ten the biggest culprit. Pet health care has
improved dramatically in recent years, as in-
novations on the human side of health care
have made their way to the pet side, includ-
ing CAT scans, MRIs, chemotherapy and
radiation, and even plastic surgery. But the
costs have soared accordingly. In only the
past decade, average annual vet expenses
were up 47 percent for dogs and 73 percent
for cats.

These increased vet expenses haven't
deterred pet owners. One study found that
nearly 75 percent of pet owners are willing to
go into debt to pay for veterinary care for their
furry companions. And for many pet medical
procedures, they’d have to! If not diagnosed
quickly, even a mundane ear infection in a dog
can result in $1,000 worth of medical treat-
ment. Ten days of dialysis treatment can reach
$12,000 and cancer treatment as much as
$40,000. All of this adds up to a lot of po-
tential growth for pet health insurers. In re-
sponse, companies such as Petplan USA and
Veterinary Pet Insurance (VPI), a subsidiary
of Nationwide Insurance, offer pet insurance
plans. VPI covers mostly dogs and cats, but
also a menagerie of other exotic critters, from
birds, rabbits, ferrets, rats, and guinea pigs to
snakes, iguanas, turtles, potbellied pigs, and
even hedgehogs.

Some owners see the logic in paying
as much as $50 a month to defray the costs
of major medical bills. For the Bongard fam-
ily in Wisconsin, for example, pet insurance
meant the difference between saving their pet
hedgehog, Harriet, or letting her go. Harriet
recently had surgery to remove a cancerous
tumor, ripped open her sutures, had a sec-
ond surgery to repair the damage, and ended
up on anti-psychotics. Without the insur-
ance, Harriet would have been a goner. Even
with the insurance, the Bongards shelled out
$1,900 to keep Harriet alive. That kind of ex-
pense sounds crazy for a hedgehog, but it
all comes back to the pet owner lifestyle and
the bond between owners and their pets. As
Kristen Bongard puts it, she just melts when
Harriet rolls up into a little ball. “It’'s adorable.
All of a sudden you see a nose pop out, and
two eyes, and maybe the front two paws,
and then some ears. It's a very cute thing to
watch.”

One of the more unusual businesses tar-
geting pet owner lifestyles is DogTV, a recently
launched cable network that aims to reduce

Catering to pet owner lifestyles: The
Benjamin Hotel’s Dream Dog program
“offers everything a pampered pooch
needs to enjoy traveling in tail-wagging
style, from grooming services to a lush
bathrobe to a consultation with a pet
psychic.”

The Benjamin Hotel
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the separation anxiety felt by working owners
and their stay-at-home dogs:

early to tell how successful the show will be,
but so far dogs appear to like what they see.
“It helps if you put the television near the floor,”
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that comes from being neutered, there are
Neuticles, patented testicular implants for
pets. Some 425,000 dogs, cats, monkeys,

The idea is to keep dogs relaxed and enter-
tained while their owners are at work. Many
people already leave their TVs on while away
to keep their dogs company, so DogTV ap-
pears to have a ready-made market. Although
the pet owners pay the $4.99 monthly sub-
scription fee, the network’s programming is
100 percent for dogs. The programming is
based on research by dog psychologists into
what dogs like to see and hear. It's not car
chases, sirens, or other fast action—those
can cause pet stress. Instead, dogs like shows
with other dogs in them, ground-level shots
of dogs chasing balls, and—of all things—
“SpongeBob SquarePants,” a real favorite
on the channel. You won't find any advertis-
ing on DogTV. “Advertising is difficult for us,”
says DogTV’s CEO. “Our viewers aren’t able to
speak out or purchase products.” It’s still too

notes a DogTV spokesperson. rats, and even a water buffalo sport a pair.

And for a growing number of people who find
it just too hard to part with their deceased
pets, you can have them freeze-dried, stuffed,
and preserved in a natural pose so that they'll
always be around. Now that’s the pet owner
lifestyle.

The list of things that pet owners will do
(and buy) for their pet goes on and on. For
overweight dogs (40 percent of them are),
there’s the PetZen doggie treadmill ($500 to
$900). For those who don’t want their male
pets to suffer the blow to their self-esteem

Sources: Quotes, adapted examples, and other information from Marty Graham, “TV Network Aims for New
Viewing Audience: Dogs,” Reuters, February 15, 2012, www.reuters.com/article/2012/02/15/us-dogtv-
idUSTRE81E26220120215; Gwendolyn Bounds, “The Dog Maxed Out My Credit Card,” Wall Street Journal,
November 2, 2011, http://online.wsj.com/article/SB10001424052970204394804577011824160591082.html;
David Kestenbaum, “Health Insurance: Now for Your Dog, or Hedgehog,” Morning Edition, October 21, 2009,
www.npr.org/templates/story/story.php?storyld=113972847; Morieka Johnson, “My Dog Eats Rocks, and Other
Strange Things,” CNN, January 20, 2012, www.cnn.com/2012/01/20/living/unusual-dog-stories-mnn/index.html;
and www.thebenjamin.com/DreamDog.aspx and www.petairways.com, accessed March 2012.

For example, Unilever’s Axe men’s personal care products
brand projects a young, confident, manly, and mischievous per-
sonality. The brand’s racy and sometimes controversial Axe ads
around the world depict “The Axe Effect,” how women are in-
sanely attracted to the scent of Axe Body Spray. In one ad, a guy
wearing Axe gets stripped down by two blonde TSA agents at
the airport. In another, a guy wearing Axe is chased by hundreds
of bikini-clad women on a remote island. Including body sprays,
such personality positioning has made Axe the largest men’s de-
odorant brand in the United States.”!

A person’s buying choices are further influenced by four major
psychological factors: motivation, perception, learning, and beliefs
and attitudes.

@ Brand personality: Consumers are likely to choose brands with
personalities that match their own. The Gucci brand is associated
with “class” and “sophistication.”

Associated Press

Motivation

A person has many needs at any given time. Some are biological,

Motive (drive)

A need that is sufficiently pressing to
direct the person to seek satisfaction of
the need.

arising from states of tension such as hunger, thirst, or discom-
fort. Others are psychological, arising from the need for recognition, esteem, or belonging.
A need becomes a motive when it is aroused to a sufficient level of intensity. Amotive (or
drive) is a need that is sufficiently pressing to direct the person to seek satisfaction. Psy-
chologists have developed theories of human motivation. Two of the most popular—the
theories of Sigmund Freud and Abraham Maslow—carry quite different meanings for con-
sumer analysis and marketing.

Sigmund Freud assumed that people are largely unconscious about the real psycho-
logical forces shaping their behavior. His 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 convertible might explain that he simply
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
independent again.
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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

The term motivation research refers to qualitative research designed to probe consumers’
hidden, subconscious motivations. Consumers often don’t know or can’t describe why they
act as they do. Thus, motivation researchers use a variety of probing techniques to uncover
underlying emotions and attitudes toward brands and buying 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, a Mercedes versus
a Chevy) to assess the prestige associated with various brands. Still others rely on hypnosis,
dream therapy, or soft lights and mood music to plumb the murky depths of consumer
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 ar-
ranged 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
latest happenings in the art world (self-actualization needs) nor in how they are seen or
esteemed 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 percep-
tual processes: selective attention, selective distortion, and selective retention. People are
exposed 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

Self-
actualization
needs
Self-development
and realization

According to Maslow, human

Esteem needs ‘ ‘
needs are arranged in a hierarchy.

Self-esteem, recognition, status < Starving people will take little
interest in the latest happenings
Social needs in the art world.

Sense of belonging, love

Safety needs
Security, protection

Physiological needs
Hunger, thirst




Learning
Changes in an individual’s behavior
arising from experience.
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to all these stimuli. Selective attention—the tendency for people to screen out most of the
information 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 information in a way that will support what they already believe. Peo-
ple also will forget much of what they learn. They tend to retain information that supports
their attitudes and beliefs. Selective retention means that consumers are likely to remember
good points made about a brand they favor 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 per-
ceived at all, some consumers worry that they will be affected by marketing messages with-
out 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” on a
screen in a New Jersey movie theater every five seconds for 1/300th of a second. He re-
ported that although viewers did not consciously recognize these messages, they absorbed
them subconsciously and bought 58 percent more popcorn and 18 percent more Coke. Sud-
denly advertisers and consumer-protection groups became intensely interested in sublimi-
nal perception. Although the researcher later admitted to making up the data, the issue has

not died. Some consumers still fear that they are being manipulated by

subliminal messages.

Numerous studies by psychologists and consumer researchers have
found little or no link between subliminal messages and consumer behav-
ior. Recent brain wave studies have found that in certain circumstances,
our brains may register subliminal messages. However, it appears that sub-
liminal advertising simply doesn’t have the power attributed to it by its
critics. ® One classic ad from the American Marketing Association pokes
fun at subliminal advertising. “So-called ‘subliminal advertising’ simply
doesn’t exist,” says the ad. “Overactive imaginations, however, most cer-
tainly do.”*

Learning

When people act, they learn. Learning describes changes in an individ-
ual’s behavior arising from experience. Learning theorists say that most
human behavior is learned. Learning occurs through the interplay of
drives, stimuli, cues, responses, and reinforcement.

A drive is a strong internal stimulus that calls for action. A drive be-
comes 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 re-
warding, the consumer will probably use the camera more and more, and

@ This classic ad from the American Association of
Advertising Agencies pokes fun at subliminal advertising.

his or her response will be reinforced. Then the next time he or she shops
for a camera, or for binoculars or some similar product, the probability is

“So-called ‘subliminal advertising’ simply doesn’t exist,” greater that he or she will buy a Nikon product. The practical significance
says the ad. “Overactive imaginations, however, most of learning theory for marketers is that they can build up demand for a
certainly do.” product by associating it with strong drives, using motivating cues, and

American Association of Advertising Agencies

Belief

A descriptive thought that a person holds

about something.

providing positive reinforcement.

Beliefs and Attitudes

Through doing and learning, people acquire beliefs and attitudes. These, in turn, influence
their buying behavior. A belief is a descriptive thought that a person has about something.
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Attitude

A person’s consistently favorable or
unfavorable evaluations, feelings, and
tendencies toward an object or idea.

@ Attitudes and beliefs are diffi cult
to change: The Vidalia Onion
Committee’s award-winning Ogres
and Onions campaign made children

believers and delighted their parents.

Sales of bagged Vidalia onions shot
up 30 percent.

Vidalia® is a registered certification mark of Georgia
Department of Agriculture

Objective 3 --»

List and define the major types
of buying decision behavior and
the stages in the buyer decision
process.

Complex buying behavior
Consumer buying behavior in situations
characterized by high consumer
involvement in a purchase and significant
perceived differences among brands.

Beliefs may be based on real knowledge, opinion, or faith and may or may not carry an
emotional charge. Marketers are interested in the beliefs that people formulate about spe-
cific 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 ev-
erything else. Attitude describes a person’s relatively consistent evaluations, feelings, and
tendencies toward an object or idea. Attitudes put people into a frame of mind of liking
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
attitude may require difficult adjustments in many others. Thus, a company should usu-
ally try to fit its products into existing attitudes rather than attempt to change attitudes.
Of course, there are exceptions. For example, trying to convince parents that their children
would actually like onions—that’s right, onions—seems like an uphill battle against pre-
vailing attitudes. Convincing the children themselves seems like an even bigger challenge.
However, The Vidalia Onion Committee (VOC), formed to promote one of Georgia’s most
important agricultural products, managed to do just that:*

It can be hard selling children on the idea of eating onions. Onions have a strong smell, they can
make you cry, and many kids simply refuse to eat them. So to help change these attitudes, the
VOC developed a unique plan. ® Tt employed Shrek, the famous ogre from the hugely popular
animated films. The inspiration came from a scene in the first Shrek film, in which Shrekexplains
ogres to his friend, Donkey. “Onions have layers, ogres have layers,” says Shrek. “Ogres are like
onions. End of story.”

The result was a national “Ogres and Onions” marketing campaign, launched to coincide
with both the onion harvest and the premier of the latest Shrek film. The campaign featured gi-
ant Shrek placards in grocery store aisles alongside bags of Vidalia onions on which Shrek asked,
“What do ogres and onions have in common?” At the Vidalia Onion Web site, Shrek offered
kid-friendly Vidalia onion recipes. The award-winning campaign soon had kids clamoring for
onions, and surprised and delighted parents responded. Sales of bagged Vidalia onions increased
almost 30 percent for the season.

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.

Types of Buying Decision Behavior

Buying behavior differs greatly for a tube of toothpaste, a smartphone, financial services,
and a new car. More complex decisions usually involve more buying participants and more
buyer deliberation. @ Figure 5.5 shows the types of consumer buying behavior based on
the degree of buyer involvement and the degree of differences among brands.

Complex Buying Behavior

Consumers undertake complex buying behavior when they are highly involved in a
purchase and perceive significant differences among brands. Consumers may be highly
involved when the product is expensive, risky, purchased infrequently, and highly self-
expressive. Typically, the consumer has much to learn about the product category. For ex-
ample, a PC buyer may not know what attributes to consider. Many product features carry
no real meaning: a “2nd Generation Intel Core i7-2670QM processor,” “NVIDIA GeForce
GT 525M 2GB” video card, or “6GB shared dual-channel DDR3 memory.”

This buyer will pass through a learning process, first developing beliefs about the
product, then attitudes, and then making a thoughtful purchase choice. Marketers of high-
involvement products must understand the information-gathering and evaluation behav-
ior of high-involvement consumers. They need to help buyers learn about product-class
attributes and their relative importance. They need to differentiate their brand’s features,
perhaps 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.



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.

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 significant perceived
brand differences.

Variety-seeking buying behavior
Consumer buying behavior in situations
characterized by low consumer
involvement but significant perceived
brand differences.
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High involvement Low involvement
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between brands behavior buying behavior low-involvement Q‘rcduc‘rs.
consumers may simply select
.................................... » . . . a familiar brand out of habit.
- Few differences Dissonance- Habitual & For example, what :)raﬁndﬂ of
between brands reducmg . buyln.g salt do you buy and why?
buying behavior 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
carpeting 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
favorable 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 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 infor-
mation about the brands, evaluate brand characteristics, and make weighty
decisions about which brands to buy. 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, followed
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 buying. Alternatively, they can add product features or
enhancements to differentiate their brands from the rest of the pack and raise
involvement. @ For example, to set its brand apart, P&G’s Charmin toilet tis-
sue offers Ultrastrong, Ultrasoft, Sensitive, Basic, and Freshmate (wet wipe)
versions, so that there’s sure to be one that’s right for any family’s “bottom
line.” Charmin also raises brand involvement by sponsoring a “Sit or Squat”
Web site and mobile app that helps travelers who “Gotta go on the go!” find and
rate clean public restrooms wherever they travel.

( Creating product involvement: Charmin offers
enhancements that boost involvement and set it

apart from other brands, including sponsoring a
“Sit or Squat” online site and mobile app that helps
travelers who “Gotta go on the go!” find and rate
clean public restrooms anywhere they travel.

Jarrod Weaton/Weaton Digital, Inc.

Consumers undertake variety-seeking buying behavior in situations char-
acterized by low consumer involvement but significant perceived brand differ-
ences. In such cases, consumers 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.
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FIGURE | 5.6 Need
Buyer Decision recognition
Process

The buying process starts long before the
actual purchase and confinues long after.

In fact, it might resuit in a decision not to buy.
Therefore, marketers must focus on the enfire
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The first stage of the buyer decision
process, in which the consumer
recognizes a problem or need.

Information search

The stage of the buyer decision process
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search for more information.
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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

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
consists of five stages: need recognition, information search, evaluation of alternatives, purchase
decision, 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
in a considered way. But buyers may pass quickly or slowly through the buying decision
process. And in more routine purchases, consumers often skip or reverse some of the stages.
Much depends on the nature of the buyer, the product, and the buying situation. A woman
buying her regular brand of toothpaste would recognize the need and go right to the pur-
chase 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.

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 example, 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.

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 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, sales-
people, dealer Web sites, packaging, displays), public sources (mass media, consumer rating
organizations, online searches and peer reviews), and experiential sources (handling, examin-
ing, using the product). The relative influence of these information sources varies with the
product and the buyer.

Traditionally, consumers have received the most information about a product from
commercial sources—those controlled by the marketer. The most effective sources, how-
ever, tend to be personal. Commercial sources normally inform the buyer, but personal
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sources legitimize or evaluate products for the buyer. As one marketer states,

“It’s rare that an advertising campaign can be as effective as a neighbor

leaning over the fence and saying, ‘This is a wonderful product.”’26
Increasingly, that “neighbor’s fence” is a digital one. Today, buyers

can find an abundance of user-generated reviews alongside the products

l':h Like ' Love they are considering at sites ranging from Amazon.com or BestBuy.com to

If you like peanut butter and chocolate,
you'll love peanut butter and m
Try SNICKERS Peanut Butter Squared.
Chocelate, peanuts, nougat, caramel and peanut butter,

TripAdvisor, Epinions, and Epicurious. Although individual user reviews
vary widely in quality, an entire body of reviews often provides a reliable
product assessment—straight from the fingertips of people like you who've
actually purchased and experienced the product.

As more information is obtained, the consumer’s awareness and
knowledge of the available brands and features increase. In your car infor-
mation search, you may learn about several brands that are 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 information and the importance of each source.

We have seen how consumers use information to arrive at a set of final
brand choices. Next, marketers need to know about alternative evalua-
tion, that is, how consumers process information to choose among alter-

native brands. Unfortunately, consumers do not use a simple and single
evaluation process in all buying situations. Instead, several evaluation pro-
cesses are at work.

@ Need recognition can be triggered by advertising: How consumers go about evaluating purchase alternatives depends on

Time for a snack?

SNICKERS® and SQUARED & Design® are registered trademarks of Mars,
Incorporated. These trademarks are used with permission. Mars, Incorporated

the individual consumer and the specific buying situation. In some cases,
consumers use careful calculations and logical thinking. At other times, the

is not associated with Pearson. The images of the SNICKERS® and SQUARED & same Consurr.lers .dho little or no evaluating. Instead they.buy on i‘mpulse
Design® marks, and the SNICKERS® and SNICKERS® Peanut Butter Squared bars and rely on intuition. Sometimes consumers make buying decisions on

are printed with permission of Mars, Incorporated.

Alternative evaluation

The stage of the buyer decision process
in which the consumer uses information
to evaluate alternative brands in the
choice set.

Purchase decision
The buyer’s decision about which brand
to purchase.

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—price, style, operating economy, and warranty. 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 mostly on one attribute, and your choice would be easy to predict. If you wanted
style above everything else, you would buy the car that you think has the most style. But
most buyers consider several attributes, each with different importance. By knowing the
importance that you assigned to each attribute, the marketer 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.

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 an actual purchase choice.
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Postpurchase behavior
The stage of the buyer decision process
in which consumers take further action

after purchase, based on their satisfaction

or dissatisfaction.

Understanding the Marketplace and Consumers

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 inpostpurchase
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 expectations,
the consumer is disappointed; if it meets expectations, the consumer is satisfied; if it ex-
ceeds expectations, the consumer is delighted. The larger the gap between expectations and
performance, the greater the consumer’s dissatisfaction. This suggests that sellers should
promise only what their brands can deliver so
that buyers are satisfied.

Almost all major purchases, however, re-
sult in cognitive dissonance, or discomfort
caused by postpurchase conflict. After the pur-
chase, consumers are satisfied with the benefits
of the chosen brand and are glad to avoid the
drawbacks of the brands not bought. However,
every purchase involves compromise. So con-
sumers feel uneasy about acquiring the draw-
backs of the chosen brand and about losing the
benefits of the brands not purchased. ® Thus,
consumers feel at least some postpurchase dis-
sonance for every purchase.”

Why is it so important to satisfy the cus-
tomer? Customer satisfaction is a key to build-
ing profi table relationships withconsumers—to
keeping and growing consumers and reaping
their customer lifetime value. Satisfied custom-
ers buy a product again, talk favorably to others
about the product, pay less attention to com-
peting brands and advertising, and buy other

@ Postpurchase cognitive dissonance: No matter what choice they make,
consumers feel at least some postpurchase dissonance for every decision.

Stephane Bidouze/Shutterstock.com

Cognitive dissonance
Buyer discomfort caused by
postpurchase conflict.

New product
A good, service, or idea that is perceived
by some potential customers as new.

Objective 4 ---»
Describe the adoption and
diffusion process for new
products.

Adoption process

The mental process through which an
individual passes from first hearing about
an innovation to final adoption.

products from the company. Many marketers
go beyond merely meeting the expectations of
customers—they aim to delight customers.

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
company and its products. But companies cannot simply wait for dissatisfied customers to
volunteer their complaints. 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 company 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.

The Buyer Decision Process
for New Products

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 theadoption process as the men-
tal process through which an individual passes from first learning about an innovation to final
adoption. Adoption is the decision by an individual to become a regular user of the product.”®
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Consumers go through five stages in the process of adopting a new product:

Auwareness: 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 new-product marketers should think about how to help con-
sumers move through these stages. For example, Best Buy recently developed a unique way
to help concerned customers get past a hurdle in the buying process and make a positive
buying decision for new televisions:?’

Prior to a recent holiday shopping season, to convince buyers to upgrade to
new models, television manufacturers offered a flurry of new technologies
and loaded their marketing pitches with techie jargon such as ultrathin, Wi-Fi-
capable, widget-equipped, and Internet-ready. However, rather than spurring
new purchases, the pitches created a barrier to buying—fear among buyers
that whatever they bought might soon be obsolete. In one study, 40 percent
of consumers said that concerns about technology becoming outdated were
preventing them from buying electronic products such as TVs, mobile phones,
and computers. That left electronics retailers like Best Buy with aisles stacked
high with unsold electronics.

To help customers past this buying hurdle, ® Best Buy began offering a
Future-Proof Buy Back Program. For an up-front fee of 7 to 20 percent of the
price, Best Buy promises customers that, when they’re ready for something
new, it will redeem purchases in good working order for up to 50 percent of
the purchase price, depending on how many months pass before they up-
grade. “There is a fair number of consumers on the bubble, not quite will-
ing to make a purchase because they fear some other new thing will come
down very quickly,” says a Best Buy executive. “We want them to go ahead
and make that purchase with confidence.” Competitors such as Radio Shack,
Office Depot, and Walmart quickly followed with their own buy back plans.

People differ greatly in their readiness to try new products. In each prod-

@ The adoption process: To help potential customers
overcome obsolescence concerns that were keeping
them from buying TVs, Best Buy began offering a Future-
Proof Buy Back Program.

Kenneth K. Lam/MCT/Newscom

uct 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 curve,
after a slow start, an increasing number of people adopt the new prod-
uct. As successive groups of consumers adopt the innovation, it eventu-
ally reaches its cumulative 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 then come early mainstream, late mainstream, and
lagging adopters.

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 lead-
ers in their communities and adopt new ideas early but carefully. The early mainstream is
deliberate—although they rarely are leaders, they adopt new ideas before the average per-
son. The late mainstream is skeptical—they adopt an innovation only after a majority of
people have tried it. Finally, lagging adopters are tradition bound—they are suspicious of
changes and adopt the innovation only when it has become something of a tradition itself.

This adopter classification suggests that an innovating firm should research the char
acteristics of innovators and early adopters in their product categories and direct initial
marketing efforts toward them.
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® FIGURE | 5.7
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Influence of Product Characteristics
on Rate of Adoption

The characteristics of the new product affect its rate of adoption. Some products catch on
almost overnight. For example, Apple’s iPod, iPhone, and iPad flew off retailers” shelves
at an astounding 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
12percent by 2007. HDTV penetration reached 66 percent by 2012. *!

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 prod-
ucts. HDTV offers substantially improved picture quality. This accelerated its rate of
adoption.

Compatibility: The degree to which the innovation fits the values and experiences of po-
tential consumers. HDTV, for example, is highly compatible with the lifestyles of the
TV-watching public. However, in the early years, HDTV was not yet compatible with pro-
gramming and broadcasting systems, which slowed adoption. Now, as high-definition
programs and channels have become the norm, 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 has increased 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 have fallen, adoption rates have increased.

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.
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Reviewing the Concepts

MyMarketinglLab™

Go to www.mymktlab.com to complete the problems marked with this icon 0

Reviewing Objectives and Key Terms

D Obijectives Review

The American consumer market consists of more than 313 mil-
lion people who consume over $14 trillion worth of goods and
services each year, making it one of the most attractive consumer
markets in the world. Consumers vary greatly in terms of cultural,
social, personal, and psychological makeup. Understanding how
these differences affect consumer buying behavior is one of the
biggest challenges marketers face.

Define the consumer market
and construct a simple model
ofconsumer buyer behavior. (pp 158-159)

Objective 1

The consumer market consists of all the individuals and house-
holds that 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, techno-
logical, political, cultural) enter the consumer’s “black box” and
produce certain responses. Once in the black box, these inputs
produce observable buyer responses, such as product choice,
brand choice, purchase timing, and purchase amount.

Name the four major factors
that influence consumer buyer
behavior. (pp 159-174)

Objective 2

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
behavior. Subcultures are “cultures within cultures” that have dis-
tinct values and lifestyles and can be based on anything from age
to ethnicity. Many companies focus 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—Tfamily, friends, social networks, professional
associations—strongly affect product and brand choices. The
buyer’s age, life-cycle stage, occupation, economic circum-
stances, personality, and other personal characteristics influence
his or her buying decisions. Consumer lifestyles —the whole pat-
tern of acting and interacting in the world —are also an important
influence on purchase decisions. Finally, consumer buying behav-
ior is influenced by four major psychological factors: motivation,

perception, learning, and beliefs and attitudes. Each of these fac-
tors provides a different perspective for understanding the work-
ings of the buyer’s black box.

List and define the major types of
buying decision behavior and the
stages in the buyer decision process. (pp 174-178)

Objective 3

Buying behavior may vary greatly across different types of prod-
ucts and buying decisions. Consumers undertake complex buy-
ing behavior when they are highly involved in a purchase and
perceive significant differences among brands. Dissonance-
reducing behavior 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 difference. In situations characterized by low involvement
but significant perceived brand differences, consumers engage in
variety-seeking buying behavior.

When making a purchase, the buyer goes through a deci-
sion process consisting of need recognition, information search,
evaluation of alternatives, purchase decision, and postpurchase
behavior. The marketer’s job is to understand the buyer’s behav-
ior at each stage and the influences that are operating. During
need recognition, the consumer recognizes a problem or need
that could be satisfied 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 evalu-
ation, during which the information 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 behavior, the consumer
takes action based on satisfaction or dissatisfaction.

Describe the adoption and
diffusion process for new
products. (pp 178-180)

Objective 4

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
products, consumers respond at different rates, depending on
consumer and product characteristics. Consumers may be in-
novators, early adopters, early majority, late majority, or laggards.
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Each group may require different marketing approaches. Market-
ers often try to bring their new products to the attention of po-
tential early adopters, especially those who are opinion leaders.

D Key Terms

Objective 1

Consumer buyer behavior (p 158)
Consumer market (p 158)

Objective 2

Culture (p 160)

Subculture (p 160)

Social class (p 162)

Group (p 162)

Word-of-mouth influence (p 163)
Opinion leader (p 163)

Online social networks (p 164)

Understanding the Marketplace and Consumers

communicability.

Lifestyle (p 169)
Personality (p 169)
Motive (drive) (p 171)
Perception (p 172)
Learning (p 173)
Belief (p 173)
Attitude (p 174)

Objective 3

Complex buying behavior (p 174)
Dissonance-reducing buying behavior
(P 175)

Finally, several characteristics influence the rate of adoption:
relative advantage, compatibility, complexity, divisibility, and

Habitual buying behavior (p 175)
Variety-seeking buying behavior (p 175)
Need recognition (p 176)

Information search (p 176)

Alternative evaluation (p 177)

Purchase decision (p 177)
Postpurchase behavior (p 178)
Cognitive dissonance (p 178)

Objective 4

New product (p 178)
Adoption process (p 178)

Discussion and Critical Thinking

) Discussion Questions

1. Review the “black box” model of buyer behavior. Which buyer & 3. Name and describe the types of buying decision behavior and

characteristics that affect buyer behavior influence you most
when selecting a restaurant? Are those the same characteris-
tics that would influence you when making a smartphone pur-
chase? 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)

) Critical Thinking Exercises

1. Form a small group of four or five students. Have each group
member interview 10 consumers about if and when they pur-
chased their first smartphone. Research when smartphones
were first introduced, and based on each respondent’s an-
swer, identify which adopter category best describes that
consumer. Create a chart similar to Figure 5.7 to present your
results for all group members’ interviews. How far along are
smartphones in their adoption cycle? (AACSB: Communica-
tion; Diversity; Reflective Thinking)

o 4.

describe a personal example for each. (AACSB: Communica-
tion; Reflective Thinking)

What is a “new product,” and how do consumers go
about deciding whether to adopt a new product? (AACSB:
Communication)

. Go to the Strategic Business Insights (SBI) Web site and com-

plete 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, and how can market-
ers use this tool to better understand consumers? (AACSB:
Communication; Use of IT; Reflective Thinking)
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Applications and Cases

P Marketing Technology Mourning 2.0

Every culture has rituals for mourning the dead, but technol-
ogy is now changing many of our long-held cultural norms. The
conservative funeral industry is slowly embracing new technolo-
gies, resulting in new mourning behaviors. High-definition video
screens play a video homage to the deceased, live-streamed fu-
nerals reach all corners of the globe, digital guest books remain
permanently active, e-mails remind the bereaved of the anniver-
sary of a loved-one’s death, and digital candles remain perpetu-
ally “lit” on memorial pages. The deceased can now live on in
cyberspace and friends can visit them on Facebook long after
they have passed on. Quick-response code chips (“QR codes”)
affixed to tombstones can bring a person “back to life” virtually
on a smartphone. With nearly half of all Americans owning smart-
phones, 20 percent owning tablets, 80 percent on the Internet,
and almost 70 percent visiting social media sites, the time is now
right for the funeral industry to capitalize on these digital trends.

And with the still-sluggish economy and new competitors (for
example, Walmart and Costco now sell caskets online) squeez-
ing profit margins, the funeral industry is more open than ever to
ways to satisfy consumers’ mourning needs digitally.

1. Research mourning customs of other cultures. What role do
products and services play in making the experience mean-
ingful for mourners? Is technology changing customs outside
of the United States? (AACSB: Communication; Diversity; Re-
flective Thinking)

2. Describe the characteristics of a new product that affect its
rate of adoption. Which characteristics will impact how quickly
the new services described for the funeral industry will be ac-
cepted by mourners in the United States? (AACSB: Commu-
nication; Reflective Thinking)

) Marketing Ethics “vanity Sizing”

What does an “8” mean to you? Well, if you are a female, then it
means a lot, especially if you really are a “12” —size, that is. Mar-
keters know that, too, and the trend is for larger sizes to be labeled
with smaller numbers. Sizing was standardized in the 1940s and
1950s when women started purchasing mass-produced cloth-
ing. But sizes fluctuated in the following decades and the Depart-
ment of Commerce abandoned sizing standardization in 1983.
Now, the size number can mean anything the marketer wants it to
mean. Marketers know that a size-12 woman who finds out she
can fit into an 8 will get a self-esteem boost and likely purchase
more. This practice, known as “vanity sizing,” has the potential to
pay off big for clothing manufacturers. With 34 percent of adults
in the United States overweight and another 40 percent obese,
that adds up to a sizable market potential. Plus-sized clothing
designer Torrid caters to the full-sized woman with sizes ranging

D 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 an automobile. Each
attribute, such as gas mileage, 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, gas
mileage (weighted at 0.5) is the most important attribute for this
consumer. The consumer believes that Brand C performs best
on gas mileage, rating it 7 (higher ratings indicate higher perfor-
mance). Brand B is perceived as performing the worst on this
attribute (rating of 3). Styling and price are the consumer’s next
most important attributes. Warrant is least important.

A score can be calculated for each brand by multiplying the
importance weight for each attribute by the brand’s score on that

from 0-5, where a size 4 is actually a size 26. If a large number
on the size label really bothers you, stick to the more expensive
brands—they tend to be the ones using vanity sizing most.

1. Which factors are clothing marketers using to influence con-
sumers? Ask five female and five male friends how much the
size labeled on clothing influences their behavior. Write a brief
report of your findings. (AACSB: Communication; Reflective
Thinking)

2. Should manufacturers be allowed to pick whatever measure-
ments they want and attach any size number they want to
them? Should the government or business set standardized
sizes? (AACSB: Communication; Ethical Reasoning)

Evaluating Alternatives

Alternative Brands

Importance
Attributes Weight (e) A B C
Styling 0.2 4 6 2
Gas mileage 0.5 6 3 7
Warranty 0.1 5 5 4
Price 0.2 4 6 7

attribute. These weighted scores are then summed to determine
the score for that brand. For example, Scoreg,nga = (0.2 X 4) +
(05%x6)+(01x5+(02%x4=08+30+05+08=51.
This consumer will select the brand with the highest score.
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1. Calculate the scores for Brands B and C. Which brand would
this consumer likely choose? (AACSB: Communication; Ana-
lytic 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: Communica-
tion; Reflective Thinking; Analytic Reasoning)

P Video Case Goodwill Industries

Since 1902, Goodwill Industries has funded job training and
placement programs through its chain of thrift stores. Although
selling used clothing, furniture, and other items may not seem like
big business, for Goodwill it amounts to more than $3 billion in
annual sales. You might think of thrift stores as musty, low-class
operations. But Goodwill is putting an end to such perceptions by
focusing on consumer behavior concepts.

Like any good marketing company, Goodwill recognizes that
not all customers are the same. This video demonstrates how
Goodwill caters to different types of customers by recognizing
the cultural, social, personal, and psychological factors that af-
fect how customers make buying decisions. In this way, Goodwiill

maximizes customer value by offering the right mix of goods at
unbeatable bargains.

After viewing the video featuring Goodwill, answer the follow-
ing questions:

1. Describe different types of Goodwill customers.

2. Which of the four sets of factors affecting consumer behavior
most strongly affects consumers’ purchase decisions when
shopping at Goodwill?

3. How does Goodwill’s recognition of consumer behavior prin-
ciples affect its marketing mix?

Porsche: Guarding the Old
P Company Case While Bringing in the New

Porsche (pronounced Porsh-uh) is a unique company. It has al-
ways been a niche brand that makes cars for a small and distinc-
tive segment of automobile buyers. Last year, Porsche sold only
29,023 cars in the five models it sells in the United States. Honda
sold about five times that many Accords alone. But Porsche own-
ers 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
than a Jaguar, or a Ferrari, or a big Mercedes coupe. These are
challenging questions—even Porsche owners themselves don’t
know exactly what motivates their buying. But given Porsche’s
low volume and the increasingly fragmented auto market, it is
imperative that management understand its customers and what
gets their motors running.

Profile of a Porsche Owner

Porsche was founded in 1931 by Ferdinand Porsche, the man
credited with 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 the first two decades, the company built
Volkswagen 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 exclu-
sivity. Those early models had a rounded, bubble shape that had
its roots in the original Beetle, but design evolved into something
more Porsche-like with the world famous 356 and 911 mod-
els. Finally, Porsche’s automobiles featured air-cooled four- and
six-cylinder “boxer” motors (cylinders in an opposed configura-
tion) 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 and
that kept most people away, making the car even more exclusive.

Since its early days, Porsche has appealed to a very narrow
segment 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 individuals see themselves not as a part of the regu-
lar world, but as exceptions to it. They buy Porsches because the
car mirrors their self-image—it stands for the things owners like
to see in themselves and in their lives.

Most of us buy what Porsche executives call utility vehicles.
That is, we buy cars to go to work, to deliver the kids, and to
run errands. Because we have to 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
a 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 per-
sonal relationship with their cars, one that has more to do with the
way the car sounds, vibrates, and feels than with how many cup
holders it has or how much cargo it can tote. They admire their
Porsches as machines that perform 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 whereas 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 the first few decades, Porsche AG lived by the philosophy of
Ferry Porsche, Ferdinand’s son. Ferry created the Porsche 356
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because no one else made a car like the one he wanted. “We did
not do market research, we had no sales forecasts, no return-on-
investment calculations. None of that. | very simply built my dream
car and figured that there would be other people who share that
dream.” So really, Porsche AG from the beginning was very much
like its customers: an achiever that set out to make the very best.

But as the years rolled on, Porsche management became
concerned with a significant issue: Were there enough Porsche
buyers to keep the company afloat? Granted, the company never
had illusions of churning out the numbers of Chevrolet or 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 surprise 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 engine 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 accepted 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 makers had ramped up high-end sports car offerings, creat-
ing some fierce competition. In fact, both the Datsun 280-2X and
the Toyota Supra were not only cheaper than Porsche’s 944, they
were faster. A struggling economy threw more sand in Porsche’s
tank. By 1990, Porsche sales had plummeted and the company
flited 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 mod-
est sales goals and decided that moderate growth with higher
margins would be more profitable in the long term. The company
set out to make one less Porsche than the public demanded.
According 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 types of achiev-
ers who had so deeply loved the car for decades. The cars were
once again exclusive. And the company was once again profit-
able. But by the early 2000s, Porsche management was ask-
ing itself a familiar 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.
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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 SUV market.
At roughly 5,000 pounds, the Porsche Cayenne was heavier
than anything that Porsche had ever made with the exception of
some prototype military 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 seat belts for five. As news
spread about the car’s development, howls of distress could be
heard from Porsche’s customer base.

But this time, Porsche did not seem too concerned that the
loyalists would be put off. Could it be that the company had al-
ready forgotten what happened the last time it deviated from the
mold? Apparently not. After driving one of the first Cayennes off
the assembly line, one journalist stated, “A day at the wheel of the
444 horsepower Cayenne Turbo leaves two overwhelming im-
pressions. 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 ac-
celerate 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 pavement ended. Indeed, Porsche had created
the Porsche of SUVs.

Recently, 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
pavement, Porsche had proven once again that Porsche custom-
ers could have their cake and eat it too. The Panamera is almost
as big as the Cayenne but can move four adults down the road
at speeds of up to 190 miles per hour, accelerate from a standstill
to 60 miles per hour in 3.6 seconds, and still wring 23 miles out
of a gallon of gasoline.

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 reg-
ular Porsche buyers, but Porsche is again seeing buyers enter
its dealerships who otherwise wouldn’t 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
consumer of Porsches, the company expects China to become
its biggest customer before long. Twenty years ago, the United
States accounted for about 50 percent of Porsche’s worldwide
sales. Now, it accounts for less than 25 percent. In China, many
people who can afford to buy a car as expensive as a Porsche
also hire a chauffer. 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 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 postponable
purchase. But as this downturn turns back up, Porsche is better
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positioned than ever to meet the needs of its customer base. In
fact, its global unit sales are up by 21 percent to a company record
118,867 vehicles. Porsche is also in better shape than ever to
maintain its brand image with the Porsche faithful, and with others
as well. Understanding Porsche buyers is still a difficult task. But
one former chief executive of Porsche summed it up this way: “If
you really want to understand our customers, you have to under-
stand 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 Panamera customer.

3. Which concepts from the chapter explain why Porsche sold
so many lower-priced models in the 1970s and 1980s?
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Business

: In the previous chapter, you
Chapter PreVIeW studied final consumer buy-
ing 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 ser-
vices or for resale to others. As when selling to final buyers,
firms marketing to business customers must build profitable re-
lationships with business customers by creating superior cus-
tomer value.

KarmSolar: Building Partnerships and
Sustainable Solutions

armSolar Inc. is an Egyptian company founded in
October 2011 with the sole purpose of providing
cost-competitive renewable energy solutions to the
Egyptian market and the MENA region. But to be
able to do that, KarmSolar needed an edge, a niche, a selling
point that would set it apart from the competition. Solar energy
has been used for years, but it was always disregarded as a prac-
tical alternative when designing any commercial or agricultural
project. This fact can be attributed to many social and economi-
cal factors; however, the main reason is the lack of awareness
and understanding of the technology. It has been regarded as
a space-age technology that is too expensive to be applied in
industrial solutions, but this is far from the truth.
The real challenge for KarmSolar was
to convince customers and consum-
ers that solar energy is cheaper
than conventional fuels. And to
add to the challenges KarmSolar
faced, the Egyptian government
subsidizes all conventional energy
sources, including natural gas, diesel,
and electricity, provided by the government,
making KarmSolar’s investment in solar energy appear

Markets and

Business Buyer Behavior

To start, let’s look at a startup company from Egypt. Karm-
Solar provides custom solar energy applications to the agricul-
tural and industrial market, but also provides help with financial
analysis, and overcoming the challenges that their clients face
when switching to solar power. To succeed in these business-to-
business markets, KarmSolar must do more than just design and
distribute good products. It must work closely and deeply with
its business customers to become a strategic, problem-solving
partner.

Providing Cheap

to be an enormous undertaking at first glance. KarmSolar ex-
ecutives knew they could compete in the consumer products
segment as a startup and could not sell universal, ready-made
products that can operate under any conditions, and for these
two reasons another business strategy had to be adopted.
KarmSolar’s business-to-business model is based on the
provision of custom-designed commercial solar energy applica-
tions and solutions to clients in the off-grid agricultural and in-
dustrial market. The solutions are custom designed to meet the
unique needs of each client, with the end goal of providing the

“Our relationship with our customers is
based on trust. We offer them the means to
grow and increase their profitability.” For KarmSolar,
it's not a one-off sdle; it's a partnership which results
in mutual benefits and business growth.
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client with a commercially viable energy solution. With a very
high potential for growth and expansion, KarmSolar started
creating long-lasting partnerships with its clients, providing
comprehensive solutions with innovative solar energy solu-
tions. “The key to winning clients in our field is in understand-
ing their challenges, and in providing them with innovative and
sustainable energy solutions to help them reduce their operat-
ing costs and consequently achieve their breakthrough results,”
says Ahmed Zahran, KarmSolar CEO.

At this point, research had been under way for several
years, and the market demand for high-capacity energy solu-
tions was high, but solar energy could only offer small-scale ca-
pacities, and with a very high markup. Naturally, the gap was
filled by diesel and natural gas generators. KarmSolar had to
be innovative: “We had to customize, and come up with a turn-
key innovative technology, that would change people’s percep-
tion of Solar Energy, and we did,” says Xavier Auclair, Chief
of Innovation and Technology. KarmSolar’s solution utilizes
the varying intensity of solar radiation to provide the highest
throughput and maximize the utilization of client assets.

For KarmSolar’s clients, the decision to invest in a solar
power generation plant is anything but easy. It is a very tiring
process that involves calculating and forecasting the economics
and financials of such an investment. This makes it extremely
important for KarmSolar when providing the comprehensive
solution to help with all financial and economical studies re-
quired for the sale. KarmSolar acts as a problem-solving part-
ner; it has to get involved in the client’s problems to understand
that client’s challenges. And this strategy has been very success-
ful for both parties, providing mutual growth potential.

“Like any other business segment in Egypt, off-grid agri-
culture is highly wasteful; we do not provide solar energy as a
cheaper alternative for fossil fuels only, we also help the farms
understand how they are wasting their resources, like water, fer-
tilizers, and energy, and how they can increase their efficiency
and minimize their costs,” says Mohamed Fadly, KarmSolar’s
Innovation Officer. KarmSolar now operates with a partnership
mentality in all relationships with business clients, who in turn
sell their products to the market.

Every sale for KarmSolar counts, and thus is handled with
great care and attention; every project has different character-
istics and conditions, which results in the complex and com-
prehensive nature of the solutions. For KarmSolar, it is not a
sale—it is a partnership. “Our relationship with our customers
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KarmSolar
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KarmSolar works closely
with their customers,
offering training, support,
and education, and
developing a mutually
beneficial partnership in
the process.

© KarmSolar

is based on trust. We offer them
the means to grow and increase
their profitability; we engage them
in the design and make sure they
get what they need,” says Yumna
Madi, KarmSolar’s Chief Business
Development Officer. The business
strategy KarmSolar uses is simple,
and it is based on the mutual ben-
efit and growth of both businesses.

KarmSolar’s competitive edge comes from its ability to stay
one step ahead of the competition. Notes Madi, “We continu-
ously invest in Research and Development to make sure we are
always ahead of our competition. Our price is the first thing
customers ask about. And we have to stay appealing.” The only
way for KarmSolar, which is a top-level solar technology inte-
grator, to keep prices down and stay competitive in the market
is by innovating and driving out all losses in its solutions. “We
provide trainings to the clients; we provide after sale support.
And we teach them how to use our solutions effectively,” notes
Madi. This wasn’t easy at the beginning, and this is why Karm-
Solar created a web-based software program called Solar Man-
agement Interface, or SMI. This is how the KarmSolar simplifies
its services and makes it easier for business clients to under-
stand and interact with the solar power solution.

Driven by a passion to make a difference and a dream to
make solar energy viable for all business sectors, KarmSolar acts
as the engine for off-grid urbanization. Its products are not in
your kitchen or living room, but some of your food might have
been watered with solar-powered pumps as it was grown, or re-
frigerated by a solar-powered compressor before being shipped.!
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Objective Outline

Objective 1

Define the business market and explain how business markets differ from consumer markets.

Business Markets (pp 190-192)

Objective 2

Identify the major factors that influence business buyer behavior.

Business Buyer Behavior (pp 193-197)

Objective 3

List and define the steps in the business buying decision process.
The Business Buying Process (pp 197-199)
E-Procurement: Buying on the Internet (pp 199-200)

Objective 4

Compare the institutional and government markets and explain how institutional and
government buyers make their buying decisions.

Institutional and Government Markets (pp 200-205)

Business buyer behavior

The buying behavior of organizations
that buy goods and services for use in
the production of other products and
services that are sold, rented, or supplied
to others.

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
choose among alternative suppliers and
brands.

Objective 1 >

Define the business market and
explain how business markets
differ from consumer markets.

MyMarketingLab™

& Improve Your Grade!

Over |0 million students improved their results using the Pearson MyLabs. Visit
www.mymbktlab.com for simulations, tutorials, and end-of-chapter problems.

Ll ke Karm S o I al‘, in one way or another, most large companies sell to other orga-
nizations. 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 businesses.
For example, General Mills makes many familiar consumer brands—Big G cereals (Cheerios,
Wheaties, Trix, Chex, Total, Fiber One), baking products (Pillsbury, Betty Crocker, Bisquick,
Gold Medal flour), snacks (Nature Valley, Bugles, Chex Mix), Yoplait yogurt, Haagen-Dazs
ice cream, and many others. But to sell these products to consumers, General Mills must first
sell them to its wholesaler and retailer customers, who in turn serve the consumer market.
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. It also includes the behavior of retailing and wholesaling
firms that acquire goods to resell or rent them to others at a profit. In thebusiness buying
process, business buyers determine which products and services their organizations need
to purchase and then find, evaluate, and choose among alternative suppliers and brands.
Business-to-business (B-to-B) marketers must do their best to understand business markets
and business buyer behavior. Then, like businesses that sell to final buyers, they must build
profitable relationships with business customers by creating superior customer value.

Business Markets

The business market is huge. In fact, business markets involve far more dollars and items
than do consumer markets. For example, think about the large number of business transac-
tions involved in the production and sale of a single set of Goodyear tires. Various suppliers
sell Goodyear the rubber, steel, equipment, and other goods that it needs to produce tires.
Goodyear then sells the finished tires to retailers, which in turn sell them to consumers.
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Derived demand Thus, many sets of business purchases were made for only one set of consumer purchases. In
Business demand that ultimately comes addition, Goodyear sells tires as original equipment to manufacturers that install them on
from (derives from) the demand for new vehicles and as replacement tires to companies that maintain their own fleets of com-
consumer goods. pany cars, trucks, or other vehicles.

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, business markets
differ in many ways from consumer markets. The main differences are in market structure and
demand, the nature of the buying unit, and the types of decisions and the decision process involved.

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
potential market includes millions of car owners around the world. But its fate in business

markets depends on getting orders from only a handful of large automakers.
Further, business demand is derived demand—it ulti-
mately derives from the demand for consumer goods. For ex-
PRL%CSITFJ R:;' WITH GORE-TEX" ample, W. L. Gore & Associates sells its Gore-Tex brand to
FOCUSED OUTSIDE PRO SHELL INSIDE. manufacturers who make and sell outdoor apparel brands made
from Gore-Tex fabrics. If demand for these brands increases, so
does demand for Gore-Tex fabrics. ® So to boost demand for
Gore-Tex, Gore advertises to final consumers to educate them
on the benefits of Gore-Tex fabrics in the brands they buy. It also
directly markets brands containing Gore-Tex—from Arc’teryx,
Marmot, and The North Face to Burton and L.L. Bean—on its

own Web site (www.gore-tex.com).

To deepen its direct relationship with outdoor enthusiasts
further, Gore even sponsors an “Experience More” online commu-
nity in which members can share experiences and videos, connect
with outdoor experts, and catch exclusive gear offers from partner
brands. As a result, 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 apparel or footwear
you buy, says the label, if it’'s made with Gore-Tex fabric, it’s “guar-
anteed to keep you dry.”

Finally, many business markets have inelastic and more fluctuat-
ing demand. 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 manufacturers to buy
much more leather unless it results in lower shoe prices that, in
turn, increase consumer demand for shoes. And the demand for
many business goods and services tends to change more—and
more quickly—than does the demand for consumer goods and ser-
vices. A small percentage increase in consumer demand can cause

@ Derived demand: You can’t buy anything directly from Gore,
but to increase demand for Gore-Tex fabrics, the company
markets directly to the buyers of outdoor apparel and other . ] ;
brands made from its fabrics. Both Gore and its partner large increases in business demand.
brands—here, The North Face —win.

Courtesy of W. L. Gore & Associates, Inc.

Compared with consumer purchases, a business purchase usually involves more decision par-
ticipants and a more professional purchasing effort. Often, business buying is done by trained pur-
chasing 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 market-
ers and salespeople to deal with these well-trained buyers.

Types of Decisions and the Decision Process

Business buyers usually face more complex buying decisions than do consumer buyers.
Business purchases often involve large sums of money, complex technical and economic
considerations, and interactions among people at many levels of the buyer’s organization.
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The business buying process also tends to be longer and more formalized. 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
dependent 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
problems, to finding solutions, to supporting after-sale operation. They often customize
their offerings 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 customers by meeting current needs and by partnering with
them to help solve their problems. For example, Dow Performance Plastics doesn’t just
sell commodity plastics fo its industrial customers—it works with these customers to help
them succeed in their own markets:

Dow Performance
Plastics

Think of Dow as the team...
behind your team.

At Dow Performance Plastics, think-
ing about how plastics can make our
lives better is at the very core of its busi-
ness strategy. What makes that notewor-
thy, however, is that Dow doesn’t sell its
products to you and me. Instead, it sells
mountains of raw materials to its business
customers, who in turn sell parts to the
companies who sell their products to final
users. So Dow understands that it isn’t just
selling commodity plastics; it’s helping the
businesses that buy its plastics materials to
be heroes with their own customers. Dow
Performance Plastics considers itself a part-
ner, not just a supplier. “Whether they’re

using Dow’s plastics to make bags for

® Dow Performance Plastics isn’t just selling commodity plastics —it’s helping the Safeway or for complex [automotive] ap-
businesses that buy its plastics to be heroes with their own customers. “We believe in a plications, we have to help them succeed in

simple concept . .. if you win, we win.”
The Dow Chemical Company

Supplier development

Systematic development of networks

of supplier-partners to ensure an
appropriate and dependable supply of
products and materials for use in making
products or reselling them to others.

O, FIGURE | 6.1
A Model of Business Buyer
Behavior

In some ways, business markets

are similar to consumer markets

—this model looks a lot lke the ..o »
model of consumer buyer behavior
presented in Figure 5.1. But there

are some mgjor differences, especially

in the nature of the buying unit, the

types of decisions made, and the

decision process.

their markets,” says a Dow spokesperson.
@ “Think of Dow as the team behind your team,” says Dow at its Web site. “We believe in a
simple concept . . . if you win, we win.”

As in Dow’s case, in recent years, relationships between most customers and sup-
pliers have been changing from downright adversarial to close and chummy. In fact,
many customer companies are now practicing supplier development, systematically
developing networks of supplier-partners to ensure a dependable supply of products
and materials that they use in making their own products or reselling to others. For
example, Walmart doesn’t have a “Purchasing Department”; it has a “Supplier Devel-
opment Department.” The giant retailer knows that it can’t just rely on spot suppliers
who might be available when needed. Instead, Walmart manages a robust network of
supplier-partners that help provide the hundreds of billions of dollars of goods that it
sells to its customers each year.

The environment The buying organization Buyer responses
Marketing Other ; Product or
stimuli stimuli The buying center service choice
Product Economic . .
Supplier choice
. . Buying
Price Technological M.
9 ’ decision * Order quantities
Place Political process _
Delivery terms
Promotion Cultural and times
(Interpersonal and
Competitive individual influences) Service terms
(Organizational influences) Payment




Objective 2 >

Identify the major factors
that influence business buyer
behavior.

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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Business Buyer Behavior

At the most basic level, marketers want to know how business buyers will respond to vari-
ous marketing stimuli. @ Figure 6.1 shows a model of business buyer behavior. In this
model, marketing and other stimuli affect the buying organization and produce certain 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, com-
posed of all the people involved in the buying decision, and the buying decision process. The
model shows that the buying center and the buying decision process are influenced 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 buy-
ing decisions do business buyers make? Who participates in the business buying process? What
are the major influences on buyers? How do business buyers make their buying decisions?

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 service
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
opportunity 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 buying 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 buying separate products and services from several suppliers and put-
ting 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 sell-
ing (or solutions selling) is often a key business marketing strategy for winning and
holding accounts. Consider IBM and its customer Six Flags Entertainment Corporation:*

Six Flags operates 19 regional theme parks across the
United States, Mexico, and Canada, featuring exciting rides
and water attractions, world-class roller coasters, and spe-
cial shows and concerts. ® To deliver a fun and safe expe-
rience for guests, Six Flags much carefully and effectively
manage thousands of park assets—from rides and equip-
ment to buildings and other facilities. Six Flags needed a
tool for managing all those assets efficiently and effectively
across its far-flung collection of parks. So it turned to IBM,
which has software—called Maximo Asset Management
software—that handles that very problem well.

But IBM didn’t just hand the software over to Six
Flags with best wishes for a happy implementation. In-
stead, IBM’s Maximo Professional Services group is
combining the software with an entire set of services
designed to get and keep the software up and running.
IBM is working hand-in-hand with Six Flags to customize
the application and strategically implement it across Six

Flags’s far-flung facilities, along with on-site immersion

@ Solutions selling: Delivering a fun and safe experience for Six Flags training and planning workshops. “We’ve implemented
guests requires careful and effective management of thousands of park the solution at five parks to date, and as the implementa-
assets across its 19 regional theme parks. IBM works hand-in-hand with tion team completes each deployment, they move to the
Six Flags to provide not just software, but a complete solution. next property,” says Six Flags’s director of corporate proj-

Bloomberg via Getty Images

ect management. “We have one implementation team to
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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.

Understanding the Marketplace and Consumers

make sure that all the deployments across our parks are consistent.” IBM will work with Six Flags
throughout the process. Thus, IBM isn't just selling the software, it’s selling a complete solution
to Six Flags’s complex asset management problem.

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. It consists of 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 actual 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
officers participating in the negotiations.

¢ Deciders have formal or informal power to select or approve the final suppliers. In
routine buying, the buyers are often the deciders, or at least the approvers.

» 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 orga-
nization. It is 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 purchasing 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 in-
clude 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.

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. Sometimes, even the people in the buying center are not aware of all the buying par-
ticipants. 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.

Business buyers are subject to many influences when they make their buying decisions.
Some marketers assume that the major influences are economic. They think buyers will fa-
vor 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, especially in a tough economy. However, business buyers actually
respond to both economic and personal factors. Far from being cold, calculating, and imper-
sonal, business buyers are human and social as well. They react to both reason and emotion.

Today, most B-to-B marketers recognize that emotion plays an important role in busi-
ness buying decisions. Consider this example:*

Citrix creates better ways for people, IT, and business to work, using virtual meetings, desktops,
and datacenters. Citrix combines virtualization, networking, and cloud computing technologies
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into products that let people work and play from anywhere on
any device. The company helps businesses consolidate server
hardware and centrally manage applications and desktops from
the datacenter rather than installing them on individual employee
computers. With a tech-savvy audience, you might expect Citrix’s
B-to-B ads to focus entirely on technical features and benefits
such as simplicity, productivity, and cost-efficiency. Citrix does
promote these benefits, but the ads also pack a decidedly more
emotional wallop. Working off the notion that our technology has
begun to control us, the Simplicity Is Power campaign from Citrix
uses dramatic imagery showing a human hand in complete con-
trol of technology. ®' For example, one ad shows a hand crushing
servers; another shows laptops and applications dangling from
fingers like puppets on springs. These emotionally-charged im-
ages convey the message that Citrix virtual computing solutions
put unprecedented computing power back into the hands of orga-
nizations and their IT departments.

The po

SIMPLICITY IS POWER

ver to consolidate servers through virtual computing.

Figure 6.2 lists various groups of influences on busi
ness buyers—environmental, organizational, interpersonal, and
individual. Business buyers are heavily influenced by factors
in the current and expected economic environment, such as the
level of primary demand, the economic outlook, and the cost of
money. Another environmental factor is the supply of key mate-
rials. Many companies now are more willing to buy and hold
larger inventories of scarce materials to ensure adequate sup-
ply. Business buyers also are affected by technological, politi-
cal, and competitive developments in the environment. Finally,
culture and customs can strongly influence business buyer reac-
tions to the marketer’s behavior and strategies, especially in the
international marketing environment (see Real Marketing 6.1).

® Emotions play an important role in business buying: The

emotion-charged images in this B-to-B ad get across the message
that Citrix’s virtual computing solutions can put computing power
back in the hands of companies and their IT departments.

© 2011 Citrix Systems, Inc. Al rights reserved. Simplicity is Power and its stylized treatment are

The business buyer must watch these factors, determine how
they will affect the buyer, and try to turn these challenges into
opportunities.

Organizational factors are also important. Each buying

trademarks and XenServer is a registered trademark of Citrix Systems, Inc. Organization has its own objectives, strategies, structure, sys-
tems, and procedures, and the business marketer must under-
stand 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?

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 cen-
ter participants with the highest rank always have the most influence. Participants may in-
fluence 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 factors are often very subtle. Whenever possible, business marketers must try

FIGURE | 6.2 to understand these factors and design strategies that take them into account.

Major Influences on Business
Buyer Behavior

Environmental

Like consumer buying decisions Organizational
in Figure 5.2, business buying The economy . Interpersonal —
decisions are affected by an Supply conditions Objectives Individual
incredibly complex combination Influence |
of environmental, interpersonal, Strategies Age/educ_gtlon
and individual inflences, but with Technology Expertise Job p(_JSItlon
an extra layer of organizational Structure MOt|V9§ Buyers
factors thrown info the mix. Politics/regulation Authority Personality

Systems Preferences

A Competition Dynamics Buying style
Procedures
Culture and customs
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Real Marketing | ©.1

International Marketing Manners

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, Asia, and Africa to explore the territory.
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 luncheon guest, the
director of an industrial engineering firm, with the
words, “Just call me Harry, Jacques.” In Ger-
many, Mr.Slicksmile is a powerhouse. Whisking
through a flashy multimedia presentation with an
ultra-compact projector, he shows ‘em that this
Georgia boy knows how to make a buck.

Mr. Slicksmile next swings through Saudi
Arabia, where he coolly presents a potential
client with a multimillion-dollar proposal in a
classy pigskin binder. Heading on to Moscow,
Harry strikes up a conversation with the
Japanese businessman sitting next to him on
the plane. Harry complements the man’s cuff-
links several times, recognizing him as a man of
importance. As the two say good-bye, the man
gifts his cufflinks to Harry, presents his business
card with both hands, and bows at the waist.
Harry places his hand firmly on the man’s back
to express sincere thanks, then slips his own
business card into the man’s shirt pocket.

Harry takes Russia by storm as he meets
with the CEO of a startup tech firm. Feeling
very at ease with the Russia executive, Harry
sheds his suit coat, leans back, crosses one
foot over the other knee, and slips his hands
into his pockets. At his next stop in Beijing,
China, Harry 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 a
gift as a gesture of his desire to do business
with them—an elegant Tiffany clock.

A great tour, sure to generate a pile of
orders, right? Wrong. Six months later, Con-
solidated Amalgamation has nothing to show
for the extended trip but a stack of bills.
Abroad, they weren’t wild about Harry.

This hypothetical case has been exag-
gerated for emphasis. Americans are seldom
such dolts. But experts say success in inter-
national business has a lot to do with knowing

the territory 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. Conve-
nient. Easy. So we become ‘ugly Americans’
by demanding that others change,” says one
American 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 Americans
do. It's not so much a “cultural” difference as
a difference in approach. A proper French-
man neither likes instant familiarity nor refers
to strangers by their first names. “That poor
fellow, Jacques, probably wouldn’t show any-
thing, but 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 to
the Saudi Arabians, the pigskin binder would
have been considered vile. An American

salesperson who actually presented such a
binder was unceremoniously tossed out of
the country, and his company was blacklisted
from working with Saudi businesses.

Harry also committed numerous faux
pas with his new Japanese acquaintance.
Because the Japanese strive to please
others, especially when someone admires
their possessions, the executive likely felt
obligated rather than pleased to give up
his cufflinks. Harry’s “hand on the back”
probably labeled him as disrespectful and
presumptuous. Japan, like many Asian
countries, is a “no-contact culture” in which
even shaking hands is a strange experience.
Harry made matters worse with his casual
treatment of the business cards. Japanese
people revere the business card as an ex-
tension of self and as an indicator of rank.
They do not hand it to people; they present
it—with both hands.

Things didn’t go well in Russia, either.
Russian business people maintain a conser-
vative, professional appearance, with dark
suits and dress shoes. Taking one’s coat off
during negotiations of any kind is taken as
a sign of weakness. Placing hands in one’s
pockets is considered rude, and showing
the bottoms of one’s shoes is a dirty and
disgusting gesture. Similarly, in China, Harry
casually dropping his chopsticks could have
been misinterpreted as an act of aggression.
Stabbing chopsticks into a bowl of rice and
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leaving them signifies death to the Chinese.
The clocks Harry offered as gifts might have
confirmed such dark intentions. To “give a
clock” in Chinese sounds the same as “see-

Chapter 6

to international travelers and help prevent
them from making embarrassing mistakes
while abroad. Cultures around the world dif-
fer greatly, and marketers must dig deeply to
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“When doing business in a foreign country and
a foreign culture...take nothing for granted,”
advises an international business specialist.
“Turn every stone. Ask every question. Dig into

ing someone off to his end.”

Thus, to compete successfully in global
markets, or even to deal effectively with inter-
national firms in their home markets, compa-
nies must help their managers to understand
the needs, customs, and cultures of interna-
tional business buyers. Several companies
now offer smartphone apps that provide tips

make certain they adapt to these differences.  every detail.”

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;
Janette S. Martin and Lillian H. Cheney, Global Business Etiquette (Santa Barbara, CA: Praeger Publishers, 2013);
“Learn Tips to Do Business in China,” The News-Sentinel, February 9, 2012, accessed at www.news-sentinel.com;
and www.cyborlink.com, accessed November 2012.

Problem recognition

The stage of the business buying process
in which the company recognizes a
problem or need that can be met by
acquiring a good or a service.

Each participant in the business buying decision process brings in personal motives,
perceptions, 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.

Objective 3 --»

List and define the steps in
the business buying decision
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, in contrast, 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 can be met by acquiring a specific product or
service. Problem recognition can result from 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 product 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 custom-
ers to potential problems and then show how their products and ser-
vices provide solutions. ® For example, an award-winning ad from
Quill.com, an online office products supplier that strives for strong
customer service, highlights an important customer problem: what to
do when your printer runs out of toner. The visual in the ad—which
shows the headline fading then reappearing—effectively suggests
both the problem and the solution. “If you run out of toner,” says the
ad, “we will replace it this quickly. At Quill.com, we are here whenever
you need us.”

AT QUELCOM WERE ISIAL WHEMEVER YO MEED U5, AND WELL D6 WHATEVER T TAES 10
CET YO WHAT ranoT
ST ETFITMERCE M OFFICE PRODUCTS

General Needs Description

Having recognized a need, the buyer next prepares a general need de-
scription that describes the characteristics and quantity of the needed
item. For standard items, this process presents few problems. For com-
plex items, however, the buyer may need to work with others—engineers,
users, consultants—to define the item. The team may want to rank the

® Problem recognition: Quill.com uses this award-
winning ad to alert customers to both an important
problem and the solution. “At Quill.com, we’re here
whenever you need us.”

Quill.com agency—Euro RSCG Chicago, Creative Director, Blake Ebel
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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 fow
diagram suggests.

General need description

The stage in the business buying
process in which a buyer describes the
general characteristics and quantity of a
needed item.

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.

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 infor-
mation 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 engineering team. Product value analysis is an approach to cost
reduction 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 situations 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 vendors. The buyer can
compile a small list of qualified suppliers by reviewing trade directories, doing computer
searches, or contacting other companies for recommendations. Today, more and more
companies are turning to the Internet to find suppliers. For marketers, 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 refer the buyer to their
Web sites or promotional materials or send a salesperson to call on the prospect. However,
when the item is complex or expensive, the buyer will usually require detailed written pro-
posals 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 should 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



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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one supplier and to allow comparisons of prices and performance of several suppliers over
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
inventories and replenish stock automatically as needed. For example, most major suppli-
ers 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 situ-
ation, 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.

Advances in information technology have changed the face of the B-to-B marketing
process. Online purchasing, often called e-procurement, has grown rapidly in recent
years. Virtually unknown a decade and a half ago, online purchasing is standard pro-
cedure 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 prod-
ucts 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 auc-
tions, 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 Staples, through which company buy-
ers can purchase equipment, materials, and supplies directly. Staples operates a business-
to-business procurement division called Staples Advantage, which serves the office supplies
and services buying needs of businesses of any size, from 20 employees to the Fortune 1000.

B-to-B marketers can help customers online and build stronger customer relationships
by creating well-designed, easy-to-use Web sites. For example, BtoB magazine recently rated
the site of Shaw Floors—a market leader in flooring products—as one of its “10 great B-to-B
Web sites.” The site helps Shaw build strong links with its business and trade customers.®
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Advantage
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At one time, flooring manufacturer Shaw Floors” Web
site was nothing more than “brochureware.” ® Today,
however, the site is a true interactive experience. At the
site, design and construction professionals as well as cus-

inportant LINKS tomers can “see”—virtually—the company’s many prod-
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« Celsheus YourHome Regivrasen uct lines. At the popular “Try on a Floor” area, designers or
——— retailers can even work with final buyers to upload digital
ks images of an actual floor and put any of the company’s
many carpets on it to see how they look. They can select
various lines and colors immediately without digging
through samples. And the extremely detailed images can
be rotated and manipulated so a designer, for example, can
show a client what the pile of the carpet looks like and how
deep it is.

The Shaw Floors site also provides a rich set of
easy-to-navigate resources for Shaw retailers. The “For

Learn more toearnmare ST vt Retailers” area lets retail-partners search the company’s

products, make inventory checks, track order status, or
order brochures for their stores. At the Shaw AdSource
area, retailers can find resources to create their own ads.
The Shaw Web Studio lets retailers—many of which

@ B-to-B Web sites: This Shaw Floors site builds strong links with Shaw’s
retailers. It provides marketing ideas and tools that make retailers more
effective in selling Shaw’s products to final customers.

Shaw Industries, Inc.

Objective 4 >

Compare the institutional

and government markets and
explain how institutional

and government buyers make
their buying decisions.

are mom-and-pop stores—download the photography,
catalog engines, and other tools they need to build their
own Web sites. “So many retailers don’t have the time
or money to build their own online presence,” says
Shaw’s interactive marketing manager, “so this really
helps them.”

More generally, today’s business-to-business marketers are using a wide range of
digital and social marketing approaches—from Web sites, blogs, and smartphone apps to
mainstream social networks such as Facebook, LinkedIn, YouTube, and Twitter to reach
business customers and manage customer relationships anywhere, anytime. Digital and
social marketing has rapidly become the new space for engaging business customers (see
Real Marketing 6.2).

Business-to-business e-procurement yields many benefits. First, it shaves transac-
tion costs and results in more efficient purchasing for both buyers and suppliers. E-pro-
curement 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 paperwork. In turn, it frees them to focus on more-strategic issues, such as find-
ing better supply sources and working with suppliers to reduce costs and develop new
products.

The rapidly expanding use of e-procurement, however, also presents some problems.
For example, at the same time that the Internet makes it possible for suppliers and custom-
ers to share business data and even collaborate on product design, it can also erode de-
cades-old customer-supplier relationships. Many buyers now use the power of the Internet
to pit suppliers 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 concerns. Although home shopping
transactions can be protected through basic encryption, the secure environment that busi-
nesses need to carry out confidential interactions is sometimes still lacking. Companies
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
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

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 institutional
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B-to-B Social Marketing: The Space
to Engage Business Customers

There’'s a hot new video on YouTube these
days, featured at the Makino Machine Tools
YouTube channel. It shows Makino’s D500
five-axis vertical machining center in action,
with metal chips flying as the machinery mills
anew industrial part. Sound exciting”? Probably
not to you. But to the right industrial customer,
the video is downright spellbinding. “Wow,”
says one viewer, “that’s a new concept to have
the saddle ride in Y rather than X. Is that a rigid-
ity enhancement?” In all, the video has been
viewed more than 29,000 times, mostly by cur-
rent or prospective Makino customers. For B-
to0-B marketer Makino, that’s great exposure.

When you think of digital and social mar-
keting, you most likely think of marketing to
final consumers. But today, most business-
to-business marketers, like Makino, have also
upped their use of these new approaches to
reach and engage business customers. The
use of digital and social marketing channels
in business marketing isn’t just growing, it's
exploding. Even as most major B-to-B mar-
keters are cutting back on traditional me-
dia and event marketing, they are ramping
up their use of everything from Web sites,
blogs, apps, and proprietary online net-
works to mainstream social networks such
as Facebook, LinkedIn, YouTube, and Twit-
ter. Research shows that 79 percent of B-
to-B companies now post articles online, 74
percent use existing social media, 65 percent
blog, 63 percent send out e-newsletters, 52
percent post videos online, and 46 percent
conduct webinars.

Digital and social media have become the
space in which to engage B-to-B customers
and strengthen customer relationships. Again,
consider Makino, a leading manufacturer of
metal cutting and machining technology:

Makino employs a wide variety of social me-
dia initiatives that inform customers and en-
hance customer relationships. For example,
it hosts an ongoing series of industry-specific
webinars that position the company as an
industry thought leader. Makino produces
about three webinars each month and offers
a library of more than 100 on topics ranging
from optimizing machine tool performance
to discovering new metal-cutting processes.
Webinar content is tailored to specific

industries, such as aerospace or medical,
and is promoted through carefully targeted
banner ads and e-mails. The webinars help
to build Makino’s customer database, gener-
ate leads, build customer relationships, and
prepare the way for salespeople by providing
relevant information and educating custom-
ers online.

Makino even uses Twitter, Facebook,
and YouTube to inform customers and pros-
pects about the latest Makino innovations
and events and to vividly demonstrate the
company’s machines in action. The results
have been gratifying. “We’ve shifted dramati-
cally into the electronic marketing area,” says
Makino’s marketing manager. “It speeds up
the sales cycle and makes it more efficient—
for both the company and the customer. The
results have been outstanding.”

Compared with traditional media and
sales approaches, digital and social market-
ing approaches can create greater customer
engagement and interaction. B-to-B mar-
keters know that they aren’t really targeting
businesses, they are targeting individuals in
those businesses who affect buying deci-
sions. “We are selling business-to-people,”
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notes one B-to-B marketer. And today’s
business buyers are always connected. They
have their digital devices—whether PCs,
iPads, or smartphones—hardwired to their
brains. As one B-to-B marketer puts it, “Be-
ing at work is no longer a place; it is a state
of mind.”

Digital and social media can play an im-
portant role in engaging today’s always-con-
nected business buyers in a way that personal
selling alone cannot. Instead of the old model
of sales reps calling on business customers at
work or maybe meeting up with them at trade
shows, the new digital approaches facilitate
anytime, anywhere connections between a
wide range of people in the selling and cus-
tomer organizations. It gives both sellers and
buyers more control of and access to impor-
tant information. B-to-B marketing has always
been social network marketing, but today’s
digital environment offers an exciting array of
new networking tools and applications.

No company seems to grasp the new
digital and social media opportunities more
fully than one of the oldest companies
around—IBM. At 114 years old and with
400,000 employees in 170 countries, Big Blue
is as fresh and relevant—and profitable—as
ever when it comes to social media. It uses a
decentralized approach to social media. “We
represent our brand online the way it always
has been,” says an IBM social media execu-
tive. “Our brand is largely shaped by the in-
teractions that [IBMers] have with customers.”

(1 Tube}

Making is 8 globel provider of sdvanced machinmg
techaology and application support
it wrerve.makang. com/

Abaut

l_“lakin_q

Invest in Your Fut

with Full Tax Benw ;-
Whie we nesmaly d
topecs that are spect

tiates

B-to-B social media: Machining tool manufacturer Makino engages its business
customers through extensive digital and social marketing—everything from proprietary
online communities and webinars to Facebook, YouTube, and Twitter.

Courtesy of Makino, Inc. Facebook is a trademark of Facebook, Inc.
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From that perspective, IBM encour-
ages employees to talk publically in the social
media—to each other and to customers—and
lets them go about it with no invention or over-
sight. And go about it they do. Thousands of
IBMers are the voice of the company. There
are 100,000 IBMers using 17,000 internal
blogs and 53,000 members on SocialBlue
(IBM’s own internal Facebook-like network).
“Run an online search for ‘IBM blog” and you’ll
find countless IBMers posting publically on ev-
erything from service-oriented architecture to
sales to parenthood,” says one analyst. “If you
want to blog at IBM, you simply start.” IBM em-
ployees by the tens of thousands or even hun-
dreds of thousands are also actively involved
on Twitter, LinkedIn, Facebook, YouTube, and
many other public social networks.

All this IBMer-led social networking drives
an incredible amount of interaction among
IBM employees, customers, and suppliers.
For example, an IBM “innovation jam” can in-
clude a diverse group of as many as 500,000

people inside and outside the company. Such
online interactions helped spawn what is now
a major IBM movement, Smarter Planet—an
initiative that puts the collective minds and
tools at IBM and outside the company toward
solving issues ranging from rush-hour traffic to
natural disaster response.

Whether it's IBM’s decentralized ap-
proach to digital and social media or Makino’s
more focused and deliberate one, B-to-B
marketers are discovering just how effective
these new networking channels can be for
engaging and interacting with business cus-
tomers. Digital and social marketing aren’t

passing B-to-B fads; they signal a new way of
doing business. Gone are the days when B-
to-B marketers can just push out information
about their products and services in a sales
call or at a marketing event. Instead, market-
ers need to engage customers in meaningful
and relevant ways, whenever and wherever
customers demand it, 24 hours a day, 7 days
a week. As one B-to-B social media direc-
tor states, “Customer expectations have
changed. Customers want, on demand, to
have a say in how they interact with you as a
company. We need to change and adapt our
thinking and acknowledge this shift.”

Sources: Kate Maddox, “Online Marketing Summit Focuses on Social, Search, Content,” btobonline.com, February
13, 2012; Elizabeth Sullivan, “One to One,” Marketing News, May 15, 2009, pp. 10-13; Sean Callahan, “Is B2B
Marketing Really Obsolete?” btobonline.com, January 17, 2011; Casey Hibbard, “How IBM Uses Social Media to
Spur Employee Innovation,” Socialmediaexaminer.com, February 2, 2010; Joe Pulizzi, “2012 B2B Content Market-
ing Benchmarks, Budgets, and Trends,” contentmarketinginstitute.com, December 5, 2011; “Analytics, Content,
and Apps Are Hot Topics at ‘BtoB’s’ SF NetMarketing Breakfast,” BtoB, February 17, 2012, www.btobonline.com/
article/20120217/EVENT02/302179995/analytics-content-and-apps-are-hot-topics-at-btobs-sf-netmarketing; and
www.youtube.com/user/MakinoMachineTools, accessed September 2012.

and government organizations. However, these two nonbusiness markets have additional
characteristics and needs. In this final section, we address the special features of institu-
tional 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
50 for-profit hospitals in 11 states, generating $9.2 billion in annual revenues. By contrast,
the Shriners Hospitals for Children is a nonprofit organization with 22 hospitals that pro-
vide free specialized health care for children, whereas the government-run Veterans Affairs
Medical Centers located across the country provide special services to veterans.” Each insti-
tution has different buying needs and resources.

Institutional markets can be huge. Consider the massive and expanding U.S. prisons
economy:

Institutional market

Schools, hospitals, nursing homes,
prisons, and other institutions that
provide goods and services to people in
their care.

Some 7.4 million Americans, more than the individual populations of 38 of the 50 states, are in
prison, on parole, or on probation. Criminal correction spending is outpacing budget growth in
education, transportation, and public assistance. For instance, during the last two decades, state
and federal spending on prisons grew by 127 percent, six times the growth rate of spending on
higher education. U.S. prisons, which hold 2.3 million adults, spend about $74 billion annually
to keep those facilities running—on average almost more than $32,000 per year per prisoner.
“One year in prison costs more than one year at Princeton,” remarks one analyst. The ultimate
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 opportunity for any number of vendors to do
business with us,” says an executive at Corrections Corporation of America, the largest private
prison operator in the country.?’

Many institutional markets are characterized by low budgets and captive patrons. For
example, hospital patients have little choice but to eat whatever food the hospital supplies.
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Ahospital purchasing agent has to decide on the quality of food to buy for patients. Because
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 institu-
tional buyers. For example, the General Mills Foodser-

vice unit produces, packages, prices, and markets its
broad assortment of cereals, cookies, snacks, and other
products to better serve the specific food service re-
quirements of hospitals, schools, hotels, and other in-
stitutional markets. @ Similarly, the Procter & Gamble
Professional Division markets professional cleaning
and laundry formulations and systems to educational,
health-care, and other institutional and commercial
customers.'!

request an in-person
demonstration.
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The government market offers large opportuni-
ties for many companies, both big and small. In most
countries, government organizations are major buyers
of goods and services. In the United States alone, fed-
eral, state, and local governments contain more than
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Strippers Finishes Cleaners  mmm kengkacing shing

@ Institutional markets: The Procter & Gamble Professional Division i ) .
markets professional cleaning and laundry formulations and systems 88,000 buying units that purchase more than $1 trillion
to educational, health-care, and other institutional and commercial in goods and services each year."” Government buy-
customers. ing and business buying are similar in many ways. But

The Procter & Gamble Company 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
decision 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 research and development (R&D) costs and risks, and in
cases where there is little competition.

Government organizations tend to favor domestic suppliers over foreign suppliers.
Amajor 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 environ-
mental, organizational, interpersonal, and individual factors. One unique thing about
government buying is that it is carefully watched by outside publics, ranging from Con-
gress to a variety of private groups interested in how the government spends taxpayers’
money. Because their spending decisions are subject to public review, government or-
ganizations require considerable paperwork from suppliers, who often complain about
excessive paperwork, bureaucracy, regulations, decision-making delays, and frequent
shifts in procurement personnel.

Given all the red tape, why would any firm want to do business with the U.S.
government? The reasons are quite simple: The U.S. government is the world’s larg-
est buyer of products and services—more than $461 billion worth each year—and its
checks don’t bounce. The government buys everything from socks to stealth bombers.
For example, this year, the federal government will spend a whopping $80.9 billion on
information technology, $20 billion of which is earmarked for transitioning to cloud
computing sys’cems.13

Most governments provide would-be suppliers with detailed guides describing
how to sell to the government. For example, the U.S. Small Business Administration

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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provides on its Web site detailed advice for small businesses seeking government contract-
ing opportunities (www.sba.gov/category/navigation-structure/contracting/contracting-
opportunities). And the U.S. Commerce Department’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 Ser-
vice 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.
Various trade magazines and associations provide information on how to reach schools,
hospitals, 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,
especially 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 re-
sponses within 14days. However, it puts the most sweat into seeking large, highly cov -
eted contracts. Acomprehensive bid proposal for one of these contracts can easily run
from 600 to 700 pages because of federal paperwork requirements. And the company’s
president estimates that to prepare a single bid proposal, the firm has spent as many as
5,000 labor-hours over the course of a few years."

Noneconomic criteria also play a growing role in government buying. Government buy-
ers are asked to favor depressed business firms and areas; small business firms; minority-
owned firms; and business firms that avoid race, gender, and age discrimination. Sellers
need to keep these factors in mind when seeking 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 departments, includ-

LOCKNEED MARTIN ,.ﬁ WVEBTORS. | MEDIA | BUPFLIERS | EMPLOYVEES -loo IE?ELSE?!FMING lng GE’ Boelng’ and GOOdyear' . Other Companles
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sell primarily to government buyers, such as Lock-
heed Martin, which makes 84 percent of its sales from
the U.S. government, either as a prime contractor or
a subcontractor. These companies anticipate govern-
ment needs and projects, participate in the product
specification phase, gather competitive intelligence,
prepare bids carefully, and produce stronger commu-
nications to describe and enhance their companies’

reputations.

B e Other companies have established customized
sy 02012 marketing programs for government buyers. For ex-
Tl i 75000 Dy ample, Dell has specific business units tailored to meet
s the needs of federal as well as state and local govern-
ot ittt a5, 2012 ment buyers. Dell offers its customers tailor-made Pre-
e %ﬁqﬁ&% mier Dell.com Web pages that include special pricing,
B online purchasing, and service and support for each

o + || tewnoon city, state, and federal government entity.
During the past decade, a great deal of the govern-
@ Government markets: Some companies sell primarily to government ment’s buying has gone online. The Federal Business
buyers, such as Lockheed Martin, which makes 84 percent of its sales to Opportunities Web site (FedBizOpps.com at www.fbo
the U.S. government. .gov) provides a single point of entry through which

Courtesy Lockheed Martin Corporation commercial vendors and government buyers can post,
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search, monitor, and retrieve opportunities solicited by the entire federal contracting com-
munity. The three federal agencies that act as purchasing agents for the rest of government
have also launched Web sites supporting online government purchasing activity. The General
Services Administration, which influences more than one-quarter of the federal government’s
total procurement dollars, has set up a GSA Advantage! Web site (www.gsaadvantage.gov).
The Defense Logistics Agency offers an Internet Bid Board System (www.dibbs.bsm.dla.mil)
for purchases by America’s military services. And the Department of Veterans Affairs facili-
tates e-procurement through its VA Advantage! Web site (https:// VAadvantage.gsa.gov).

Such sites allow authorized defense and civilian agencies to buy everything from of-
fice supplies, food, and information technology equipment to construction services through
online purchasing. The General Services Administration, the Defense Logistics Agency, and
Department of Veterans Affairs not only sell stocked merchandise through their Web sites
but also create direct links between government buyers and contract suppliers. For exam-
ple, the branch of the Defense Logistics Agency that sells 160,000 types of medical supplies
to military forces transmits orders directly to vendors such as Bristol-Myers Squibb. Such
Internet systems promise to eliminate much of the hassle sometimes found in dealing with
government purchasing.'®

Reviewing the Concepts

MyMarketingLab™

Go to www.mymktlab.com to complete the problems marked with this icon 6

Reviewing Objectives and Key Terms

| Objectives Review

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 includes
organizations that annually purchase trillions of dollars’ worth of

formalized. Finally, business buyers and sellers are often more
dependent on each other.

Identify the major factors
that influence business buyer
behavior. (pp 193-197)

Objective 2

goods and services.

Define the business market and
explain how business markets
differ from consumer markets. (pp 190-192)

Objective 1

The business market comprises all organizations that buy
goods and services for use in the production of other prod-
ucts and services or for the purpose of reselling or renting
them to others at a profit. As compared to consumer markets,
business markets usually have fewer but larger buyers. Busi-
ness demand is derived demand, which tends to be more
inelastic and fluctuating than consumer demand. The busi-
ness buying decision usually involves more, and more profes-
sional, buyers. Business buyers usually face more complex
buying decisions, and the buying process tends to be more

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 dif-
ferent 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 business marketer
also needs to understand the major environmental, organizational,
interpersonal, and individual influences on the buying process.

List and define the steps in
the business buying decision
process. (pp 197-199)

Objective 3

The business buying decision process itself can be quite in-
volved, with eight basic stages: problem recognition, general
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need description, product specification, supplier search, pro-
posal solicitation, supplier selection, order-routine specifica-
tion, and performance review. 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. Companies must manage the overall cus-
tomer relationship, which often includes many different buying
decisions in various stages of the buying decision process.

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 hastens order processing and delivery. However,
e-procurement can also erode customer-supplier relationships
and create potential security problems. Still, business market-
ers are increasingly connecting with customers online to share
marketing information, sell products and services, provide
customer support services, and maintain ongoing customer
relationships.

D Key Terms

Objective 1

Business buyer behavior (p 190)
Business buying process (p 190)
Derived demand (p 191)
Supplier development (p 192)

Objective 2

Straight rebuy (p 193)

Modified rebuy (p 193)

New task (p 193)

Systems selling (or solutions
selling) (p 193)

Users (p 194)
Influencers (p 194)
Buyers (p 194)
Deciders (p 194)

Gatekeepers (p 194)

Objective 3

Buying center (p 194)

Problem recognition (p 197)
General need description (p 198)
Product specification (p 198)
Supplier search (p 198)

Compare the institutional and
government markets and explain
how institutional and government buyers make their
buying decisions. (pp 200-205)

Objective 4

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.

Proposal solicitation (p 198)
Supplier selection (p 198)
Order-routine specification (p 199)
Performance review (p 199)
E-procurement (p 199)

Objective 4

Institutional market (p 202)
Government market (p 203)

Discussion and Critical Thinking

) Discussion Questions

1. Explain how the market structure and demand differ for busi-
ness markets compared to consumer markets. (AACSB:
Communication; Reflective Thinking)

Name and describe the three types of business buying situa-
tions. (AACSB: Communication)

3. Name and describe the roles played by buying center partici-
pants in the business buying process. (AACSB: Communica-
tion; Reflective Thinking)

& 4. Explain what is meant by systems selling and discuss why

it is a preferred approach to buying for many organizations.
(AACSB: Communication; Reflective Thinking)

5. Compare the institutional and government markets and
explain how institutional and government buyers make their
buying decisions. (AACSB: Communication)
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) Critical Thinking Exercises

1. Business buying occurs worldwide, so marketers need to be
aware of cultural factors influencing business customers. In a
small group, select a country and develop a multimedia presenta-
tion on proper business etiquette and manners, including appro-
priate 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)

2. The U.S. government is the world’s largest purchaser of goods
and services, spending more than $425 billion per year. By law,
23 percent of all government buying must be targeted to small
firms. Visit http://archive.sba.gov/contractingopportunities/
index.html to learn how small businesses can take advantage
of government contracting opportunities. Develop a brochure
explaining the process to small business owners. (AACSB:
Communication; Reflective Thinking; Use of IT)

Applications and Cases

D Marketing Technology Apple’s Supply Chain

How many parts go into Apple’s iPhone? Of course there are the
case, screen, camera, processor, and battery, but have you ever
considered all the other parts, such as screws and switches?
There are 40 to 50 screws alone in an iPhone, and each of the
parts—including the screws—must be sourced from suppliers.
Apple’s list of primary contractors includes more than 20 com-
panies scattered around the globe. Apple’s current CEO, Tim
Cook, was brought on by Apple co-founder, the late Steve Jobs,
to streamline Apple’s supply chain. Cook cut component suppliers
from 100 to 24 and shut down 19 Apple warehouses, resulting in a
reduction of parts inventory from one month to just six days. Most
of this is possible through technology, and as a result, Apple’'s

D Marketing Ethics Pink Slime

In the early 1990s, Eldon Roth figured out a way to profit from
slaughterhouse meat trimmings, by-products that were once
used only in pet food and cooking oil. This cheap and safe beef
product is called “lean, finely textured beef” (LFTB). The fatty
bits of beef are heated and treated with a puff of ammonium
hydroxide gas to kill bacteria. You’ve probably eaten many ham-
burgers that included LFTB prepared by fast-feeders, at school
cafeterias, or even in your own kitchen. LFTB makes ground
beef leaner and cheaper. Shortly after it was developed, a health
safety inspector dubbed LFTB “pink slime,” but the name didn’t
become public until the major “pink slime” media brouhaha
erupted in 2012. Consumers were repulsed to learn that they
were eating unappealing beef parts that were “soaked in ammo-
nia.” Sales of ground beef fell 11 percent in one month. Ground
beef producer AFA Foods sought bankruptcy protection and
Cargill lost 80 percent of its customers. The industry’s leading
LFTB manufacturer, Beef Products, Inc., shuttered 75 percent

supply chain has been ranked number one in the world three years
in a row by Gartner’s and Apple is achieving record-setting profits.

1. Go to www.gartner.com/DisplayDocument?doc_cd=234062,
select another company on Gartner’s Supply Chain Top 25,
and describe that company’s supply chain. Discuss the role
technology plays in that company’s purchasing. (AACSB:
Communication; Reflective Thinking; Use of IT)

2. Discuss possible negative consequences of using technology
to gain competitive advantage through purchasing and ven-
dor relationship activities. (AACSB: Communication; Reflective
Thinking)

of its processing plants and laid off 650 workers. McDonald’s
and other fast-feeders, supermarkets, and institutional buyers
such as schools and hospitals discontinued using beef products
containing LFTB, even though the safe and inexpensive product
has been around for many years.

1. Was the uproar over LFTB warranted, given the fact that it is a
product deemed safe for consumption by the U.S. Food and
Drug Administration? Research other types of products that
are included in consumer products that could face a similar
fate if consumers were aware of them. (AACSB: Communica-
tion; Reflective Thinking; Ethical Reasoning)

2. Explain the type of buying situation faced by the companies
that dropped the use of LFTB. Describe the buying deci-
sion process they likely went through to find a replacement
product. (AACSB: Communication; Reflective Thinking)
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D Marketing by the Numbers fMRI Market Potential

Functional magnetic resonance imaging technology (fMRI) is
making its way into the marketing research field, opening up
a new market for this high-tech medical equipment. Using
functional MRI technology, or fMRI, marketing researchers can
literally see a brain in action when consumers view an adver-
tisement or sample a product. A study in 2004 revealed that
different parts of consumers’ brains were activated when sam-
pling a product with or without knowing the brand. When con-
sumers tasted a soft drink without knowing the brand, their
brains showed activity related to taste and they preferred Brand
A. However, when subjects were shown the brands, a different
area of the brain was activated and more consumers preferred
Brand B, suggesting that advertising and marketing can acti-
vate different areas of consumers’ brains and cause them to
prefer specific brands. Several large marketing research firms

P Video Case Eaton

With approximately 70,000 employees in more than 150 coun-
tries and annual revenues of nearly $12 billion, Eaton is one of the
world’s largest suppliers of diversified industrial goods. Eaton has
been known for products that make cars peppier and 18-wheelers
safer to drive. But a recent restructuring has made Eaton a pow-
erhouse in the growing field of power management. In short, Ea-
ton is making electrical, hydraulic, and mechanical power systems
more accessible to and more efficient for its global customers.
But Eaton isn’t successful only because of the products and ser-
vices that it sells. It is successful because it works closely with its
business customers to help them solve their problems and create

such as Nielsen now offer neuroscience marketing research
services.

1. Research the marketing research industry to identify research
companies that would be in the target market for fMRI equip-
ment. How many companies make up this market? (AACSB:
Communication; Reflective Reasoning)

2. Refer to Appendix 2, Marketing by the Numbers, and use the
chain-ratio method to estimate the market potential for fMRI
machines among marketing research firms. What factors
would you consider when determining the potential number
of buyers (that is, research firms) that are willing and able to
purchase fMRI machines? Assume a firm purchases one ma-
chine at an average price of $1 million in your market potential
estimation. (AACSB: Communication; Analytical Reasoning)

better products and services of their own. Eaton is known for high-
quality, dependable customer service and product support. In this
manner, Eaton builds strong relationships with its clients.

After viewing the video featuring Eaton, answer the following
questions:

1. What is Eaton’s value proposition?

2. Who are Eaton’s customers? Describe Eaton’s customer
relationships.

3. Discuss the different ways that Eaton provides value beyond
that which customers can provide for themselves

Cisco Systems: Solving Business
P Company Case Problems Through Collaboration

Perhaps you’ve heard of Cisco. It's the company known for those
catchy “Human Network” ads. It produces the familiar Linksys
wireless Internet routers and owns Pure Digital Technologies,
the company that makes the trendy Flip video cameras. But
most of what Cisco Systems sells is not for regular consumers
like you. Cisco is a tried-and-true business-to-business com-
pany. In fact, it earned honors as BtoB magazine’s 2011 “mar-
keter of the year.” Three-quarters of Cisco’s sales are in routers,
switches, and advanced network technologies—the things that
keep the data moving around cyberspace 24/7. But ever since
the dot-com bust, Cisco has been pioneering the next genera-
tion of networking tools, from cybersecurity to set-top boxes to
videoconferencing.

This story is about much more than just a tech giant that
makes the equipment companies need to run their Internet and
intranet activities. It's about a forward-thinking firm that has tran-
sitioned from a hardware company to a leadership consultancy.
In the process, there is one concept that seems to be the main
driver of Cisco’s business with other organizations: customer col-
laboration. Cisco is all about collaborating with its business cus-
tomers to help them better collaborate internally with employees
as well as externally with suppliers, partners, and their customers.

Collaboration Within and Without

John Chambers became the CEO of Cisco way back in 1995,
when annual revenues were a mere $1.2 billion. He successfully
directed the growth of Cisco as a hardware provider. But fol-
lowing the dot-com bust in the early 2000s, he knew the world
had become a different place. In response, he engineered a
massive, radical, and often bumpy reorganization of the com-
pany. Chambers turned Cisco inside out and created a cul-
ture of 71,000 employees that truly thrives on collaboration. As
such, Cisco is the perfect laboratory where new products are
developed, used, and then sold to external clients. Cisco not
only manufactures hardware and software that makes all the
sharing activity possible, but is also the expert on how to use
it. Al this collaboration has helped Cisco’s business explode,
hitting $43 billion last year.

Perhaps Cisco’s advertising campaign, “Human Network Ef-
fect,” best illustrates the company’s philosophy. The campaign
highlights the benefits that come to an organization when it uti-
lizes its network of people more effectively. According to Cisco,
the pragmatic approach of the campaign helps customers
understand how Cisco’s technologies can save them money,
bring products to market faster, and even have an impact on
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the environment. This campaign has helped Cisco become the
13th most valuable brand in the world at the same time it has
communicated why companies need Cisco’s products and
services.

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 Cham-
bers. Some years ago, the CEO of financial services company
USAA asked Chambers to help the company figure out what to
do with the Internet. Chambers replied that Cisco wasn’t in the
Internet consulting business. But when USAA committed to giv-
ing all its networking business to Cisco if it would take the job,
Chambers proclaimed “We are in that business!” Now, Cisco has
both the products and the knowledge to help other companies
succeed on the Internet.

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 collab-
oration,” she says, but after the earthquake, “I saw it really happen.
Our local team immediately mobilized, checking in with employees,
customers, NGO partners. The council got people on the phone, on
[video conferencel], to give us a complete assessment of what was
happening locally. We connected West China Hospital to a special-
ized 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 helping
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 percent 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 com-
pany and its customers, suppliers, and partners. According to
Jim Grubb, Chambers’s longtime product-demo sidekick, “If we
can accelerate the productivity of scientists who are working on
the next solar technology because we're hooking them together,
we're doing a great thing for the world.” Doing a great thing for
the world, while selling a ton of routers and switches.

But while routers and switches still account for most of Cis-
co’s business, the really interesting things are far more cutting
edge. Consider 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 Technolo-
gies 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.
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Not content to simply sell the plumbing, 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, communica-
tions, 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 ser-
vices to residents will be cheaper as well.

Cisco believes that the smart cities business is an emerg-
ing industry with a $30-billion potential. Gale International,
the construction company behind New Songdo, believes that
China alone could use 500 such cities, each with a capacity for
1 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
willing 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 the expertise that Cisco
offers to go with it, Sun Microsystems saved $68 million. It also
reduced carbon emissions by 29,000 metric tons.

Cisco has also recently unveiled a set of Internet-based
communication products to enhance organizations’ collabora-
tive 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 organi-
zations create and manage highly secure video communities to
share ideas and expertise, optimize global video collaboration,
and personalize the connection between customers, employ-
ees, and students with user-generated content,” according to a
PR blurb. Also on its way is what Cisco calls the Enterprise Col-
laboration Platform, a cross between a corporate directory and
Facebook. These products allow the free flow of information to
increase exponentially over existing products because they exist
behind an organization’s firewall with no filters, lawyers, or secu-
rity issues to get in the way.

A Bright Future

This year, thanks to the still-sluggish economy, 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 de-
cades stronger and more flexible. During the most recent down-
turn, Cisco moved quickly, seizing every opportunity to snatch
up businesses and develop new products. During the decade
of the 2000s, Cisco acquired 48 venture-backed companies.
But last year alone, the company announced an astounding
61 new technologies, all focused on collaboration. With these
resources—and $44 billion in cash that it has stowed away—
Cisco is now expanding into 30 different markets, each with the
potential to produce $1 billion a year in revenue. Moving forward,
the company has committed to adding 20 percent more new-
market businesses annually. And because Cisco enters a new
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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
accepting John Chambers’s long-term goal of 12 to 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 Internet go around. It is a networking leader, a core com-
petency 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 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 likely result from the Cisco
products mentioned in the case?
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: So far, you've learned what
Chapter PreV|eW marketfing is and about the
importance of understanding consumers and the marketplace
environment. With that as a background, you’'re now ready to
delve deeper into marketing strategy and tactics. This chap-
ter looks further into key customer-driven marketing strategy
decisions—dividing up markets into meaningful customer groups
(segmentation), choosing which customer groups to serve
(targeting), creating market offerings that best serve targeted cus-
tomers (differentiation), and positioning the offerings in the minds

Customer-Driven
Marketing Strategy

Creating Value
for Target Customers

of consumers (positioning). The chapters that follow explore the
tactical marketing tools—the four Ps—by which marketers bring
these strategies to life.

To open our discussion of segmentation, targeting, differen-
tiation, and positioning, let’s look at AirAsia. Despite fierce com-
petition in the airline industry, AirAsia is thriving due to careful
customer segmentation and targeting strategy. Combined with
strong marketing efforts and booming demand, AirAsia is looking
to the future with expansion in mind.

AirAsia: Success in Targeting the Right Markets

irAsia started its operations in 2001 as the first
Asian budget airline, founded by Tony Fernandes.
He started the company by buying out a failing
airline company in Malaysia. The airline was origi-
nally owned by the Malaysian government, which eventually
sold it to Fernandes for a small price of 25 pence. Although
AirAsia had owned a lot of money, Fernandes decided to turn
the company around by developing a different marketing di-
rection through the segmentation, targeting, and positioning
process. An opportunity to target a market looking for short-
haul and inexpensive flights presented itself, and Fernandes
transformed the company into a low-cost carrier with flights to
destinations across Asia. The company began with 2 planes in
2002, and it is now up to 72 planes with over 108 routes. About
55 million people fly with AirAsia around the world. The
airline offers over 400 flights daily from Malay-
sia, Thailand, Indonesia, and Singapore,
among other cities. AirAsia combined
a strong marketing plan with tech-
nological advancement in devel-
oping its strategy for success.
A major part of its strategy was
identifying the right target market to
focus on and developing the right market-
ing mix and operations to engage the market

competitively. The main vision of AirAsia is to become the largest
airline in Asia and to better connect millions of people at low-cost.
Among the key strategies that AirAsia practices is being a safe air-
line, so the company partners with the best maintenance provid-
ers to work toward surpassing global safety standards. AirAsia
also aims for high aircraft utilization, which it has achieved with
the fastest plane turnaround time—only 25 minutes—thus ensur-
ing high productivity while keeping costs low. Another aspect of
AirAsia’s strategy is being known as the low-fare, no-frills airline,
a key part of its competitive advantage. Basically, AirAsia pro-
vides passengers with customized services and doesn’t compro-
mise on quality concerning the basic services of an airline. Finally,

AirAsia has a very clear vision of
Just which customers it wants to serve
and how. It targets the price-conscious

passenger with a no-frills service

and low fares.



the airline’s lean distribution system offers a variety of channels
through which customers can reserve bookings and buy their
tickets. AirAsia also continues to invest in and enhance its brand
image, and advertising dollars go toward generating publicity
and creating promotional campaigns that raise awareness of the
brand. AirAsia also continues to focus on friendly and personal
service care to its customers. Employees are encouraged to pro-
vide high-service quality to passengers, and are often hired for
their customer service skills. Such employees provide a strong
foundation for the value AirAsia’s customers get for their
money. Customer reviews on Skytrack show that the airline has
a three-star ranking, with customers noting that the employees
are pleasant, efficient, and helpful. As is to be expected, some
customers complain of problems when there are flight delays,
especially when there are no explanations or apologies for the
situation. Most are happy with the low-cost fares and are aware
of the additional charges for in-flight food and beverages, al-
though not really concerned about the added costs. Thus, the
majority of the target market seems to be attracted to AirAsia’s
pricing strategy.

During the initial startup stages, AirAsia began to focus
on price-conscious consumers, targeting leisure and business
travelers who were concerned about high costs. AirAsia’s main
strategy is to target markets within a 3 %-hour flight time from
its hubs, which gives the company access to about 500 million
people living in Southeast Asia. The growing populations of
Malaysia, Thailand, and Indonesia are a big market for AirAsia.
The targets within these markets include individuals who may
have not been able to afford air travel or who didn’t previously
have access to airlines, as many airlines do not service such
price-conscious markets.

At first, AirAsia started with a simple product developed
for this market: a short-haul flight that with no frills for the
price-conscious customer. To cut costs, AirAsia provided nar-
row seats so that planes could accommodate more passengers,
offered only one class of seating, and did not offer a frequent-
flyer program allowing for discounts. In addition, many of the
airline’s hubs were located in secondary airports to reduce asso-
ciated airport fees, and the short ground waits for flights means
AirAsia skips many of the processes of higher-cost airlines. In
sum, AirAsia’s strategy is to lower internal operating costs.

To provide customers with the best possible service, Air
Asia relies on Internet technology. For example, online book-
ing services are key channels for distributing its services.
AirAsia’s strong yield management system makes seats avail-
able at different price ranges at different points in time—
reservations made earlier are cheaper than those booked later,
and routes in higher demand also have higher ticket prices.
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Combined, these strategies have
helped to increase AirAsia’s revenue
by nearly 4 percent. The company’s
net income increased by 3.6 percent
to about $52 million in the third
quarter of 2012. Overall, its revenue
has continued to increase, mainly as
a resulting of a 9 percent increase
in the number of passengers car-
ried. To keep pace with this growth, AirAsia plans to add
11 more Airbusaircrafttoits currentfleet,and is one of the compa-
ny’s biggest customers. The new CEO of AirAsia, Aireen Omar,
noted that the cash position of the airline is strong and greater
profits are expected in the year to come due to the high demand
for its services. To meet the demand, AirAsia has setup subsid-
iaries in other countries, including the Philippines, Thailand,
and Japan.

However, AirAsia must face a number of key challenges,
including rising fuel prices and higher labor costs, as well as
the need to upgrade its infrastructure, which is currently inad-
equate to handle the company’s growth. In addition, AirAsia
must prepare to compete with more airlines, as Singapore Air-
lines and PT Lion Mentari Airlines are set to have their own
budget airlines up and running in 2013. AirAsia must deal
with these changes to continue to target its budget-conscious
market, or risk becoming another Oasis Airline, which failed
in its ability to keep costs low. AirAsia’s current strategies for
facing these challenges include hedging fuel prices and plans
to buy 266 more planes by 2026. It is forecast that Asia’s total
growth for air travel will be about 6.4 percent through 2031, as
the Asian economy continues to grow, and AirAsia expects to
launch more routes in order to take advantage of the higher
demand".

AirAsia has developed a
competitive advantage by
targeting price-conscious,
short haul travellers who
don’t mind a no-frills
service if it means lower
fares.

Maxene Huiyu/Shutterstock.com
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Obijective Outline

Objective 1

Define the major steps in designing a customer-driven marketing strategy: market
segmentation, targeting, differentiation, and positioning.

Customer-Driven Marketing Strategy (pp 214-215)

Objective 2

List and discuss the major bases for segmenting consumer and business markets.

Market Segmentation (pp 214-224)

Objective 3
strategy.

Explain how companies identify attractive market segments and choose a market-targeting

Market Targeting (pp 224-232)

Objective 4

Discuss how companies differentiate and position their products for maximum competitive
advantage.

Differentiation and Positioning (pp 232-238)

Objective 1 ---»

Define the major steps in
designing a customer-driven
marketing strategy.

Market segmentation

Dividing a market into smaller segments of
buyers with distinct needs, characteristics,
or behaviors that might require separate
marketing strategies or mixes.

Market targeting (targeting)
Evaluating each market segment’s
attractiveness and selecting one or more
segments to enter.

Differentiation
Differentiating the market offering to
create superior customer value.

Positioning

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

MyMarketingLab™
& Improve Your Grade!

Over 10 million students improved their results using the Pearson MyLabs. Visit
www.mymktlab.com for simulations, tutorials, and end-of-chapter problems.

Com pan Ies tOday recognize that they cannot appeal to all buyers in the

marketplace—or at least not to all buyers in the same way. Buyers are too numerous, widely
scattered, and varied in their needs and buying practices. Moreover, companies themselves
vary widely in their abilities to serve different market segments. Instead, like AirAsia, com-
panies must identify the parts of the market they can serve best and most profitably. They
must design customer-driven marketing strategies that build the right relationships with
the right customers.

Thus, most companies have moved away from mass marketing and toward target mar-
keting: identifying market segments, selecting one or more of them, and developing prod-
ucts and marketing programs tailored to each. Instead of scattering their marketing efforts
(the “shotgun” approach), firms are focusing on the buyers who have greater interest in the
values they create best (the “rifle” approach).

@ Figure 7.1 shows the four major steps in designing a customer-driven market-
ing strategy. In the first two steps, the company selects the customers that it will serve.
Market segmentation involves dividing a market into smaller segments of buyers with
distinct needs, characteristics, or behaviors that might require separate marketing strate-
gies or mixes. The company identifies different ways to segment the market and develops
profiles of the resulting market segments. Market targeting (or targeting) consists of
evaluating each market segment’s attractiveness and selecting one or more market seg-
ments to enter.

In the final two steps, the company decides on a value proposition—how it will cre-
ate value for target customers. Differentiation involves actually differentiating the firm’s
market offering to create superior customer value. Positioning consists of arranging for
a market offering to occupy a clear, distinctive, and desirable place relative to competing
products in the minds of target consumers. We discuss each of these steps in turn.



® FIGURE | 7.1
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Objective 2 --»

List and discuss the major bases
for segmenting consumer and
business markets.

Geographic segmentation
Dividing a market into different
geographical units, such as nations,
states, regions, counties, cities, or even
neighborhoods.

Market Segmentation

Buyers in any market differ in their wants, resources, locations, buying attitudes, and
buying practices. Through market segmentation, companies divide large, heterogeneous
markets into smaller segments that can be reached more efficiently and effectively with
products and services that match their unique needs. In this section, we discuss four im-
portant segmentation topics: segmenting consumer markets, segmenting business markets,
segmenting international markets, and the requirements for effective segmentation.

Segmenting Consumer Markets

There is no single way to segment a market. A marketer has to try different segmenta-
tion variables, alone and in combination, to find the best way to view market structure.
@ Table 7.1 outlines variables that might be used in segmenting consumer markets.
Here we look at the major geographic, demographic, psychographic, and behavioral variables.

Geographic Segmentation

Geographic segmentation calls for dividing the market into different geographical
units, such as nations, regions, states, counties, cities, or even neighborhoods. A company
may decide to operate in one or a few geographical areas or operate in all areas but pay at-
tention to geographical differences in needs and wants.

Many companies today are localizing their products, advertising, promotion, and
sales efforts to fit the needs of individual regions, cities, and neighborhoods. For exam-
ple, Domino’s Pizza is the nation’s largest pizza delivery chain. But a customer ordering a
pizza in Poughkeepsie, New York, doesn’t care much about what’s happening pizza-wise in
Anaheim, California. So Domino’s keeps its marketing and customer focus decidedly local.
® Hungry customers anywhere in the nation can use the pizza peddler’s online platform
or smartphone app to track down local coupon offers, locate the nearest store with a GPS

@ Table 7.1 Major Segmentation Variables
for Consumer Markets

Segmentation Variable Examples

Geographic Nations, regions, states, counties, cities, neighborhoods,
population density (urban, suburban, rural), climate

Demographic Age, life-cycle stage, gender, income, occupation,
education, religion, ethnicity, generation

Psychographic Social class, lifestyle, personality

Behavioral Occasions, benefits, user status, usage rate, loyalty status
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Similarly, Macy’s, the nation’s
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> Robust Inspired Tomato Sauce (None), Cheese, district managers. In turn, blending the
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customer requests with store transac-
2012 Daginis 1° Hc...k)w/ tion data, the district managers cus-
tomize the mix of merchandise in their
stores. So, for example, Macy’s stores
in Michigan stock more locally made
Sanders chocolate candies. In Orlando,
Macy’s carries more swimsuits in
stores near waterparks, and more twin
bedding in stores near condominium rentals. The chain stocks extra coffee percolators in its
Long Island stores, where it sells more of the 1960s must-haves than anywhere else in the
country. In all, the “MyMacy’s” strategy is to meet the needs of local markets, making the
giant retailer seem smaller and more in touch.’

@ Geographic segmentation: Domino’s keeps its marketing and customer focus decidedly
local. Hungry customers anywhere can use the pizza peddler’s smartphone app to locate
the nearest store, order a pizza locally, and even track their pies store to door.

Dominos Pizza LLC

Demographic Segmentation

Demographic segmentation Demographic segmentation divides the market into segments based on variables such
Dividing the market into segments based as age, life-cycle stage, gender, income, occupation, education, religion, ethnicity, and gen-
on variables such as age, life-cycle stage, eration. Demographic factors are the most popular bases for segmenting customer groups.
gender, income, occupation, education, One reason is that consumer needs, wants, and usage rates often vary closely with demo-
religion, ethnicity, and generation. graphic variables. Another is that demographic variables are easier to measure than most

other types of variables. Even when marketers first define segments using other bases, such
as benefits sought or behavior, they must know a segment’s demographic characteristics to
assess the size of the target market and reach it efficiently.
Age and life-cycle segmentation
Dividing a market into different age and Age and Life-Cycle Stage. Consumer needs and wants change with age. Some com-
life-cycle groups. panies use age and life-cycle segmentation, offering different products or using
different marketing approaches for different age and life-cycle groups. For example,
Kraft promotes JELL-O to children as a fun
snack, one that “taught the world to wig-
gle.” For adults, it’s a tasty, guilt-free indul-
gence—"the most sweet-tooth satisfaction
10 calories can hold.”

Other companies offer brands that
target specific age or life-stage groups. For
example, the Kia Soul targets young Mil-
lennial consumers. It’s an entry-level ve-
hicle with a price to match. ® Kia Soul
“Hamstar” ads have a distinctly youthful
appeal, featuring a trio of hamsters cruis-
ing through an apocalyptic landscape ac-
companied by an infectious soundtrack,
such as LMFAO’s “Party Rock Anthem.”
In contrast, the Toyota Venza targets older
empty nesters. Venza commercials feature
clueless, self-absorbed 20-somethings who
@ Life-cycle segmentation: The youthful Kia Soul “Hamstar” ads target Millennials, don’t quite get that their Venza-owning
offering an entry-level vehicle with a price to match. parents—who are out leading their own ac-
KIA Motors America tive lives—don't really miss them.*




Gender segmentation

Dividing a market into different segments

based on gender.

Income segmentation

Dividing a market into different income

segments.

best face
forward.

Chapter 7 | Customer-Driven Marketing Strategy 217

Marketers must be careful to guard against stereotypes when using age and life-cycle
segmentation. Although some 80-year-olds fit the doddering stereotypes, others ski and
play tennis. Similarly, whereas some 40-year-old couples are sending their children off to
college, others are just beginning new families. Thus, age is often a poor predictor of a per-
son’s life cycle, health, work or family status, needs, and buying power.

Gender. Gender segmentation has long been used in clothing, cosmetics, toiletries, and
magazines. For example, P&G was among the first to use gender segmentation with Se-
cret, a brand specially formulated for a woman’s chemistry, packaged and advertised to
reinforce the female image. More recently, the men’s cosmetics industry has exploded, and
many cosmetics makers that previously catered primarily to women now successfully mar-
ket men’s lines. Just don’t call them “cosmetics.””

L'Oréal’s Men’s Expert line includes a host of products with decidedly unmanly names such as
Men’s Expert Vita Lift SPF 15 Anti-Wrinkle & Firming Moisturizer and Men’s Expert Hydra-
Energetic Ice Cold Eye Roller (for diminishing under-eye dark circles). Other brands, however,
try to craft more masculine positions. For example, Ménaji promises “Skincare for the Confident
Man.” Manly men such as Tim McGraw and Kid Rock use it. @ Ménaji products come in dis-
creet packaging such as old cigar boxes, and the line’s “undetectable” foundation and concealer
(or rather “Camo”) come in easy-to-apply Chap Stick-style containers. Ménaji founder Michele
Probst doesn’t call any of it makeup. “The M word is cancer to us,” she says. “We are skin care
that looks good.” Whatever you call it, Ménaji sales have grown 70 percent in each of the past
4 years.

Similarly, Unilever’s testosterone-heavy male body spray brand, Axe, is now waking
up to new gender segments. It recently released a new scent, Anarchy, marketed in differ-
ent versions to both men and women. Nearly one-quarter of Axe’s 2.6 million Facebook
and Twitter fans are women, and Unilever’s research suggested that these women have
been wanting an Axe scent of their very own. Past Axe commercials have featured young
men spraying the brand on themselves to gain an edge in the mating game. “Now women
also have something to spray on themselves,” notes an Axe marketer, creating “more of an
equilibrium between the sexes.”®

Income. The marketers of products and services such as automobiles, clothing, cosmetics,
financial services, and travel have long used income segmentation. Many companies
target affluent consumers with luxury goods and convenience services. Other marketers
use high-touch marketing programs to court the well-to-do:’

Seadream Yacht Club, a small-ship luxury cruise line, calls select guests after every cruise and of-
fers to have the CEO fly out to their home and host, at Seadream’s expense, a brunch or reception
for a dozen of the couple’s best friends. The cruisers tell the story of their cruise. Seadream offers
a great rate to their guests and sells several cruises at $1,000 per person per night to the friends
(and even friends of friends). Such highly personal marketing creates a community of “brand
evangelists” who tell the story to prospective affluent buyers and friends—precisely the right
target group. This has been so successful for Seadream that it has abandoned most traditional
advertising.

MENAJI |

Gentlemen,
great skin starts now.

Exclusively at
Ménaii Skincare is un
for men’

® Gender segmentation: Many cosmetics makers now successfully market men’s lines. Ménaji tells men to “Put your best face

forward.”
Ménaji Skincare LLC
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Psychographic segmentation
Dividing a market into different segments
based on social class, lifestyle, or
personality characteristics.

However, not all companies that use income segmentation target the affluent. For
example, many retailers—such as the Dollar General, Family Dollar, and Dollar Tree store
chains—successfully target low- and middle-income groups. The core market for such
stores is represented by families with incomes under $30,000. When Family Dollar real
estate experts scout locations for new stores, they look for lower-middle-class neighbor-
hoods where people wear less-expensive shoes and drive old cars that drip a lot of oil.
With their low-income strategies, dollar stores are now the fastest-growing retailers in the
nation.

Psychographic Segmentation

Psychographic segmentation divides buyers into different segments based on social
class, lifestyle, or personality characteristics. People in the same demographic group can
have very different psychographic characteristics.

In Chapter 5, we discussed how the products people buy reflect their lifestyles. As a
result, marketers often segment their markets by consumer lifestyles and base their market-
ing strategies on lifestyle appeals. For example, retailer Anthropologie, with its whimsical,
French flea market store atmosphere, sells a Bohemian-chic lifestyle to which its young
women customers aspire. And although W Hotels books out hotel rooms by the night, just
like any other hotel chain, it doesn’t see itself as a hotel company. Instead, it positions itself
as “an iconic lifestyle brand,” inviting guests to “step inside the worlds of design, music,
and fashion.” (See Real Marketing 7.1.)

@ VF Corporation offers a closet full of more than 30 premium lifestyle brands that “fit
the lives of consumers the world over, from commuters to cowboys, surfers to soccer moms,
sports fans to rock bands.”®

We Fit Your Life.

‘OUR BRANDS

JEANSWEAR

WF IMAGEWEAR A
OUTDOOR q
SPORTSWEAR

CONTEMPORARY
VF QUTLETS

|
A
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VEF is the nation’s number-one jeans
maker, with brands such as Lee, Rid-
a = ers, Rustler, and Wrangler. But jeans
NN me RUSTLER are not the only focus for VF. The com-
i Balwark | pany’s brands are carefully separated
into five major lifestyle segments—
4 av, Jeanswear, Imagewear (workwear),
?ﬁﬁqﬁ ; y Outdoor and Action Sports, Sports-

NAUTICA " s
e - o wear, and Contemporary. The North
Face and Timberland brands, both
part of the Outdoor unit, offer top-of-
7"!% URa R\DERs 4— kipli\la;ﬂt the-line gear and apparel for outdoor
Lee Rfff enthusiasts. From the Sportswear
unit, Nautica focuses on people who

enjoy high-end casual apparel in-
john varvatos CHEF P m spired by sailing and the sea. Vans
began as a skate shoemaker, and Reef

features surf-inspired footwear and
apparel. In the Contemporary unit,
- @ V.ATS Lucy features upscale active-wear,

whereas 7 for All Mankind sup-
plies premium denim and accesso-

@ Differentiated marketing: VF Corporation offers a closet full of over 30 premium lifestyle
brands, each of which “taps into consumer aspirations to fashion, status, and well-being”

in a well-defined segment.
VF Corporation

ries sold in boutiques and high-end
department stores such as Saks and
Nordstrom. At the other end of the
spectrum, Sentinel, part of the Image-
wear unit, markets uniforms for secu-
rity officers. No matter who you are,
says the company, “We fit your life.”

Marketers also use personality variables to segment markets. For example, different soft
drinks target different personalities. On the one hand, Mountain Dew projects a youthful,
rebellious, adventurous, go-your-own-way personality. Its ads remind customers that “It’s
different on the Mountain.” By contrast, Coca-Cola Zero appears to target more mature,
practical, and cerebral but good-humored personality types. Its subtly humorous ads prom-
ise “Real Coca-Cola taste and zero calories.”
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Chapter 7

W Hotels: Not Just a Room—

lt's a Trendsetter Lifestyle

You approach the glitzy, contemporary build-
ing in London, a 10-story structure encased
in a translucent glass veil. Cameras mounted
on the roof capture the surrounding skyline
and project it onto the building’s surface, cre-
ating a seamless blend of the building with
its setting. Inside, you’re greeted by thump-
ing hip-hop music, large mirrored glitter balls,
open fires, and a huge Chesterfield sofa that
snakes around the lounge bar. You're in a
nightclub perhaps, or the latest trendy res-
taurant. No, you’re in the W London, a hotel
that offers much more than just rooms for the
night.

Starwood Hotels and Resorts oper-
ates nine different hotel chains, something
for everyone you might say. But its W Hotels
brand stands out from all the rest. In fact,
W Hotels doesn’t really think of itself as just
a hotel chain. Instead, it positions itself as
“an iconic lifestyle brand.” More than just
rooms, W Hotels prides itself on “offering
guests unprecedented insider access to
a world of ‘Wow’ through contemporary
cool design, fashion, music, nightlife, and
entertainment.” W Hotels exudes a youth-
ful, outgoing, jet-setting life style that fits its
ultrahip, trendsetter clientele—mostly from
the media, music, fashion, entertainment,
and consulting industries. For these pa-
trons, W provides an unmatched sense of
belonging.

W Hotels’ lifestyle positioning starts with
unique design. Whereas most hotel chains
churn out cookie-cutter locations in search
of a consistent brand image, W Hotels’s 54
properties worldwide look nothing alike.
W’s patrons view themselves as unique, so
they demand the same from the hotels they
choose. Every W Hotel projects a common
“energetic, vibrant, forward-thinking attitude,”
and an appreciation for fashion, art, and mu-
sic befitting its lifestyle image. But in terms of
design, each W Hotel is “uniquely inspired by
its destination, mixing cutting-edge design
with local influences.”

For example, the W Taipei in Taiwan, lo-
cated in the Xinyi district near Taipei 101, the

city’s tallest skyscraper, is designed around
the theme of “nature electrified,” blending soft-
wooden walls; geometric, box-shaped shelves;
and lighting inspired by Chinese lanterns. The
W Koh Samui (in Thailand), an all-villa beach
resort, treats guests to the concept of “day and
night” —relaxing by the pool by day and party-
ing by night—with modern interiors accented
by bright flashes of red, off-white terrazzo
floors, and wooden decks for private guest
pools. The W Bali features an “inside and out-
side” theme, with grass-like green pillows that
bring a bit of outdoors into the rooms and bed
headboards made from the skin of stingrays.

With each unique design, however,
W maintains a consistent ambiance that
leaves no question in guests’ minds that they
are living the W lifestyle. The W Paris, for ex-
ample, blends the facade of its historic and
elegant 1870s building with the theme of Paris
as the “City of Light,” all wrapped in W’s sig-
nature contemporary energy:

The hotel design revolves around an oversized
backlit digital undulating wall that defines the
central core of the building and
weaves through the public and
private spaces. “Our design
feeds off the elegance, rich-
ness, and radiance of Paris . . .
and W’s DNA for infusing a
sense of energy” says the head
of the hotel's design group. In
true W fashion, it brings the his-
toric building to life with a glow-
ing vibrancy.

But unique design is only
part of W Hotels’ lifestyle for-
mula. The brand also bridges
connections with the worlds
of fashion, music, and art. For
example, the chain acquired a
fashion director, Jenné Lom-
bardo, who has been hosting
cutting-edge fashion events
in New York for years. Lom-
bardo heads up W’s ongoing
Fashion Next program, which
forges relationships  with
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up-and-coming designers. W sponsors the
young design talent by paying for fees and
space at major runway events, supplying a
W DJ to help with music, and providing hair
and makeup, catering, and other services. In
return, the designers participate in shows, art
exhibitions, luncheons, and other events that
attract fashion-conscious guests at W hotels
around the world. Such events provide “in-
sider access” for W’s patrons, contributing
further to the hotel’s lifestyle appeal.

W Hotels works with music in the same
way that it works with fashion. Under the di-
rection of a global music director, W’s long-
running Symmetry Live concert series offers
guests access to exclusive performances by
some of the world’s hottest, just-discovered
acts, such as Cee Lo Green, Janelle Monae,
Ellie Goulding, and Theophilus London. This
year, W is sponsoring an exclusive travel-
ing exhibition, called ROCKED, shot and
curated by legendary music photographer
Mick Rock. The exhibit features behind-the-
scenes portraits and the on-stage theatrics
of emerging artists who have performed as
part of the Symmetry Live series, alongside
Rock’s iconic photographs of David Bowie,
Debbie Harry, Queen, and Iggy Pop and
never-before-exhibited images of such super
talents as Bono, Madonna, Freddie Mercury,
and Lady Gaga. “If music is in your DNA, like
it is in ours,” says a W Hotels brand man-
ager, “this show is not to be missed.”

Lifestyle segmentation: W Hotels positions itself as “an
iconic lifestyle brand,” inviting guests to “step inside the
worlds of design, music, and fashion.”

©VIEW Pictures Ltd/Alamy
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Beyond its passion for art, fashion, and
entertainment, as you might expect, another
constant at W Hotels is first-class service—
what W calls “Whatever-Whenever” service.
“We aim to provide whatever, whenever, as
long as it is legal—something that is very
much consistent throughout the W brand,”
explains one W Hotel manager. W Hotels
don’t have concierges; instead, they have
“W Insiders.” The Insiders go a step be-
yond. Rather than waiting to be asked for
advice, they proactively seek out things
they can do to enhance the stay of each
guest. In keeping with the brand’s lifestyle
positioning, insiders stay in tune with spe-
cial need-to-know happenings and advise
guests on all the latest places to see and
be seen.

Adding even more luster to W'’s lifestyle
allure, the chain’s hotels attract a star-stud-
ded list of celebrities. The W South Beach in

Miami, for example, in addition to its modern
art collection, is known for guests like Sean
Penn and Leonardo DiCaprio. The hotel has
a basketball court where NBA players are
often seen shooting hoops. LeBron James
held a party there after announcing that he
was taking his “talents to South Beach,” and
Dwyane Wade celebrates birthdays there.
New York Knicks forward Amar’e Stou-
demire and Italian soccer sensation Alessan-
dro Nesta paid millions to become residents
of the elite W South Beach property.

Staying at a W Hotel isn’t cheap. The ba-
sic W room runs about $450 a night, with top
suites running up to five figures. But a W Hotel
isn’t just a place where you rent a room and
get a good night’s sleep. It's the design of the
place, the contemporary ambiance, what’s
hanging on the walls, the music that’s playing,
the other guests who stay there—all of these
things contribute mightily to the W’s lifestyle
positioning and allure to its young, hip, up-
scale W clientele. It's not just a room, it’s part
of an entire trendsetter lifestyle.

Sources: Janet Harmer, “W London—A Hotel That Dares to Be Different,” Caterer & Hotelkeeper, March 4-10,
2011, pp. 26-28; Nancy Keates, “The Home Front: His Hotel, His Hangout,” Wall Street Journal, June 3, 2011,
p. D6; Christina Binkley, “Putting the Hot Back in Hotel,” Wall Street Journal, August 18, 2011, accessed at http://
online.wsj.com/article/SB10001424053111903596904576514293384502896.html; “W Hotels Unveils Innovative
Design Concept of the Soon-to-Open W Paris-Opéra by Acclaimed Rockwell Group Europe,” Starwood press
release, December 14, 2011, http://development.starwoodhotels.com/news/7/336-w_hotels_unveils_innovative_
design_concept_of_the_soon-to-open_w_paris-opera_by_acclaimed_rockwell_group_europe; and information and
press releases from www.starwoodhotels.com/whotels/about/index.html, accessed September, 2012.

Behavioral segmentation

Dividing a market into segments based
on consumer knowledge, attitudes, uses,
or responses to a product.

Occasion segmentation

Dividing the market into segments
according to occasions when buyers
get the idea to buy, actually make their
purchase, or use the purchased item.

Benefit segmentation

Dividing the market into segments
according to the different benefits that
consumers seek from the product.

Behavioral Segmentation

Behavioral segmentation divides buyers into segments based on their knowledge, at-
titudes, uses, or responses concerning a product. Many marketers believe that behavior
variables are the best starting point for building market segments.

Occasions. Buyers can be grouped according to occasions when they get the idea to buy,
actually make their purchase, or use the purchased item. Occasion segmentation can
help firms build up product usage. Campbell’s advertises its soups more heavily in the
cold winter months, and Home Depot runs special springtime promotions for lawn and
garden products. Other marketers prepare special offers and ads for holiday occasions. For
example, M&M'’s runs ads throughout the year but prepares special ads and packaging for
holidays and events such as Christmas, Easter, and the Super Bowl.

Still other companies try to boost consumption by promoting usage during nontra-
ditional occasions. For example, most consumers drink orange juice in the morning, but
orange growers have promoted drinking orange juice as a cool, healthful refresher at other
times of the day. And Chick-fil-A’s “Chikin 4 Brekfust” campaign attempts to increase busi-
ness by promoting its biscuits and other sandwiches as a great way to start the day.

Benefits Sought. A powerful form of segmentation is grouping buyers according to the
different benefits that they seek from a product. Benefit segmentation requires finding
the major benefits people look for in a product class, the kinds of people who look for each
benefit, and the major brands that deliver each benefit.

For example, Gillette research revealed four distinct benefit segments of women
shavers—perfect shave seekers (seeking a close shave with no missed hairs), EZ seek-
ers (fast and convenient shaves), skin pamperers (easy on the skin), and pragmatic
functionalists (basic shaves at an affordable price). So Gillette designed Venus razors
for each segment. The Venus Embrace targets perfect shave seekers with five curve-
hugging, spring-mounted blades that “hug every curve to get virtually every hair.” By
contrast, the Venus Breeze is made for EZ seekers—its built-in shave gel bars lather and
shave in one step, so there’s no need for separate shave gel. The Venus Divine gives skin



® consumer loyalty: “Mac Fanatics” —fanatically loyal Apple

users—helped keep Apple afloat during the lean years, and AN ; o
they are now at the forefront of Apple’s burgeoning iPod, with its own. By looking at customers who are shifting away from

iTunes, and iPad empire.
Doug Hardman
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pamperers “intensive moisture strips for divinely smooth skin”; the Venus & Olay gives
them “moisture bars that release skin conditioners to help lock in moisture.” And the
Simply Venus, a three-bladed disposable razor, provides pragmatic functionalists with
“a close shave at an affordable price.”’

User Status. Markets can be segmented into nonusers, ex-users, potential users, first-
time users, and regular users of a product. Marketers want to reinforce and retain regular
users, attract targeted nonusers, and reinvigorate relationships with ex-users. Included in
the potential users group are consumers facing life-stage changes—such as new parents
and newlyweds—who can be turned into heavy users. For example, to get new parents off
to the right start, P&G makes certain its Pampers Swaddlers are the diaper provided for
newborns at most U.S. hospitals. And to capture newly engaged couples who will soon
be equipping their new kitchens, upscale kitchen and cookware retailer Williams-Sonoma
takes the usual bridal registry a step further. Through a program called “The Store Is Yours,”
it opens its stores after hours, by appointment, exclusively for individual couples to visit
and make their wish lists. About half the people who register are new to the Williams-
Sonoma brand.

Usage Rate. Markets can also be segmented into light, medium, and heavy product
users. Heavy users are often a small percentage of the market but account for a high
percentage of total consumption. For instance, a recent study showed that heavy seafood
consumers in the United States are a small but hungry bunch. Less than 5 percent of all
shoppers buy nearly 64 percent of unbreaded seafood consumed in the United States.
Only 2.6 percent of shoppers—mostly mothers buying breaded fish sticks and filets for
their families—account for more than 54 percent of breaded seafood sales. Not surpris-
ingly, breaded seafood marketers such as Gortons and Van de Kamps target these heavy
users with marketing pitches emphasizing kid appeal, family nutrition, and family meal
planning tips and recipes.'’

Loyalty Status. A market can also be segmented by consumer
loyalty. Consumers can be loyal to brands (Tide), stores (Target),
and companies (Apple). Buyers can be divided into groups ac-
cording to their degree of loyalty. Some consumers are completely
loyal—they buy one brand all the time and can’t wait to tell oth-
ers about it. For example, whether they own a Mac computer, an
iPhone, or an iPad, Apple devotees are granite-like in their devo-
tion to the brand. At one end are the quietly satisfied Mac us-
ers, folks who own a Mac and use it for e-mail, browsing, and
social networking. ® At the other extreme, however, are the Mac
zealots—the so-called MacHeads or Macolytes—who can’t wait
to tell anyone within earshot of their latest Apple gadget. Such
loyal Apple devotees helped keep Apple afloat during the lean
years, and they are now at the forefront of Apple’s burgeoning
iPod, iTunes, and iPad empire."

Other consumers are somewhat loyal—they are loyal to two
or three brands of a given product or favor one brand while some-
times buying others. Still other buyers show no loyalty to any
brand—they either want something different each time they buy,
or they buy whatever’s on sale.

A company can learn a lot by analyzing loyalty patterns in its
market. It should start by studying its own loyal customers. A re-
cent study of highly loyal customers showed that “their passion is
contagious,” says an analyst. “They promote the brand via blogs,
fan Web sites, YouTube videos, and word of mouth.” Some com-
panies actually put loyalists to work for the brand. For example,
Patagonia relies on its most tried-and-true customers to test prod-
ucts in harsh environments.'? In contrast, by studying its less-loyal
buyers, a company can detect which brands are most competitive

its brand, the company can learn about its marketing weaknesses
and take actions to correct them.
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Using Multiple Segmentation Bases

Marketers rarely limit their segmentation analysis to only one or a few variables. Rather, they
often use multiple segmentation bases in an effort to identify smaller, better-defined target
groups. Several business information services—such as Nielsen, Acxiom, and Experian—
provide multivariable segmentation systems that merge geographic, demographic, life-
style, and behavioral data to help companies segment their markets down to zip codes,

neighborhoods, and even households.

¥1 Midlife Success F2 Young Accumulators M2 Conservative Classics

Upscale Middle Age w/o Kids Upper-Mid Younger w/ Kids Midscale Mature Mostly w/o Kids

<55 25-44 65+

Mostly Owners Mostly Owners Mostly Owners

Management White-Collar, Mix Mostly Retired

College Graduate College Graduate College Graduate

White, Asian, Mix ‘White, Black, Asian, Hispanic White

Shop at Crate & Barrel ' Shop at The Disney Store Shop at Ace Hardware

Participate in fantasy sports. Buy educational toys Belong to a veterans club

Read Macworld Read Parenting Read Audubon

Watch Lost Watch Toon Disney Watch Masterpiece Theatre
kP.MW 328 ¥y \ Chrysler Town & Country I\fuidn Lucerne .

F4 Sustaining Families

Lower-Mid Younger Family Mix
<35

Renters

White-Collar, Service, Mix
Some College

White, Black, Asian, Hispanic

| shopat The Gap

Go to movies
Read Ser Padres
Watch Noticiero Telemundo

| Volkswagen cars

One of the leading segmentation sys-
tems is the Nielsen PRIZM system oper-
ated by The Nielsen Company. ® PRIZM
classifies every American household based
on a host of demographic factors—such as
age, educational level, income, occupation,
family composition, ethnicity, and hous-
ing—and behavioral and lifestyle factors—
such as purchases, free-time activities,
and media preferences. PRIZM classifies
U.S. households into 66 demographically
and behaviorally distinct segments, or-
ganized into 14 different social groups.
PRIZM segments carry such exotic names
as “Kids & Cul-de-Sacs,” “Gray Power,”
“Mayberry-ville,” “Shotguns & Pickups,”
“Old Glories,” “Multi-Culti Mosaic,” “Big
City Blues,” and “Brite Lites L'il City.” The

@ Using Nielsen’s PRIZM system, marketers can paint a surprisingly precise picture
of who you are and what you might buy. PRIZM segments carry such exotic names as
“Brite Lites, L’il City,” “Kids & Cul-de-Sacs,” “Gray Power,” and “Big City Blues.”

PRIZM is a trademark or registered trademark of Nielsen Holdings (US), LLC.

colorful names help to bring the segments
to life.”

PRIZM and other such systems can
help marketers segment people and lo-
cations into marketable groups of like-
minded consumers. Each segment has its
own pattern of likes, dislikes, lifestyles, and purchase behaviors. For example, Winner’s
Circle neighborhoods, part of the Elite Suburbs social group, are suburban areas popu-
lated by well-off couples, between the ages of 35 and 54, with large families in new-
money neighborhoods. People in this segment are more likely to own a Mercedes GL
Class, go jogging, shop at Neiman Marcus, and read the Wall Street Journal. In contrast,
the Bedrock America segment, part of the Rustic Living social group, is populated by
young, economically challenged families in small, isolated towns located throughout the
nation’s heartland. People in this segment are more likely to order from Avon, buy toy
cars, and read Parents Magazine.

Such segmentation provides a powerful tool for marketers of all kinds. It can help com-
panies identify and better understand key customer segments, reach them more efficiently,
and tailor market offerings and messages to their specific needs.

Segmenting Business Markets

Consumer and business marketers use many of the same variables to segment their markets.
Business buyers can be segmented geographically, demographically (industry, company
size), or by benefits sought, user status, usage rate, and loyalty status. Yet, business market-
ers also use some additional variables, such as customer operating characteristics, purchasing
approaches, situational factors, and personal characteristics.

Almost every company serves at least some business markets. For example, Starbucks
has developed distinct marketing programs for each of its two business segments: the
office coffee and food service segments. In the office coffee and vending segment, Star
bucks Office Coffee Solutions markets a variety of workplace coffee services to businesses
of any size, helping them to make Starbucks coffee and related products available to their
employees in their workplaces. Starbucks helps these business customers design the best
office solutions involving its coffees (the Starbucks or Seattle’s Best brands), teas (Tazo),



Intermarket (cross-market)
segmentation

Forming segments of consumers who
have similar needs and buying behaviors
even though they are located in different
countries.
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syrups, and branded paper products and methods of serving them—portion packs, sin-
gle cups, or vending. The Starbucks Foodservice division teams up with businesses and
other organizations—ranging from airlines, restaurants, colleges, and hospitals to baseball
stadiums—to help them serve the well-known Starbucks brand to their own customers.
Starbucks provides not only the coffee, tea, and paper products to its food service partners,
but also equipment, training, and marketing and merchandising support.'*

Many companies establish separate systems for dealing with larger or multiple-location
customers. For example, Steelcase, a major producer of office furniture, first divides custom
ers into seven segments: biosciences, higher education, U.S. and Canadian governments,
state and local governments, health care, professional services, and retail banking. Next,
company salespeople work with independent Steelcase dealers to handle smaller, local, or
regional Steelcase customers in each segment. But many national, multiple-location cus-
tomers, such as ExxonMobil or IBM, have special needs that may reach beyond the scope
of individual dealers. Therefore, Steelcase uses national account managers to help its dealer
networks handle national accounts.

Few companies have either the resources or the will to operate in all, or even most, of the
countries that dot the globe. Although some large companies, such as Coca-Cola or Sony,
sell products in more than 200 countries, most international firms focus on a smaller set.
Operating in many countries presents new challenges. Different countries, even those that
are close together, can vary greatly in their economic, cultural, and political makeup. Thus,
just as they do within their domestic markets, international firms need to group their world
markets into segments with distinct buying needs and behaviors.

Companies can segment international markets using one or a combination of several
variables. They can segment by geographic location, grouping countries by regions such as
Western Europe, the Pacific Rim, the Middle East, or Africa. Geographic segmentation as-
sumes that nations close to one another will have many common traits and behaviors. Al-
though this is often the case, there are many exceptions. For example, some U.S. marketers
lump all Central and South American countries together. However, the Dominican Repub-
lic is no more like Brazil than Italy is like Sweden. Many Central and South Americans don’t
even speak Spanish, including more than 200 million Portuguese-speaking Brazilians and
the millions in other countries who speak a variety of Indian dialects.

World markets can also be segmented based on economic factors. Countries might be
grouped by population income levels or by their overall level of economic development.
A country’s economic structure shapes its population’s product and service needs and,
therefore, the marketing opportunities it offers. For example, many companies are now
targeting the BRIC countries—Brazil, Russia, India, and China—which are fast-growing
developing economies with rapidly increasing buying power.

Countries can also be segmented by political and legal factors such as the type and sta-
bility of government, receptivity to foreign firms, monetary regulations, and amount of
bureaucracy. Cultural factors can also be used, grouping markets according to common lan-
guages, religions, values and attitudes, customs, and behavioral patterns.

Segmenting international markets based on geographic, economic, political, cul-
tural, and other factors presumes that segments should consist of clusters of countries.
However, as new communications technologies, such as satellite TV and the Inter-
net, connect consumers around the world, marketers can define and reach segments
of like-minded consumers no matter where in the world they are. Using intermarket
segmentation (also called cross-market segmentation), they form segments of
consumers who have similar needs and buying behaviors even though they are located
in different countries.

For example, Lexus targets the world’s well-to-do—the “global elite” segment—
regardless of their country. ® Retailer H&M targets fashion-conscious but frugal shoppers
in 43 countries with its low-priced, trendy apparel and accessories. And Coca-Cola creates
special programs to target teens, core consumers of its soft drinks the world over. By 2020,
one-third of the world’s population—some 2.5 billion people—will be under 18 years of
age. To reach this important global segment, Coca-Cola recently launched the Coca-Cola
Music campaign in more than 100 markets.
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The campaign opened with “24hr Session,” in which
singing group Maroon 5 holed up in a London studio for
24 hours to create a new original song. Young consumers
worldwide attended the studio session virtually, sharing
their ideas for lyrics and rhythms. Coca-Cola extended
these efforts to engage the world’s teens with a “Move to
the Beat” campaign centered on the London 2012 Olym-
pics, inspired by the sounds, spirit, and culture of the host
city. “The number one passion point for teens is music,”
says a Coca-Cola global marketing executive. Says Coca-
Cola’s CEO: “Our success . . . today depends on our abil-
ity to grow and connect with teens, the generation of
tomorrow.”*®

Clearly, there are many ways to segment a market, but
not all segmentations are effective. For example, buyers

® |ntermarket segmentation: Retailer H&M targets fashion-conscious of table salt could be divided into blonde and brunette

but frugal shoppers in 43 countries with its low-priced, trendy apparel

and accessories.
REUTERS/Toru Hanai

Objective 3 >

Explain how companies identify
attractive market segments
and choose a market-targeting
strategy.

customers. But hair color obviously does not affect the
purchase of salt. Furthermore, if all salt buyers bought
the same amount of salt each month, believed that all
salt is the same, and wanted to pay the same price, the company would not benefit from
segmenting this market.

To be useful, market segments must be

® Measurable: The size, purchasing power, and profiles of the segments can be measured.

® Accessible: The market segments can be effectively reached and served.

® Substantial: The market segments are large or profitable enough to serve. A segment
should be the largest possible homogeneous group worth pursuing with a tailored
marketing program. It would not pay, for example, for an automobile manufacturer to
develop cars especially for people whose height is greater than seven feet.

e Differentiable: The segments are conceptually distinguishable and respond differently
to different marketing mix elements and programs. If men and women respond simi-
larly to marketing efforts for soft drinks, they do not constitute separate segments.

e Actionable: Effective programs can be designed for attracting and serving the segments.
For example, although one small airline identified seven market segments, its staff was
too small to develop separate marketing programs for each segment.

Market Targeting

Market segmentation reveals the firm’s market segment opportunities. The firm now has to
evaluate the various segments and decide how many and which segments it can serve best.
We now look at how companies evaluate and select target segments.

In evaluating different market segments, a firm must look at three factors: segment size and
growth, segment structural attractiveness, and company objectives and resources. First, a
company wants to select segments that have the right size and growth characteristics. But
“right size and growth” is a relative matter. The largest, fastest-growing segments are not
always the most attractive ones for every company. Smaller companies may lack the skills
and resources needed to serve larger segments. Or they may find these segments too com-
petitive. Such companies may target segments that are smaller and less attractive, in an
absolute sense, but that are potentially more profitable for them.

The company also needs to examine major structural factors that affect long-run seg-
ment attractiveness.'® For example, a segment is less attractive if it already contains many



Target market

A set of buyers sharing common needs
or characteristics that the company
decides to serve.

Undifferentiated (mass)
marketing

A market-coverage strategy in which a
firm decides to ignore market segment

differences and go after the whole market

with one offer.

Differentiated (segmented)
marketing

A market-coverage strategy in which
a firm decides to target several market
segments and designs separate offers
for each.
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strong and aggressive competitors or if it is easy for new entrants to come into the segment.
The existence of many actual or potential substitute products may limit prices and the
profits that can be earned in a segment. The relative power of buyers also affects segment
attractiveness. Buyers with strong bargaining power relative to sellers will try to force
prices down, demand more services, and set competitors against one another—all at the
expense of seller profitability. Finally, a segment may be less attractive if it contains pow-
erful suppliers that can control prices or reduce the quality or quantity of ordered goods
and services.

Even if a segment has the right size and growth and is structurally attractive, the
company must consider its own objectives and resources. Some attractive segments
can be dismissed quickly because they do not mesh with the company’s long-run ob-
jectives. Or the company may lack the skills and resources needed to succeed in an
attractive segment. For example, the economy segment of the automobile market is
large and growing. But given its objectives and resources, it would make little sense
for luxury-performance carmaker BMW to enter this segment. A company should only
enter segments in which it can create superior customer value and gain advantages over
its competitors.

After evaluating different segments, the company must decide which and how many seg-
ments it will target. A target market consists of a set of buyers who share common needs
or characteristics that the company decides to serve. Market targeting can be carried out
at several different levels. @ Figure 7.2 shows that companies can target very broadly
(undifferentiated marketing), very narrowly (micromarketing), or somewhere in between
(differentiated or concentrated marketing).

Undifferentiated Marketing

Using an undifferentiated marketing (or mass marketing) strategy, a firm might
decide to ignore market segment differences and target the whole market with one offer.
Such a strategy focuses on what is cormmon in the needs of consumers rather than on what is
different. The company designs a product and a marketing program that will appeal to the
largest number of buyers.

As noted earlier in the chapter, most modern marketers have strong doubts about this
strategy. Difficulties arise in developing a product or brand that will satisfy all consumers.
Moreover, mass marketers often have trouble competing with more-focused firms that do a
better job of satisfying the needs of specific segments and niches.

Differentiated Marketing

Using a differentiated marketing (or segmented marketing) strategy, a firm decides
to target several market segments and designs separate offers for each. P&G markets six
different laundry detergent brands in the United States (Bold, Cheer, Dash, Dreft, Gain, and
Tide), which compete with each other on supermarket shelves. Then, P&G further segments
each brand to serve even narrower niches. For example, you can buy any of a dozen or more
versions of Tide—from Tide with Bleach, Tide Coldwater, or Tide HE (high efficiency) to
Tide plus Febreze or Tide plus Downey:.
Perhaps no brand practices differentiated marketing like Hallmark Cards."”

Undifferentiated Differentiated Concentrated Micromarketing
(mass) marketin * (segmented) * (niche) * (local or individual
¢ marketing marketing marketing)
Targeting Targeting
broadly narrowly
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@ Differentiated marketing: In addition to its broad Hallmark card line,
Hallmark has introduced lines targeting a dozen or more specific segments,
including its Mahogany, Tree of Life, and Sinceramente Hallmark lines
shown here.

Photo courtesy of Gary Armstrong

Concentrated (niche) marketing
A market-coverage strategy in which a

firm goes after a large share of one or a
few segments or niches.
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> A Hallmark vigorously segments the greeting card
i market. In addition to its broad Hallmark card line
I and popular sub-branded lines such as the humorous
=% o e Shoebox Greetings, Hallmark has introduced lines

. targeting a dozen or more specific segments. Fresh
Ink targets 18- to 39-year-old women. Hallmark
Warm Wishes offers hundreds of affordable 99-cent
cards. Hallmark’s three ethnic lines—Mahogany,
Sinceramente Hallmark, and Tree of Life—target
African-American, Hispanic, and Jewish consum-
ers, respectively. Hallmark’s newer Journeys line of
encouragement cards focuses on such challenges as
fighting cancer, coming out, and battling depression.
Specific greeting cards also benefit charities such as
(PRODUCT) RED, UNICEF, and the Susan G. Komen
Race for the Cure. Hallmark has also embraced tech-
nology. Musical greeting cards incorporate sound
clips from popular movies, TV shows, and songs.
Recordable storybooks let people record each page
of a book and have it played back as the recipient
turns the pages. Online, Hallmark offers e-cards as
well as personalized printed greeting cards that it
mails for consumers. For business needs, Hallmark
Business Expressions offers personalized corporate
holiday cards and greeting cards for all occasions
and events.

By offering product and marketing variations to segments, companies hope for
higher sales and a stronger position within each market segment. Developing a stronger
position within several segments creates more total sales than undifferentiated mar-
keting across all segments. Thanks to its differentiated approach, Hallmark’s brands
account for almost one of every two greeting cards purchased in the United States. Simi-
larly, P&G’s multiple detergent brands capture four times the market share of its nearest
rival.

But differentiated marketing also increases the costs of doing business. A firm
usually finds it more expensive to develop and produce, say, 10 units of 10 different
products than 100 units of a single product. Developing separate marketing plans for
separate segments requires extra marketing research, forecasting, sales analysis, promo-
tion planning, and channel management. And trying to reach different market segments
with different advertising campaigns increases promotion costs. Thus, the company
must weigh increased sales against increased costs when deciding on a differentiated
marketing strategy.

Concentrated Marketing

When using a concentrated marketing (or niche marketing) strategy, instead of
going after a small share of a large market, a firm goes after a large share of one or
a few smaller segments or niches. For example, Whole Foods Market has more than
300 stores and over $10 billion in sales, compared with goliaths such as Kroger (more
than 3,600 stores and sales of $82 billion) and Walmart (close to 9,000 stores and sales
of $421 billion).!® Yet, over the past five years, the smaller, more upscale retailer has
grown faster and more profitably than either of its giant rivals. Whole Foods thrives by
catering to affluent customers who the Walmarts of the world can’t serve well, offer-
ing them “organic, natural, and gourmet foods, all swaddled in Earth Day politics.” In
fact, a typical Whole Foods customer is more likely to boycott the local Walmart than
to shop at it.

Through concentrated marketing, the firm achieves a strong market position because
of its greater knowledge of consumer needs in the niches it serves and the special reputation
it acquires. It can market more effectively by fine-tuning its products, prices, and programs
to the needs of carefully defined segments. It can also market more efficiently, targeting its
products or services, channels, and communications programs toward only consumers that
it can serve best and most profitably.
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Niching lets smaller companies focus their limited resources on serving niches that
may be unimportant to or overlooked by larger competitors. Many companies start as
nichers to get a foothold against larger, more resourceful competitors and then grow into
broader competitors. For example, Southwest Airlines began by serving intrastate, no-
frills commuters in Texas but is now one of the nation’s largest airlines. And Enterprise
Rent-A-Car began by building a network of neighborhood offices rather than competing
with Hertz and Avis in airport locations. Enterprise is now the nation’s largest car rental
company.

Today, the low cost of setting up shop on the Internet makes it even more profitable to
serve seemingly miniscule niches. Small businesses, in particular, are realizing riches from
serving small niches on the Web. ® Consider online women’s clothing

e nicher Modcloth.com:"

While her high-school classmates were out partying with friends or shop-
ping at the mall, Susan Gregg Koger was squirreled away in her bedroom,
sorting through vintage clothing she’d found at local thrift shops and
dreaming up her own online business. At the tender age of 17, she and her
boyfriend, now husband, Eric Koger, launched ModCloth.com out of their
Carnegie Mellon dorm rooms. Despite these modest beginnings, thanks to
the power of the Internet, the fledgling company soared. Today, only a de-
cade later, ModCloth.com boasts more than 275 employees, 700 indepen-
dent designers, and a closet full of one-of-a-kind finds. ModCloth.com’s
unique selection of indie clothing, engaging promotions on The ModCloth
blog and various social networks, and Web interactivity—such as letting
customers play a big role in selecting featured apparel and even its design
direction—have attracted a devoted following. ModCloth’s revenues have
grown to more than $15 million a year and the site draws more than 2 mil-
lion visitors per month.

Concentrated marketing can be highly profitable. At the same time,

@ Concentrated marketing: Thanks to the reach and
power of online marketing, online women’s clothing
ModCloth.com has attracted a devoted following.

Modcloth Inc.

Micromarketing

Tailoring products and marketing
programs to the needs and wants of
specific individuals and local customer
segments; it includes local marketing and
individual marketing.

Local marketing

Tailoring brands and marketing to the
needs and wants of local customer
segments—cities, neighborhoods, and
even specific stores.

it involves higher-than-normal risks. Companies that rely on one or a few
segments for all of their business will suffer greatly if the segment turns
sour. Or larger competitors may decide to enter the same segment with
greater resources. For these reasons, many companies prefer to diversify
in several market segments.

Micromarketing

Differentiated and concentrated marketers tailor their offers and marketing programs to
meet the needs of various market segments and niches. At the same time, however, they
do not customize their offers to each individual customer. Micromarketing is the prac-
tice of tailoring products and marketing programs to suit the tastes of specific individuals
and locations. Rather than seeing a customer in every individual, micromarketers see
the individual in every customer. Micromarketing includes local marketing and individual
marketing.

Local Marketing. Local marketing involves tailoring brands and promotions to the
needs and wants of local customer groups—cities, neighborhoods, and even specific stores.
For example, Walgreens-owned New York City drugstore chain Duane Reade adapts its
merchandise assortments to individual neighborhoods. In Manhattan, around Penn Station
and the Port Authority, it sells sandwiches and quick lunches to the area’s many office work-
ers and commuters. On Wall Street, the Duane Reade features a sushi station, organic fresh
foods, ashoeshine area, and a nail salon, all catering to an upscale market. In the Williamsburg
neighborhood of Brooklyn—an area short on bars and beer-buying locations—Duane Reade
stores sell an abundance of growlers and six-packs of microbrew beer.’

Advances in communications technology have given rise to new high-tech versions of
location-based marketing. Using location-based social networks such as Foursquare or Shop-
kick and local-marketing deal-of-the-day services such as Groupon or LivingSocial, retailers
can engage consumers with local online or mobile phone deals (see Real Marketing 7.2). In-
creasingly, location-based marketing is going mobile, reaching on-the-go consumers as they
come and go in key local market areas.”!
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Real Marketing | /.2

Location-Based Micromarketing Equals

Macro Opportunities

Marketers use a host of factors to target
customers—from demographics and psy-
chographics to detailed purchase histories.
However, today’s marketers are increasingly
adding an important new targeting variable:
location—where you are, right now. Thanks to
the explosion in net-connected smartphones
with GPS capabilities and location-based so-
cial networks, companies can now track your
whereabouts closely and gear their offers
accordingly.

Today’s high-tech location-based mar-
keting takes two major forms. One is mobile
“check-in” services—such as Foursquare,
Shopkick, and Loopt—where people check
in on their smartphones to reveal their loca-
tions and obtain special retail offers. The other
is “deal-of-the-day” Web marketers—such as
Groupon and LivingSocial—that partner with
local businesses to offer local shopping deals
to subscribers based on where they live and
what they like.

The location-based check-in services
bridge the gap between the digital world and
the real brick-and-mortar world. For example,
Foursquare’s location-based mobile app lets
its more than 15 million users visit participat-
ing retail locations such as Starbucks or their
favorite local pizza place, check in by pushing
buttons on their mobile phones, and reap spe-
cial rewards. That typically means discount
e-coupons. But most check-in services add
additional incentives with an addictive game-
like twist. For example, Foursquare members
compete to become the “mayor” of a given
retail location by having the highest number
of check-ins there, earn badges by checking
in to specific locations, or gain status desig-
nations by making helpful contributions to the
Foursquare community. And Scvngr designs
smartphone-enabled scavenger hunts, grant-
ing discounts for completing certain tasks,
such as taking in-store pictures.

But more than just passing out e-coupons
and other rewards, Foursquare and the other
check-in services are becoming full-fledged,
location-based lifestyle networks. The aim is to
enrich people’s lives by helping them to learn
the whereabouts of friends, share location-
related experiences, and discover new places

all while linking them to sponsoring locations
that match their interests.

Foursquare co-founder Dennis Crowley
envisions a futuristic scenario in which your
phone checks the calendars and locations of
friends on a late Friday afternoon, learns whose
available that evening, and suggests a nearby
restaurant that everyone has wanted to try. It
even notes what tables are available and the
restaurant’s dinner specials. Foursquare is get-
ting closer and closer to making this scenario
a reality. At its Web site, it already promises:
“Foursquare makes the real world easier to
use. Our app helps you keep up with friends,
discover what’s nearby, save money, and un-
lock deals.”

Similarly, check-in service Loopt promises
to add to both your social life and your shop-
ping life. For starters, it provides a Friends Map
that shows where your Loopt and Facebook
friends are at any given time. It pairs your text
messages with your location, making it really
easy to meet up with others. Loopt can even
send you a “Friend Alert” when an acquain-
tance is nearby, creating chance meetings that
would otherwise go missed. Loopt can also
alert you to nearby retail deals, helping you to
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save money or get free stuff. Such check-in
networks provide attractive targeting opportu-
nities to retailers, letting them market to peo-
ple on the go, when they’re nearby and ready
to eat, shop, and spend.

Such check-in networks provide attrac-
tive targeting opportunities to retailers, letting
them market to people on the go, when they're
nearby and ready to eat, shop, and spend.

The second major form of location-based
marketing—“deal-of-the-day” Web sites—has
become one of the hottest-ever Internet crazes.
Among the thousands of deal-of-the-day ser-
vices that have copied its model, market leader
Groupon dominates with more than 150 million
subscribers in hundreds of cities worldwide.
Groupon partners with retailers in each city to
craft attractive offers promoting their goods and
services to area customers. Most of Groupon’s
local partners are small businesses, but global
giants such as Starbucks, Best Buy, Barnes &
Noble, Gap, and PepsiCo have also gotten into
the Groupon act.

Groupon offers subscribers at least one
deal each day in their city—such as paying
$40 for an $80 voucher at a local restaurant.
But the coupon deals kick in only if enough
people sign up, encouraging subscribers
to spread word of the deal to friends and
neighbors and via social media such as
Twitter and Facebook. Hence, the name
Groupon—group plus coupon. When a deal
“tips,” Groupon shares the revenue roughly
50-50 with the retailer. Nearly all of Grou-
pon’s deals tip.
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Location-based marketing: “Deal-of-the-day” Web marketers—such
as Groupon—partner with local businesses to offer shopping deals to
subscribers based on where they live and what they like.

Groupon Inc.



To further personalize its deals, the
location-based marketer is now starting to
incorporate factors such as gender, age,
neighborhood, and a host of interests and
preferences members can select in order to
narrow the types of deals they receive. Grou-
pon has also expanded its “deal-of-the-day”
model to include Groupon Getaways (travel
bargains), Groupon Goods (product deals
from national brands), and Groupon Now (a
mobile app that targets deals based on user
location).

Working with Groupon can transform
a local business in as little as 24 hours. For
example, when the Joffrey Ballet in Chicago
offered highly discounted season subscrip-
tions through Groupon, 2,334 people signed
up, doubling the performing group’s subscrip-
tion base in a single day. Sometimes, Grou-
pon’s deals can work too well. Retailer Gap’s
server crashed when 445,000 people bought
$50 merchandise cards for only $25. Groupon
works to minimize such cases by coaching
businesses through the deal process and rec-
ommending appropriate deal caps.
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Groupon may have entered Internet star-
dom faster than any other dot.com. Its average
subscriber is a target marketer’s dream: female,
between the ages of 18 and 34, single, and
making more than $70,000 a year. And Grou-
pon is adding well over a million new members
every week. Before Groupon was even two
years old, Forbes crowned it “the fastest grow-
ing company ever.” Its revenues have shot up
from $14 million in 2009 to $1.6 billion last year,
making it the youngest company of any kind to
hit $1 billion in total revenue.

More generally, the growth of location-
based services has been nothing short of
astounding. Whereas no such companies
even existed just five years ago, today there

are more than 6,000 location-based iPhone
apps alone. Perhaps the best indicator of the
potential of location-based marketing is the
arrival of the Web giants, each trying to cap-
ture a piece of the burgeoning location-based
marketing action. Google and Facebook are
actively experimenting with their own check-
in and deal-of-the-day services, and Amazon
.com owns a significant chunk of deal-of-the-
day service LivingSocial.

With so much competition, the industry
is currently working its way through growing
pains, and a shake-out seems likely. But one
thing is clear. When the dust settles, there
will be macro potential for location-based
micromarketing.

Sources: Based on quotes, extracts, and other information from Todd Wasserman, “Only 5% of Adults Use Loca-
tion-Based Check-In Apps,” Mashable, December 6, 2011, http://mashable.com/2011/12/06/adults-use-location-
based-apps/; Diane Brady, “Social Media’s New Mantra: Location, Location, Location,” Bloomberg Businessweek,
May 10-May 16, 2010, pp. 34-36; Bari Weiss, “Groupon’s $6 Bilion Gambler,” Wall Street Journal, December 20,
2010, p. 12; Joseph Galante, “Groupon Coupons: The Small Biz Challenge,” Bloomberg Businessweek, June 14,
2010, p. 1; Shayndi Raice, “Groupon and Its ‘Weird” CEO,” Wall Street Journal, January 31, 2012, http://online.wsj
.com/video/groupon-and-its-weird-ceo/9AA5073E-89A2-4AD2-BAC9-44584709EF12.html; and http://investor.groupon
.com/annuals.cfm, www.groupon.com, www.foursquare.com, and www.loopt.com, accessed November 2012.

With the rise of smartphones and tablets that integrate geo-location technology such as GPS,
marketers are now tapping into what experts call the Social Local Mobile (SoLoMo) search
revolution. SoLoMo refers to the ability of on-the-go consumers to get local information
fast, wherever they may be. Services such as Foursquare, Loopt, and Groupon, and retailers

ranging from REI to Starbucks, have jumped onto the
SoLoMo bandwagon, primarily in the form of smart-
phone and tablet apps.

Mobile app Shopkick excels at SoLoMo. It sends
special offers and rewards to shoppers simply for check-
ing into client stores such as Target, American Eagle, Best
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m‘Rm = ol Buy, or Crate&Barrel. ® When shoppers are near a par-
a ticipating store, the Shopkick app on their phone picks up

a signal from the store and spits out store coupons, deal

alerts, and product information. Similarly, shopping cen-
ter operator DDR Corporation, which operates 27 open-
air malls across 16 markets, uses technology that detects
nearby shoppers and sends real-time text messages about
various store sales and promotions to customers who
have opted in. Such geo-targeting benefits both market-
ers and consumers. It helps merchants get out their mes-
sages while at the same time personalizing the customer’s

shopping experience.

Local marketing has some drawbacks, however.
It can drive up manufacturing and marketing costs
by reducing the economies of scale. It can also create
logistics problems as companies try to meet the var-
ied requirements of different regional and local mar-
kets. Still, as companies face increasingly fragmented

() Increasingly, local marketing is going mobile. Mobile app Shopkick
excels at SoLoMo (Social Local Mobile) by sending rewards and special
offers to shoppers for simply walking into client stores such as Target,
American Eagle, Best Buy, or Crate&Barrel.

Shopkick
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Individual marketing

Tailoring products and marketing
programs to the needs and preferences
of individual customers.

@ Individual marketing: Nike’s NikelD program lets users choose shoe materials,
personalize colors, imprint text on the heels, and even size the left and right shoes
differently.

Getty Images for Nike
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markets, and as new supporting technologies develop, the advantages of local marketing
often outweigh the drawbacks.

Individual Marketing. In the extreme, micromarketing becomes individual marketing—
tailoring products and marketing programs to the needs and preferences of individual cus-
tomers. Individual marketing has also been labeled one-to-one marketing, mass customization,
and markets-of-one marketing.

The widespread use of mass marketing has obscured the fact that for centuries con-
sumers were served as individuals: The tailor custom-made a suit, the cobbler designed
shoes for an individual, and the cabinetmaker made furniture to order. Today, new tech-
nologies are permitting many companies to return to customized marketing. More detailed
databases, robotic production and flexible manufacturing, and interactive media such as
mobile phones and the Internet have combined to foster mass customization. Mass custom-
ization is the process by which firms interact one-to-one with masses of customers to design
products and services tailor-made to individual needs.

Individual marketing has made relationships with customers more important than
ever. Just as mass production was the marketing principle of the twentieth century, interac-
tive marketing is becoming a marketing principle for the twenty-first century. The world
appears to be coming full circle—from the good old days when customers were treated as
individuals to mass marketing when nobody knew your name and then back again.

Companies these days are hypercustomizing everything from food to artwork, ear-
phones, sneakers, and motorcycles.22

At mymms.com, candylovers can buy
M&Ms embossed with images of their
kids or pets. JH Audio in Orlando
makes music earphones based on
molds of customers’ ears to provide op-
timized fit and better and safer sound.
The company even laser prints designs
on the tiny ear buds—some people re-
quest a kid for each ear; others prefer
a dog. @ Nike’s NikeID program lets
users choose materials for shoes’ tread
(say, for trail or street) and upper (Gore-
Tex, mesh, or other), pick the color of
the swoosh and stitching, and even im-
print text on the heels. Different-sized
right and left feet? That, too, can be re-
tooled. On a much larger scale, Harley-
Davidson’s H-D1 factory customization
program lets customers go online, de-
sign their own Harley, and get it in as
little as four weeks. It invites customers
to explore some 8,000 ways to create
their own masterpiece. “You dream it.
We build it,” says the company.

Business-to-business marketers are
also finding new ways to customize their
offerings. For example, John Deere manu-

factures seeding equipment that can be configured in more than 2 million versions to individual
customer specifications. The seeders are produced one at a time, in any sequence, on a single
production line. Mass customization provides a way to stand out against competitors.

Choosing a Targeting Strategy

Companies need to consider many factors when choosing a market-targeting strategy. Which
strategy is best depends on the company’s resources. When the firm'’s resources are limited,
concentrated marketing makes the most sense. The best strategy also depends on the degree of
product variability. Undifferentiated marketing is more suited for uniform products, such as
grapefruit or steel. Products that can vary in design, such as cameras and cars, are more suited
to differentiation or concentration. The product’s life-cycle stage also must be considered.
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When a firm introduces a new product, it may be practical to launch one version only, as un-
differentiated marketing or concentrated marketing may make the most sense. In the mature
stage of the product life cycle, however, differentiated marketing often makes more sense.

Another factor is market variability. If most buyers have the same tastes, buy the same
amounts, and react the same way to marketing efforts, undifferentiated marketing is appro-
priate. Finally, competitors’ marketing strategies are important. When competitors use differenti-
ated or concentrated marketing, undifferentiated marketing can be suicidal. Conversely, when
competitors use undifferentiated marketing, a firm can gain an advantage by using differenti-
ated or concentrated marketing, focusing on the needs of buyers in specific segments.

Socially Responsible Target Marketing

Smart targeting helps companies become more efficient and effective by focusing on the seg-
ments that they can satisfy best and most profitably. Targeting also benefits consumers—
companies serve specific groups of consumers with offers carefully tailored to their needs.
However, target marketing sometimes generates controversy and concern. The biggest issues
usually involve the targeting of vulnerable or disadvantaged consumers with controversial
or potentially harmful products.

For example, over the years marketers in a wide range of industries—from cereal, soft
drinks, and fast food to toys and fashion—have been heavily criticized for their marketing ef-
forts directed toward children. Critics worry that premium offers and high-powered adver-
tising appeals presented through the mouths of lovable animated characters will overwhelm
children’s defenses. In recent years, for instance, McDonald’s has been criticized by various
health advocates and parents groups who are concerned that its popular Happy Meals of-
fers—featuring trinkets and other items tied in with children’s movies such as Toy Story—
create a too-powerful connection between children and the often

fat- and calorie-laden meals. Some critics have even asked McDon-
ald’s to retire its iconic Ronald McDonald character. McDonald’s
has responded by putting the Happy Meal on a diet, cutting the
overall calorie count by 20 percent and adding fruit to every meal.

Other problems arise when the marketing of adult products
spills over into the children’s segment—intentionally or uninten-
tionally. For example, Victoria’s Secret targets its highly success-
ful Pink line of young, hip, and sexy clothing to young women
from 18 to 30 years old. However, critics charge that Pink is now
all the rage among girls as young as 11 years old. Responding to
Victoria’s Secret’s designs and marketing messages, tweens are
flocking into stores and buying Pink, with or without their moth-
ers. More broadly, critics worry that marketers of everything from
Barbie dolls to lingerie are directly or indirectly targeting young
girls with provocative products, promoting a premature focus
on sex and appearance. ® For example, Barbie now comes in a
“bling-bling” style, replete with halter top and go-go boots. And
Abercrombie & Fitch recently marketed a padded “push-up” bi-
kini top for girls as young as 8. “The sexualization of teens is bad
enough and now it’s trickling down to our babies,” laments one
repor’cer.24

To encourage responsible advertising, the Children’s Ad-
vertising Review Unit, the advertising industry’s self-regulatory
agency, has published extensive children’s advertising guidelines
that recognize the special needs of child audiences. Still, critics feel
that more should been done. Some have even called for a complete
ban on advertising to children.

Cigarette, beer, and fast-food marketers have also generated
controversy in recent years by their attempts to target inner-city

@ Socially responsible marketing: Critics worry that marketers

minority consumers. For example, fast-food chains have drawn

of everything from lingerie and cosmetics to Barbie dolls are criticism for pitching their high-fat, salt-laden fare to low-in-
targeting young girls with provocative products. come, urban residents who are much more likely than suburban-

Jarrod Weaton/Weaton Digital, Inc.

ites to be heavy consumers. Similarly, big banks and mortgage
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Product position

The way a product is defined by
consumers on important attributes —
the place the product occupies in
consumers’ minds relative to competing
products.

Objective 4 ---»

Discuss how companies
differentiate and position
their products for maximum
competitive advantage.
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lenders have been criticized for targeting consumers in poor urban areas with attractive
adjustable rate home mortgages that they can’t really afford.

The growth of the Internet and other carefully targeted direct media has raised fresh
concerns about potential targeting abuses. The Internet allows more precise targeting, letting
the makers of questionable products or deceptive advertisers zero in on the most vulner-
able audiences. Unscrupulous marketers can now send tailor-made, deceptive messages by
e-mail directly to millions of unsuspecting consumers. For example, the FBI's Internet Crime
Complaint Center Web site alone received more than 310,000 complaints last year.25

Not all attempts to target children, minorities, or other special segments draw such
criticism. In fact, most provide benefits to targeted consumers. For example, Pantene mar-
kets Relaxed and Natural hair products to women of color. Samsung markets the Jitterbug,
an easy-to-use phone, directly to seniors who need a simpler mobile phone with bigger but-
tons, large screen text, and a louder speaker. And Colgate makes a large selection of tooth-
brush shapes and toothpaste flavors for children—from Colgate SpongeBob SquarePants
Mild Bubble Fruit toothpaste to Colgate Dora the Explorer character toothbrushes. Such
products help make tooth brushing more fun and get children to brush longer and more
often.

Thus, in target marketing, the issue is not really who is targeted but rather how and
for what. Controversies arise when marketers attempt to profit at the expense of targeted
segments—when they unfairly target vulnerable segments or target them with question-
able products or tactics. Socially responsible marketing calls for segmentation and targeting
that serve not just the interests of the company but also the interests of those targeted.

Differentiation and Positioning

Beyond deciding which segments of the market it will target, the company must decide on
a value proposition—how it will create differentiated value for targeted segments and what
positions it wants to occupy in those segments. A product position is the way a product is
defined by consumers on important attributes—the place the product occupies in consumers’
minds relative to competing products. Products are made in factories, but brands happen
in the minds of consumers.

Method laundry detergent is positioned as a smarter, easier, and greener de-
tergent; Dreft is positioned as the gentle detergent for baby clothes. At THOPF, you

just a tad sweet

Moot HONEST

“Come hungry. Leave happy.”; at Olive Garden, “When You're Here, You're Fam-
ily.” In the automobile market, the Nissan Versa and Honda Fit are positioned on
economy, Mercedes and Cadillac on luxury, and Porsche and BMW on performance.
Folger’s Coffee is “The best part of wakin’ up”; ® Honest Tea says “Nature got it
right. We put it in a bottle.”

Consumers are overloaded with information about products and services.
They cannot reevaluate products every time they make a buying decision. To sim-
plify the buying process, consumers organize products, services, and companies
into categories and “position” them in their minds. A product’s position is the
complex set of perceptions, impressions, and feelings that consumers have for the
product compared with competing products.

Consumers position products with or without the help of marketers. But
marketers do not want to leave their products’ positions to chance. They must plan
positions that will give their products the greatest advantage in selected target
markets, and they must design marketing mixes to create these planned positions.

In planning their differentiation and positioning strategies, marketers often pre-
pare perceptual positioning maps that show consumer perceptions of their brands
versus competing products on important buying dimensions. © Figure 7.3
shows a positioning map for the U.S. large luxury sport utility vehicle (SUV) mar-
ket.” The position of each circle on the map indicates the brand’s perceived po-

@ Positioning: Honest Tea is positioned on
“Honest ingredients. No more, no less. Nature got

it right. We put it in a bottle.”
Coca-Cola Company

sitioning on two dimensions: price and orientation (luxury versus performance).
The size of each circle indicates the brand’s relative market share.

Thus, customers view the market-leading Cadillac Escalade as a moderately
priced, large, luxury SUV with a balance of luxury and performance. The Esca-
lade is positioned on urban luxury, and, in its case, “performance” probably means



@ FIGURE | 7.3
Positioning Map:
Large Luxury SUVs

Source: Based on data provided by
WardsAuto.com and Edmunds.com, 2012.

The location of each circle shows where
consumers position a brand on two

dimensions: price and luxury-performance "

orientation. The size of each circle
indicates the brand's relative market
share in the segment. Thus, Toyota's
Land Cruiser is a niche brand that is
perceived to be relatively affordable and
more performance oriented.

Competitive advantage

An advantage over competitors gained
by offering greater customer value, either
by having lower prices or providing more
benefits that justify higher prices.

Price (thousands of $)
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Luxury Performance

Orientation

power and safety performance. You'll find no mention of off-road adventuring in an Esca-
lade ad.

By contrast, the Range Rover and the Land Cruiser are positioned on luxury with
nuances of off-road performance. For example, the Toyota Land Cruiser began in 1951
as a four-wheel-drive, Jeep-like vehicle designed to conquer the world’s most grueling
terrains and climates. In recent years, the Land Cruiser has retained this adventure and
performance positioning but with luxury added. Its Web site brags of “legendary off-
road capability,” with off-road technologies such as downhill assist control and kinetic
dynamic suspension systems. “In some parts of the world, it's an essential.” Despite its
ruggedness, however, the company notes that “its available Bluetooth hands-free technol-
ogy, DVD entertainment, and a sumptuous interior have softened its edges.”

Choosing a Differentiation
and Positioning Strategy

Some firms find it easy to choose a differentiation and positioning strategy. For example,
a firm well known for quality in certain segments will go after this position in a new seg-
ment if there are enough buyers seeking quality. But in many cases, two or more firms will
go after the same position. Then each will have to find other ways to set itself apart. Each
firm must differentiate its offer by building a unique bundle of benefits that appeals to a
substantial group within the segment.

Above all else, a brand’s positioning must serve the needs and preferences of well-
defined target markets. For example, as noted in the chapter-opening story, although both
Dunkin” Donuts and Starbucks are coffee shops, they offer very different product assort-
ments and store atmospheres. Yet each succeeds because it creates just the right value prop-
osition for its unique mix of customers.

The differentiation and positioning task consists of three steps: identifying a set of dif-
ferentiating competitive advantages on which to build a position, choosing the right com-
petitive advantages, and selecting an overall positioning strategy. The company must then
effectively communicate and deliver the chosen position to the market.

Identifying Possible Value Differences
and Competitive Advantages

To build profitable relationships with target customers, marketers must understand cus-
tomer needs and deliver more customer value better than competitors do. To the extent
that a company can differentiate and position itself as providing superior customer value,
it gains competitive advantage.

But solid positions cannot be built on empty promises. If a company positions its product
as offering the best quality and service, it must actually differentiate the product so that it delivers
the promised quality and service. Companies must do much more than simply shout out their
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@ service differentiation: Singapore Airlines sets itself apart through
extraordinary customer care and the grace of its flight attendants.
Gilles ROLLE/REA/Redux
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positions with slogans and taglines. They must first/ive the slogan. For example, when Staples’
research revealed that it should differentiate itself on the basis of “an easier shopping experi-
ence,” the office supply retailer held back its “Staples: That was easy” marketing campaign for
more than a year. First, it remade its stores to actually deliver the promised posiﬁon'mg.27

Only a few years ago, things weren't so easy for Staples—or for its customers. The ratio of cus-
tomer complaints to compliments was running a dreadful eight to one at Staples stores. Weeks
of focus groups produced an answer: Customers wanted an easier shopping experience. That
simple revelation has resulted in one of the most successful marketing campaigns in recent his-
tory, built around the now-familiar “Staples: That was easy” tagline. But Staples’ positioning
turnaround took a lot more than simply bombarding customers with a new slogan. Before it
could promise customers a simplified shopping experience, Staples had to actually deliver one.
First, it had to live the slogan.

So, for more than a year, Staples worked to revamp the customer experience. It remodeled
its stores, streamlined its inventory, retrained employees, and even simplified customer com-
munications. Only when all of the customer-experience pieces were in place did Staples begin
communicating its new positioning to customers. The “Staples: That was easy” repositioning
campaign has met with striking success, helping to make Staples the runaway leader in office
retail. No doubt about it, clever marketing helped. But marketing promises count for little if they
are not backed by the reality of the customer experience.

To find points of differentiation, marketers must think through the customer’s entire
experience with the company’s product or service. An alert company can find ways to dif-
ferentiate itself at every customer contact point. In what specific ways can a company dif-

ferentiate itself or its market offer? It can differentiate along
the lines of product, services, channels, people, or image.

Through product differentiation, brands can be dif-
ferentiated on features, performance, or style and design.
Thus, Bose positions its speakers on their striking design and
sound characteristics. By gaining the approval of the Ameri-
can Heart Association as an approach to a healthy lifestyle,
Subway differentiates itself as the healthy fast-food choice.
And Seventh Generation, a maker of household cleaning and
laundry supplies, paper products, diapers, and wipes, differ-
entiates itself not so much by how its products perform but
by the fact that its products are greener. Seventh Generation’s
mission: “Healthy Products. Healthy Environment. Healthy
Communities. Healthy Company.”

Beyond differentiating its physical product, a firm can
also differentiate the services that accompany the product.
Some companies gain services differentiation through speedy,
convenient, or careful delivery. For example, First Conve-
nience Bank of Texas offers “Real Hours for Real People”; it
is open seven days a week, including evenings. Others dif-
ferentiate their service based on high-quality customer care. In an age where customer satis-
faction with airline service is in constant decline, Singapore Airlines sets itself apart through
extraordinary customer care and the grace of its flight attendants. ® “Everyone expects excel-
lence from us,” says the international airline. “[So even] in the smallest details of flight, we rise
to each occasion and deliver the Singapore Airlines experience.”*

Firms that practice channel differentiation gain competitive advantage through the way
they design their channel’s coverage, expertise, and performance. Amazon.com and GEICO,
for example, set themselves apart with their smooth-functioning direct channels. Companies
can also gain a strong competitive advantage through people differentiation—hiring and train-
ing better people than their competitors do. People differentiation requires that a company
select its customer-contact people carefully and train them well. For example, Disney World
people are known to be friendly and upbeat. Disney trains its theme park people thoroughly
to ensure that they are competent, courteous, and friendly—from the hotel check-in agents,
to the monorail drivers, to the ride attendants, to the people who sweep Main Street USA.
Each employee is carefully trained to understand customers and to “make people happy.”

Even when competing offers look the same, buyers may perceive a difference based
on company or brand image differentiation. A company or brand image should convey a
product’s distinctive benefits and positioning. Developing a strong and distinctive image
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calls for creativity and hard work. A company cannot develop an image in the public’s mind
overnight by using only a few ads. If Ritz-Carlton means quality, this image must be sup-
ported by everything the company says and does.

Symbols, such as the McDonald’s golden arches, the colorful Google logo, the Nike
swoosh, or Apple’s “bite mark” logo, can provide strong company or brand recognition
and image differentiation. The company might build a brand around a famous person, as
Nike did with its Michael Jordan, Kobe Bryant, and LeBron James basketball shoe and ap-
parel collections. Some companies even become associated with colors, such as Coca-Cola
(red), IBM (blue), or UPS (brown). The chosen symbols, characters, and other image ele-
ments must be communicated through advertising that conveys the company’s or brand’s
personality.

Choosing the Right Competitive Advantages

Suppose a company is fortunate enough to discover several potential differentiations that
provide competitive advantages. It now must choose the ones on which it will build its po-
sitioning strategy. It must decide how many differences to promote and which ones.

How Many Differences to Promote. Many marketers think that companies should ag-
gressively promote only one benefit to the target market. Advertising executive Rosser
Reeves, for example, said a company should develop a unique selling proposition (USP) for
each brand and stick to it. Each brand should pick an attribute and tout itself as “number
one” on that attribute. Buyers tend to remember num-
ber one better, especially in this overcommunicated
society. Thus, Walmart promotes its unbeatable low
prices, and Burger King promotes personal choice—
“have it your way.”

Other marketers think that companies should po-
sition themselves on more than one differentiator. This
may be necessary if two or more firms are claiming to
be best on the same attribute. Today, in a time when the
mass market is fragmenting into many small segments,
companies and brands are trying to broaden their po-
sitioning strategies to appeal to more segments. ® For
example, whereas Gatorade originally offered a sports
drink positioned only on performance hydration, the
brand now offers an entire G Series of sports drinks
that provide at least three primary benefits. G Series
“fuels your body before, during, and after practice,
training, or competition.” Gatorade Prime 01 is posi-
tioned as “pre-game fuel” that provides energy before
exercise. Gatorade Thirst Quencher is for use “in the
moment of activity” during exercise. Finally, Gatorade
Recover 03 is positioned as a post-game recovering
beverage that provides protein for recovery after ex-
ercise. Clearly, many buyers want these multiple ben-
efits. The challenge is to convince them that one brand
can do it all.

@ Positioning on multiple competitive advantages: The Gatorade G Series
“fuels your body before, during, and after” exercise. Which Diﬂ’erences to Promote. Not all brand dif-

Pepsi-Cola North America, Inc.

ferences are meaningful or worthwhile, and each dif-

ference has the potential to create company costs as
well as customer benefits. A difference is worth establishing to the extent that it satisfies the
following criteria:

o [Important: The difference delivers a highly valued benefit to target buyers.

e Distinctive: Competitors do not offer the difference, or the company can offer it in a
more distinctive way.

® Superior: The difference is superior to other ways that customers might obtain the same
benefit.

e Communicable: The difference is communicable and visible to buyers.

e Preemptive: Competitors cannot easily copy the difference.
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Value proposition
The full positioning of a brand—the full
mix of benefits on which it is positioned.

® More-for-more positioning: Hearts On Fire diamonds 7 ] ;
have created a more-for-more niche as “The World’s same value proposition versus Mercedes and BMW. Its first headline read:

Most Perfectly Cut Diamond—for those who expect “Perhaps the first time in history that trading a $72,000 car for a $36,000

more and give more in return.”

Used with permission of Hearts On Fire Company, LLC

e Affordable: Buyers can afford to pay for the difference.
® Profitable: The company can introduce the difference profitably.

Many companies have introduced differentiations that failed one or more of these tests.
When the Westin Stamford Hotel in Singapore once advertised that it is the world’s tallest
hotel, it was a distinction that was not important to most tourists; in fact, it turned many
off. Polaroid’s Polarvision, which produced instantly developed home movies, bombed too.
Although Polarvision was distinctive and even preemptive, it was inferior to another way
of capturing motion—namely, camcorders.

Thus, choosing competitive advantages on which to position a product or service can
be difficult, yet such choices may be crucial to success. Choosing the right differentiators can
help a brand stand out from the pack of competitors. For example, when carmaker Nissan
introduced its novel little Cube, it didn’t position the car only on attributes shared with
competing models, such as affordability and customization. It positioned it as a “mobile
device” that fits today’s digital lifestyles.

Selecting an Overall Positioning Strategy

The full positioning of a brand is called the brand’s value proposition—the full mix of
benefits on which a brand is differentiated and positioned. It is the answer to the custom-
er’s question “Why should I buy your brand?” BMW's “ultimate driving machine” value
proposition hinges on performance but also includes luxury and styling, all for a price that
is higher than average but seems fair for this mix of benefits.

@ Figure 7.4 shows possible value propositions on which a company might posi-
tion its products. In the figure, the five green cells represent winning value propositions—
differentiation and positioning that give the company a competitive advantage. The red cells,
however, represent losing value propositions. The center yellow cell represents at best a mar-
ginal proposition. In the following sections, we discuss the five winning value propositions:
more for more, more for the same, the same for less, less for much less, and more for less.

More for More. More-for-more positioning involves providing the most upscale prod-
uct or service and charging a higher price to cover the higher costs. A more-for-more
market offering not only offers higher quality, it also gives prestige to the buyer. It
symbolizes status and a loftier lifestyle. Four Seasons hotels, Rolex watches, Mercedes
automobiles, SubZero appliances—each claims superior quality, craftsmanship, durabil-
ity, performance, or style and, therefore, charges a higher price. When
Apple premiered its iPhone, it offered higher-quality features than a
traditional mobile phone with a hefty price tag to match.

Similarly, the marketers of Hearts On Fire diamonds have created a
more-for-more niche as “The World’s Most Perfectly Cut Diamond.” Hearts
On Fire diamonds have a unique “hearts and arrow” design. When viewed
under magnification from the bottom, a perfect ring of eight hearts appears;
from the top comes a perfectly formed Fireburst of light. ® Hearts On Fire
diamonds aren’t for everyone, says the company. “Hearts On Fire is for
those who expect more and give more in return.” The brand commands
a 15 to 20 percent price premium over comparable competing diamonds.”

Although more-for-more can be profitable, this strategy can also
be vulnerable. It often invites imitators who claim the same quality
but at a lower price. For example, more-for-more brand Starbucks now
faces “gourmet” coffee competitors ranging from Dunkin’ Donuts to
McDonald’s. Also, luxury goods that sell well during good times may be
at risk during economic downturns when buyers become more cautious
in their spending. The recent gloomy economy hit premium brands, such
as Starbucks, the hardest.

More for the Same. Companies can attack a competitor’s more-for-more
positioning by introducing a brand offering comparable quality at a lower
price. For example, Toyota introduced its Lexus line with a more-for-the-

car could be considered trading up.” It communicated the high quality
of its new Lexus through rave reviews in car magazines and a widely
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distributed video showing side-by-side comparisons of Lexus and Mercedes automobiles.
It published surveys showing that Lexus dealers were providing customers with better sales
and service experiences than were Mercedes dealerships. Many Mercedes owners switched to
Lexus, and the Lexus repurchase rate has been 60 percent, twice the industry average.

The Same for Less. Offering the same for less can be a powerful value proposition—ev-
eryone likes a good deal. Discount stores such as Walmart and “category killers” such as
Best Buy, PetSmart, David’s Bridal, and DSW Shoes use this positioning. They don’t claim
to offer different or better products. Instead, they offer many of the same brands as depart-
ment stores and specialty stores but at deep discounts based on superior purchasing power
and lower-cost operations. Other companies develop imitative but lower-priced brands in
an effort to lure customers away from the market leader. For example, Amazon.com offers
the Kindle Fire tablet computer, which sells for less than 40 percent of the price of the Apple
iPad or Samsung Galaxy.

Less for Much Less. A market almost always exists for products that offer less and there-
fore cost less. Few people need, want, or can afford “the very best” in everything they buy. In
many cases, consumers will gladly settle for less than optimal performance or give up some
of the bells and whistles in exchange for a lower price. For example, many travelers seeking
lodgings prefer not to pay for what they consider unnecessary extras, such as a pool, an at-
tached restaurant, or mints on the pillow. Hotel chains such as Ramada Limited, Holiday Inn
Express, and Motel 6 suspend some of these amenities and charge less accordingly.

Less-for-much-less positioning involves meeting consumers’ lower performance or qual-
ity requirements at a much lower price. For example, Family Dollar and Dollar General
stores offer more affordable goods at very low prices. Costco warehouse stores offer less
merchandise selection and consistency and much lower levels of service; as a result, they
charge rock-bottom prices.

More for Less. Of course, the winning value proposition would be to offer more for less.
Many companies claim to do this. And, in the short run, some companies can actually
achieve such lofty positions. For example, when it first opened for business, Home Depot
had arguably the best product selection, the best service, and the lowest prices compared to
local hardware stores and other home improvement chains.

Yet in the long run, companies will find it very difficult to sustain such best-of-both
positioning. Offering more usually costs more, making it difficult to deliver on the “for-
less” promise. Companies that try to deliver both may lose out to more focused competi-
tors. For example, facing determined competition from Lowe’s stores, Home Depot must
now decide whether it wants to compete primarily on superior service or on lower prices.

All said, each brand must adopt a positioning strategy designed to serve the needs and
wants of its target markets. More for more will draw one target market, less for much less will
draw another, and so on. Thus, in any market, there is usually room for many different com-
panies, each successfully occupying different positions. The important thing is that each
company must develop its own winning positioning strategy, one that makes the company
special to its target consumers.
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Positioning statement

A statement that summarizes company

or brand positioning using this form: To

(target segment and need) our (brand) is
(concept) that (point of difference).

Designing a Customer-Driven Strategy and Mix

Developing a Positioning Statement

Company and brand positioning should be summed up in a positioning statement. The
statement should follow the form: To (target segment and need) our (brand) is (concept)
that (point of difference).*® ® Here is an example using the popular digital information
management application Evernote: “To busy multitaskers who need help remembering
things, Evernote is digital content management application that makes it easy to capture
and remember moments and ideas from your everyday life using your computer, phone,
tablet, and the Web.”
Note that the positioning statement
first states the product’s membership in

g EVERNOTE

Remember everything.

Capture anything.
Save your ideas, things vou like, things you
hear, and things you ses.

\._‘_l GET EVERNOTE, IT'S FREE »

@ Positioning statement: Evernote is positioned as a digital content management
application that helps busy people to capture and remember moments and ideas and find

them fast later.
Evernote Corporation

a category (digital content management
application) and then shows its point of
difference from other members of the cat-
egory (easily capture moments and ideas
and remember them later). Evernote helps
you “remember everything” by letting
you take notes, capture photos, create to-
do lists, and record voice reminders, and

syt NEEHTMURA .
Rl then makes them easy to find and access

S
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using just about any device, anywhere—
athome, at work, or on the go.
Placing a brand in a specific cat-

Access anywhere.

Evernicte works with
phone and mobile de ot there.

egory suggests similarities that it
might share with other products in the
category. But the case for the brand’s
superiority is made on its points of dif-
ference. For example, the U.S. Postal
Service ships packages just like UPS
and FedEx, but it differentiates its
Priority Mail from competitors with
convenient, low-price, flat-rate ship-
ping boxes and envelopes. “If it fits, it
ships,” promises the Post Office.

Find things fast.

Search by keyword, tag or even printed and
handwritten text insdde images,

Ery computer,

Communicating and Delivering
the Chosen Position

Once it has chosen a position, the company must take strong steps to deliver and commu-
nicate the desired position to its target consumers. All the company’s marketing mix efforts
must support the positioning strategy.

Positioning the company calls for concrete action, not just talk. If the company decides
to build a position on better quality and service, it must first deliver that position. Designing
the marketing mix—product, price, place, and promotion—involves working out the tacti-
cal details of the positioning strategy. Thus, a firm that seizes on a more-for-more position
knows that it must produce high-quality products, charge a high price, distribute through
high-quality dealers, and advertise in high-quality media. It must hire and train more ser-
vice people, find retailers that have a good reputation for service, and develop sales and
advertising messages that broadcast its superior service. This is the only way to build a
consistent and believable more-for-more position.

Companies often find it easier to come up with a good positioning strategy than
to implement it. Establishing a position or changing one usually takes a long time. In
contrast, positions that have taken years to build can quickly be lost. Once a company
has built the desired position, it must take care to maintain the position through consis-
tent performance and communication. It must closely monitor and adapt the position
over time to match changes in consumer needs and competitors’ strategies. However,
the company should avoid abrupt changes that might confuse consumers. Instead, a
product’s position should evolve gradually as it adapts to the ever-changing marketing
environment.
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Reviewing the Concepts
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Reviewing Objectives and Key Terms

| Objectives Review

In this chapter, you learned about the major elements of a cus-
tomer-driven marketing strategy: segmentation, targeting, dif-
ferentiation, and positioning. Marketers know that they cannot
appeal to all buyers in their markets, or at least not to all buy-
ers in the same way. Therefore, most companies today practice
target marketing —identifying market segments, selecting one or
more of them, and developing products and marketing mixes
tailored to each.

Define the major steps in
designing a customer-driven
marketing strategy: market segmentation, targeting,
differentiation, and positioning. (pp 214-215)

Objective 1

A customer-driven marketing strategy begins with selecting
which customers to serve and determining a value proposition
that best serves the targeted customers. It consists of four steps.
Market segmentation is the act of dividing a market into distinct
segments of buyers with different needs, characteristics, or be-
haviors who might require separate products or marketing mixes.
Once the groups have been identified, market targeting evaluates
each market segment’s attractiveness and selects one or more
segments to serve. Differentiation involves actually differentiating
the market offering to create superior customer value. Positioning
consists of positioning the market offering in the minds of target
customers. A customer-driven marketing strategy seeks to build
the right relationships with the right customers.

List and discuss the major bases
for segmenting consumer and
business markets. (pp 214-224)

Objective 2

There is no single way to segment a market. Therefore, the
marketer tries different variables to see which give the best seg-
mentation opportunities. For consumer marketing, the major
segmentation variables are geographic, demographic, psycho-
graphic, and behavioral. In geographic segmentation, the market
is divided into different geographical units, such as nations, re-
gions, states, counties, cities, or even neighborhoods. In demo-
graphic segmentation, the market is divided into groups based
on demographic variables, including age, life-cycle stage, gen-
der, income, occupation, education, religion, ethnicity, and gen-
eration. In psychographic segmentation, the market is divided
into different groups based on social class, lifestyle, or personality
characteristics. In behavioral segmentation, the market is divided

into groups based on consumers’ knowledge, attitudes, uses, or
responses concerning a product.

Business marketers use many of the same variables to seg-
ment their markets. But business markets also can be seg-
mented by business demographics (industry, company size),
operating characteristics, purchasing approaches, situational
factors, and personal characteristics. The effectiveness of
the segmentation analysis depends on finding segments that
are measurable, accessible, substantial, differentiable, and
actionable.

Explain how companies identify
attractive market segments and
choose a market-targeting strategy. (pp 224-232)

Objective 3

To target the best market segments, the company first evaluates
each segment’s size and growth characteristics, structural attrac-
tiveness, and compatibility with company objectives and resources.
It then chooses one of four market-targeting strategies—ranging
from very broad to very narrow targeting. The seller can ignore
segment differences and target broadly using undifferentiated (or
mass) marketing. This involves mass producing, mass distributing,
and mass promoting about the same product in about the same
way to all consumers. Or the seller can adopt differentiated mar-
keting—developing different market offers for several segments.
Concentrated marketing (or niche marketing) involves focusing
on one or a few market segments only. Finally, micromarketing is
the practice of tailoring products and marketing programs to suit
the tastes of specific individuals and locations. Micromarketing in-
cludes local marketing and individual marketing. Which targeting
strategy is best depends on company resources, product variabil-
ity, the product life-cycle stage, market variability, and competitive
marketing strategies.

Discuss how companies
differentiate and position

their products for maximum competitive advantage.
(pp 232-238)

Objective 4

Once a company has decided which segments to enter, it must
decide on its differentiation and positioning strategy. The differen-
tiation and positioning task consists of three steps: identifying a
set of possible differentiations that create competitive advantage,
choosing advantages on which to build a position, and selecting
an overall positioning strategy.
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The brand’s full positioning is called its value proposition—the
full mix of benefits on which the brand is positioned. In general,
companies can choose from one of five winning value proposi-
tions on which to position their products: more for more, more for
the same, the same for less, less for much less, or more for less.

D Key Terms

Objective 1

Market segmentation (p 214)
Market targeting (targeting) (p 214)
Differentiation (p 214)

Positioning (p 214)

Objective 2

Geographic segmentation (p 215)
Demographic segmentation (p 216)
Age and life-cycle segmentation (p 216)
Gender segmentation (p 217)

Income segmentation (p 217)

Objective 3

(p 225)

Psychographic segmentation (p 218)
Behavioral segmentation (p 220)
Occasion segmentation (p 220)
Benefit segmentation (p 220)
Intermarket (cross-market)
segmentation (p 223)

Target market (p 225)
Undifferentiated (mass) marketing (p 225)
Differentiated (segmented) marketing

Company and brand positioning are summarized in positioning
statements that state the target segment and need, the position-
ing concept, and specific points of difference. The company must
then effectively communicate and deliver the chosen position to
the market.

Concentrated (niche) marketing (p 226)
Micromarketing (p 227)

Local marketing (p 227)

Individual marketing (p 230)

Objective 4

Product position (p 232)
Competitive advantage (p 233)
Value proposition (p 236)
Positioning statement (p 238)

Discussion and Critical Thinking

) Discussion Questions

1. How does market segmentation differ from market targeting?
(AACSB: Communication)

2. Name and describe the four major sets of variables that might
be used in segmenting consumer markets. Which segment-
ing variables does Starbucks use? (AACSB: Communication;
Reflective Thinking)

3. Name and describe the levels at which market targeting can
be carried out. Give an example of a company using each.
(AACSB: Communication; Reflective Thinking)

) Critical Thinking Exercises

1. Advertisers use market segmentation when promoting prod-
ucts to consumers. For each major consumer segmention
variable, find an example of a print ad that appears to be
based on that variable. For each ad, identify the target market
and explain why you think the advertiser is using the segmen-
tation variable you identified for that ad. (AACSB: Communica-
tion; Reflective Thinking)

2. When Nissan introduced its large Titan pickup truck in the
United States and Toyota introduced the Tundra, each thought
it would sell around 200,000 vehicles per year and had planned
capacity for hundreds of thousands more because of the huge

@ 4. Explain how companies segment international markets.

(AACSB: Communication)

& 5. Explain how a company differentiates its products from com-

petitors’ products. (AACSB: Communication)

& 6. In the context of marketing, what is a product’s “position”?

How do marketers know what it is? (AACSB: Communication)

U.S. market potential. After all, the “big three” American manu-
facturers averaged sales in this market of almost 2 million trucks
per year. But the two Japanese brands missed their sales goals
by a wide margin. In a small group, discuss possible reasons
for the dismal sales of the Titan and the Tundra in the U.S. mar-
ket. (AACSB: Communication; Reflective Thinking)

3. Form a small group and create an idea for a new business.

Using the steps described in the chapter, develop a customer-
driven marketing strategy. Describe your strategy and con-
clude with a positioning statement for your business. (AACSB:
Communication; Reflective Thinking)
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Applications and Cases

D Marketing Technology Google’s Glasses

Consumers enjoy having Google’s search power at their fingertips,
but if things go as planned, we'll have that Google power right be-
fore our very eyes, no fingers necessary. “Augmented reality” —the
ability to project information in front of our eyes—is now being
used in commercial and military operations. For example, the U.S.
Air Force uses it to display weapons information in fighter pilot
helmets. However, it has yet to take off in the consumer market.
That’s because the required headgear has been uncomfortable,
unattractive, and expensive. But Google is peering into the future
and has tentative plans to sell its Google Glasses device to con-
sumers in 2013. The sleek wraparound glasses place a single lens

above a person’s right eye that displays digital information that
can be voice- and gesture-controlled. Connecting the device to
a smartphone opens up a world of possibilities. The only product
close to Google’s glasses currently on the consumer market is a
GPS device that skiers and snowboarders insert into goggles that
displays speed information.

1. How would you market the Google Glasses device in a
30-second commercial to consumers based on one of the
segmenting variables you identified in the previous question?
(AACSB: Communication; Reflective Thinking)

P Marketing Ethics Targeting Young Consumers

You would never know that consumers are more frugal these days
if you look at the new children’s lines from fashion houses such as
Fendi, Versace, and Gucci. Toddler high fashion is not new, but de-
signers are taking it to new levels and extending it beyond special-
occasion clothing to everyday wear. In the past, some of the little
girls marching down fashion runways carried dolls with matching
outfits. But now, many of the little children’s fashions are geared
around matching mom and dad clothing. Jennifer Lopez and her lit-
tle ones helped Gucci launch a line for babies and children aged 2 to

D Marketing by the Numbers

For-profit universities, such as Kaplan University, DeVry University,
and the University of Phoenix, actively target military veterans. In
fact, the University of Phoenix has more veterans enrolled than
any other college. These schools rely heavily on students receiv-
ing federal financial aid, and federal law limits the proportion of
for-profit university revenue that can be derived from federal aid
to 90 percent. But enrolling veterans helps them stay below this
threshold because the law does not count Gl benefits as gov-
ernment assistance. With federal spending on veterans’ educa-
tion more than doubling to almost $10 billion between 2009 and
2010, this market is even more attractive. Kaplan University is
one of the most aggressive, with a team of 300 representatives

8 years old. A Gucci children’s outfit with a t-shirt, skinny jeans, a belt
with the trademark double-G, a raincoat, and boots will set mom
and dad back about $1,000. A Burberry children’s double-breasted
trench coat for a baby runs $335, a bargain compared to mom’s
matching $1,195 trench coat. The CEO of the Young Versace brand
sees growth in this market and anticipates this brand making up
10 percent of the company’s global sales in only a few years.

1. What segmentation variables are marketers using in this
example? (AACSB: Communication; Reflective Thinking)

Kaplan University Recruits Veterans

focused solely on recruiting military veterans, increasing its enroll-
ment of veterans by almost 30 percent in just one year.

1. Discuss the factors used to evaluate the usefulness of the
military veteran segment. (AACSB: Communication; Reflective
Thinking)

2. Using the chain ratio method described in Appendix 2: Mar-
keting by the Numbers, estimate the market potential for un-
dergraduate education in the veteran market. Be sure to state
any assumptions. (AACSB: Communication; Use of IT; Analyti-
cal Reasoning)

P Video Case Boston Harbor Cruises

Since 1926, Boston Harbor Cruises has been providing cus-
tomers with memorable experiences on ocean-going vessels in
and around the Boston area. But these days, the term “cruise”

has different meanings for the four-generation family business.
To thrive in good economic times and in bad, Boston Harbor
Cruises has progressively targeted various types of customers
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with its different boats and different services. Sight-seeing trips
around Boston Harbor, whale-watching tours, fast ferry service
to Cape Cod, dinner and wedding cruises, and a high-speed
thrill ride are among Boston Harbor Cruises offerings. It even
offers commuter services and off-shore construction support.
Targeting this diverse customer base has become even more
challenging as Boston Harbor Cruises has further differentiated
the market into local customers, domestic vacationers, and in-
ternational travelers.

After viewing the video featuring Boston Harbor Cruises, an-
swer the following questions:

1. On what main variables has Boston Harbor Cruises focused in
segmenting its markets?

2. Which target marketing strategy best describes the efforts of
Boston Harbor Cruises? Support your choice.

3. How does Boston Harbor Cruises use the concepts of differ-
entiation and positioning to build relationships with the right
customers?

Bentley Motors: Differentiation and

) Company Case

The mission of Bentley Motors, the definitive British luxury car
company, to produce best cars in their class, has remained un-
changed since it was expressed eloquently by its founder Walter
Owen Bentley in London in 1919. Located in Crewe, England,
since 1946 and owned since 1998 by Volkswagen AG, Bentley
Motors is an international company developing and crafting one
of the world’s most desirable luxury cars.

There are many unmistakable characteristics that define a
Bentley—distinctive design, handcrafted luxury, supreme com-
fort, ultimate performance, and a refined and exhilarating driving
experience. Yet it is the company’s brand imaging through dif-
ferentiation and positioning that makes the quintessentially Brit-
ish brand unique today. To many, owning a Bentley is not about
getting from A to B but about getting there with flair infused with
advanced technology and breathtaking power as well as time-
hallowed tradition and classic hand craftsmanship at the pinnacle
of British luxury motoring. Based around the concept of “British-
ness” in image and design,

Bentley has succeeded in differentiating its position in the
global luxury car market through a market-driven strategy based
on responsive cross-market segmentation.

Cross-Market Segmentation

The traditional markets of Bentley Motors are the United States,
the United Kingdom, and Europe, which were identified by the
company using two of the traditional international market seg-
mentation variables: the level of a nation’s economic develop-
ment and per capita gross domestic product (GDP). Bentley had
enjoyed high sales in these economically developed markets,
especially in the boom of the 1980s. In the 1990s, it struggled
to reach similar level of sales, which led to a major investment in
the facility, new-product development, and brand re-positioning
in 1999. The brand reached the height of its heyday in the 1920s
and 1930s, and the Bentley Boys winning the 24-hour race in Le
Mans in 2003 seemed to emulate victories of the past. Its new
Arnage T luxury sports sedan won critical acclaim by the motor-
ing press worldwide soon after, and the Continental GT, launched
in 2004, was seen as one of the most successful launches of any
car in Bentley’s history.

However, sales in its traditional markets slumped in 2008 due
to the global financial crisis triggered by the collapse of Lehman
Brothers in September 2008. Some orders for its cars were can-
celled immediately, and sales dropped by 24 percent that year
compared to 2007. When the company was forced to stage a
seven-week production shutdown in the spring of 2009 due to
the slump, it started to search for new markets to increase sales.

Positioning in International Markets

It realized that the use of the more traditional market segmenta-
tion variables such as age, gender, education and level of eco-
nomic development does not seem to reflect the real aspect of
market behavior, especially the burgeoning purchasing power of
the well-to-do in the big emerging markets such as Brazil, Russia,
India, and China. The result of the search was the identification of
a thriving consumer segment that transcends the national bound-
aries of these nations. Despite being located in nations featuring
low per capita income, this segment of consumers has the great-
est global consumption growth and represents rapidly growing
buying power for luxury goods ranging from ultra-luxury cars to
designer handbags.

Targeting

Operating in markets of both developed and emerging econo-
mies presents challenges for Bentley. It was clear from day one
that it targeted high-income groups who want to buy into the
symbolism and history of the Bentley brand, even though the
prospect customers would inherently know that they could pur-
chase a vehicle with similar performance and specification for less
than half the price. Bentley is aware that the needs and prefer-
ences of its target groups in the emerging economies may differ
from those of its prospects in developed economies, who are
typically older or retired males, highly educated, and high earners.
In comparison, Bentley’s target consumers in emerging markets
are often the young, less educated entrepreneurs who share a
number of important commonalties. They have a strong appe-
tite for Western-branded luxury goods, from which they expect
superior quality as a fundamental attribute associated with these
goods—quality may mean design, materials, technology, perfor-
mance, and craftsmanship, but also attributes such as the tradi-
tion and the heritage of country of origin, uniqueness traits, and
perceived superiority and exclusivity. Recognizing the differences
and the opportunity to be had from differentiating its targeting
efforts, Bentley launched its value proposition based on “British-
ness” in its newly found markets while refreshing its original value
proposition of luxury, performance, and exclusivity in its traditional
markets.

Differentiation and Positioning

The Bentley brand concept is based on the premise that a con-
sumer who regards luxury car brand characteristics as impor-
tant or desirable, and is in the market for such a luxury product,
should be attracted to the brand. Bentley is aware that for its
brand to be unique, it must have imagery and symbolic meaning



to a consumer. In other words, it must stand for a lifestyle or
an attitude and communicate this to its cross-market consumer
bases.

Although owned by the German Volkswagen AG group, which
enjoys a perception of creditability and originality, Bentley brands
itself as a quintessentially distinctive luxury brand originating in
Crewe, England, with a fusion of heritage and cutting-edge tech-
nology. It defines its cars by the important attributes of tradition and
hand craftsmanship, relative to those of speed and performance
used by its competitors. It focuses on the emotional benefits of its
cars and has stayed true to this proposition through an integrated,
high-touch differentiation and positioning program tailored to the
carefully defined well-to-do groups in each of its markets.

Bentley offers an exclusive collection of limited non-motoring
products produced under license from its equally exclusive part-
ners. Ettinger for Bentley offers luxury leather travel products in
vibrant colors from the Bentley color palette, hand-stitched in
England from Bentley’s own hides. Through Estede, Bentley offers
a limited edition, high-end range of sunglasses and ophthalmic
frames featuring the famous winged B emblem and presented in
a Bentley leather presentation box. Through Zai, a Swiss maker
of luxury ski equipment known for its craft and exclusivity, Bentley
offers innovative ski products handmade in Switzerland with sup-
port from the Bentley Styling Studio in England.

Bentley has also teamed up with luxury hospitality brands to
reinforce its vale proposition through Bentley Places that embody
the values and the spirit of Bentley around the world. The Bent-
ley Room at London’s Mosimann’s is an inimitably British blend
of style and tradition with a dash of Bentley décor and detail-
ing. The dining room was designed by Caulder Moore, who also
designed the Bentley Living Room at the company’s headquar-
ters in Crewe. The Bentley Suite at the exclusive St. Regis Hotel
in New York—Dbuilt by John Jacob Astor IV in 1904 —provides
guests with the luxury, craftsmanship, and style associated with
the Bentley brand.

In its traditional markets of the United States, the United
Kingdom, and Europe, Bentley, through its dealerships, regularly
invites customers to take part in national golf tournaments that
culminate in a cross-national event held in differing worldwide
locations; the winner is crowned with the Bentley “Continental
Cup.” These events bring together golfers from different conti-
nents with a common interest in golf and Bentley and help to
refresh and reinforce its image of luxury and exclusivity.

In its newly found markets in the emerging economies, Bentley
increases publicity to raise awareness of its brand through motor
shows, exhibitions, openings of grand showrooms, and signing of
exclusive dealerships to highlight the craftsmanship, quality, and
luxury of a Bentley car and the authenticity of the Bentley name.
All these events take place in the most economically developed
and fashionable metropolitan areas, such as Sao Paulo in Brazil;
Shanghai, Shenzhen, and Beijing in China; and Mumbai in India.

Bentley stays true to its English heritage and makes sure that
the unique “Britishness” is steeped in its targeted marketing pro-
grammes. In the biggest Bentley brand exhibition ever held out-
side Crewe, the World of Bentley exhibition held in Shanghai in
2009 featured a myriad of exhibits devoted to telling the Bentley
story of craftsmanship, style, luxury, and heritage originated in
England. Bentley has long stood alone as the world’s premier
maker of handcrafted cars, and it did not disappoint in Shanghai.
The Bentley Design Studio gave the crowds a rare chance to
glance into its celebrated tradition of designing the “grand tour”
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automobile: a Bentley stylist at work, sketching its future, inspired
by its past. Bentley woodwork and trim experts demonstrated
Bentley’s unrivalled craftsmanship in an interactive and fun-filled
display of how the company brought the English way of life into
dynamic designs of luxurious motor cars. In the words of Geoff
Dowding, Bentley’s Regional Manager for East Asia, “The Chi-
nese just love the Britishness.”

Bentley’s high-touch positioning through tailored marketing
programmes in its new markets played a key role in the com-
pany’s recovery since the sale slumps in 2008. China has now
replaced the United States as Bentley’s largest market. In 2011
the company delivered 1,664 cars to Chinese customers; during
the first quarter of 2012, sales in the region grew by 84 percent
compared with the same period in 2011. The prominent presence
of its dealerships, 35 by September 2012, is set to further expand
in the next 12 months as the latest high-performance coupe and
convertible Continental models are introduced to Chinese cus-
tomers. In Russia, Bentley’s sales increased by 45 percent in
2011, making it the best-selling luxury car brand in the country.

The Road Ahead

In summary, Bentley targets high-income segments, and builds
its brand by serving a luxury segment of the car market. It pro-
duces superior-quality products distributed through exclusive
dealerships and is never shy about charging a typically high price.
Itis strongly positioned as a quintessentially British brand steeped
with tradition and heritage, and it communicates this proposition
through consistent and believable associations with high-end
brands in the luxury consumer goods and hospitality sectors. In
doing so, it draws its existing and prospective customers to style,
luxury, prestige, heritage, and exclusivity.

Through these well-tuned competitive advantages, it had
sold well in its traditional markets until the economic downturn
in 2008, when buyers became more cautious in their spending. It
has since recovered following expansion into high-consumption-
growth segments in the emerging economies by carrying out ef-
fective cross-market segmentation, targeting, and positioning.

The pent-up demand for luxury cars in the emerging econ-
omies is remaining strong, with Bentley and other European
sports car brands all reporting strong sales and orders. However,
there are already signs of a slowdown in some of Bentley’s new
markets, such as China, which reported the slowest economic
growth in the past decade. Furthermore, increasing sales aggres-
sively in these new markets may imply less distinctiveness and
exclusivity for the Bentley brand.

However, as long as Bentley remains true to its pinnacle posi-
tioning of building the best car in its class with heritage, tradition,
and cutting-edge technology, it can look forward to ample op-
portunities in the years to come, especially in the existing emerg-
ing economies as well as those in the making, such as Vietnam,
Cambodia, Kazakhstan, and the Philippines, where the nouveau
rich have just started to appreciate the quintessentially British tra-
dition and heritage that is embroidered in Bentley.
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Questions for Discussion

1. What is international market segmentation? What challenges
does it pose to Bentley?

2. Using the full spectrum of segmentation variables, describe
how Bentley segments and targets the international luxury car
market.

3. Has Bentley differentiated and positioned its brand effectively?
Explain.

4. Given the economic downturn in developed economies and
the slowdown in emerging economies such as China, will
Bentley continue to grow? Why or why not?

5. What recommendations would you make to help ensure Bent-
ley’s future growth?
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: After examining customer-driven
Chapter PreVIeW marketing strategy, we now take
a deeper look at the marketing mix: the tactical tools that market-
ers use to implement their strategies and deliver superior customer
value. In this and the next chapter, we study how companies de-
velop and manage products and brands. Then, in the chapters that
follow, we look at pricing, distribution, and marketing communica-
tion tools. The product and brand are usually the first and most basic
marketing consideration. We start with a seemingly simple question:
What is a product? As it turns out, the answer is not so simple.

Products, Services,
Brands

Building Customer
Value

Before starting into the chapter, let’s look at a good brand
story. Marketing is all about creating brands that connect with cus-
tomers, and few marketers have done that as well as Nike. During
the past several decades, Nike has built the Nike swoosh into one
of the world’s best-known brand symbols. Nike’s outstanding suc-
cess results from much more than just making and selling good
sports gear. It's based on a deep-down connection between the
iconic Nike brand and its customers.

Nike: Building Deep-Down Brand-Customer Relationships

he Nike “swoosh”—it’s everywhere! Just for fun, try

counting the swooshes whenever you pick up the

sports pages or watch a pickup basketball game or

tune into a televised soccer match. Through innova-
tive marketing, Nike has built the ever-present swoosh into one
of the best-known brand symbols on the planet.

During the 1980s, Nike revolutionized sports marketing. To
build its brand image and market share, Nike lavishly outspent
its competitors on big-name endorsements, splashy promotional
events, and big-budget, in-your-face “Just Do It” ads. Nike gave
customers much more than just good athletic gear. Whereas com-
petitors stressed technical performance, Nike built relationships
between the brand and its customers. Beyond shoes, apparel,
and equipment, Nike marketed a way of life, a genuine pas-
sion for sports, a just-do-it attitude. Customers didn’t
just 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, aggressively add-
ing products in a dozen new sports,
including baseball, golf, skateboarding,
wall climbing, bicycling, and hiking. The then

brash young company slapped its familiar brand and swoosh
logo on everything from sunglasses and soccer balls to batting
gloves and golf clubs. It seemed that things couldn’t be 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 and buyers seeking a new look switched to com-
peting brands. Looking back, Nike’s biggest obstacle may have
been its own incredible success. As sales grew, the swoosh may
have become too common to be cool. Instead of being anti es-
tablishment, Nike was the establishment, and its hip, once-hot
relationship with customers cooled. Nike needed to rekindle the
brand’s meaning to consumers.

Nike's outstanding success results
from much more than just good sports gear.
It's based on a deep-down connection between the
iconic Nike brand and its customers. Nike is quietly
engineering a new brand marketing revolution.
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To turn things around, Nike returned to its roots:
new-product innovation and a focus on customer
relationships. But it set out to forge a new kind of
brand-customer connection—an even deeper, more
involving one. This time around, rather than simply
outspending competitors on big media ads and celeb-
rity endorsers that talk at customers, Nike shifted to-
ward cutting-edge digital and social marketing tools
to interact with customers to build brand experiences
and community. According to one industry analyst,
“the legendary brand blew up its single-slogan ap-
proach and drafted a whole new playbook for the
digital era.” Nike is now “quietly engineering a [new]
revolution in marketing.”

Nike still invests heavily in creative advertising.
But its spending on big-budget TV and print media
has dropped dramatically, now accounting for only
about 20 percent of the brand’s $1 billion U.S. promo-
tion budget. Instead, Nike spends the lion’s share of

its marketing budget on nontraditional media. Using
community-oriented, digitally-led social networking
tools, Nike is now building communities of customers who
talk not just with the company about the brand, but with each
other as well.

Nike has mastered social networking, both online and off.
Whether customers come to know Nike through ads, in-person
events at a Niketown store, Nike’s Facebook page or YouTube
channel, or one of the company’s many community Web sites,
more and more people are bonding closely with the Nike brand
experience. Consider this example:

At a typical Niketown store, like-minded people meet twice a
week for an after-hours run. After the run, Nike running club
members swap stories over refreshments in the store. Nike staff
keeps track of member performances, applauding individual ac-
complishments. The event is a classic example of up-close-and
personal relationship building with core customers.

But Nike has taken this personal touch much further. It aug-
ments such events with an online social network aimed at striking
up meaningful long-term interactions 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 performances over time, compare them with
those of other runners, 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. Nike+ offers
a “Nike Coach” that provides advice and training routines to help
you prepare for competitive races. When running, 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 going again. Back home
again, after a quick upload of your running data, Nike+ charts,
maps, and helps you analyze your run.

Some 5 million Nike+ members now log on to Nike to
check their performance. The long-term goal is to have 15 per-
cent of the world’s 100 million runners using the system. The

Nike’s deep connections
with customers give it

a powerful competitive
advantage. Nike blurs the
line between brand and
experience.

huge success of Nike+ has helped
Nike to capture a stunning 61 per-
cent the U.S. running market. It has
also spawned an entire new Nike
division—Nike Digital Sport—that
aims to develop digital technolo-
gies and devices to help users to
track their performance in any
sport. For example, it recently introduced the FuelBand, a wrist-
band that tracks energy output in any exercise activity.

Image of Sport Photos/Newscom

Thanks to efforts like Nike+, along with a host of other
new digital and social media approaches, Nike has built a new
kinship and sense of community with and between the brand
and its customers. Rather than relying on big, top-down cam-
paigns, Nike has developed a repertoire of interactive approaches
that connect the brand directly with customers, whether it’s a
performance-tracking wristband, a 30-story billboard that posts
fan headlines from Twitter, or a major new commercial that de-
buts on Facebook rather than on primetime television. More than
just something to buy, the Nike brand has once again become a
part of customers’ lives and times. As a result, Nike remains the
world’s largest sports apparel company, a full 30 percent bigger
than closest rival Adidas. Over the past five years, even as the fal-
tering economy left most sports apparel and footwear competitors
gasping for breath, Nike’s global sales and income raced ahead.

As in sports competition, the strongest and best-prepared
brand has the best chance of winning. With deep brand-
customer relationships comes powerful competitive advantage.
And Nike is once again very close to its customers—maybe as
close as it was in its early days when Phil Knight sold track
shoes to customers personally out of the trunk of his car. As
one writer notes, “Nike is blurring the line between brand and
experience.” Says Nike CEO Mark Parker, “Connecting used
to be, ‘Here’s some product, and here’s some advertising. We
hope you like it.” Connecting today is a dialogue.”*
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Obijective Outline

Objective 1

Define product and the major classifications of products and services.

What Is a Product? (pp 248-253)

Objective 2

Describe the decisions companies make regarding their individual products and services,
product lines, and product mixes.

Product and Service Decisions (pp 253-259)

Objective 3

Identify the four characteristics that affect the marketing of services and the additional
marketing considerations that services require.

Services Marketing (pp 259-266)

Objective 4

Discuss branding strategy —the decisions companies make in building and managing their
brands.

Branding Strategy: Building Strong Brands (pp 267-275)

Objective 1 >
Define product and the major
classifications of products and

services.

Product

Anything that can be offered to a market for
attention, acquisition, use, or consumption
that might satisfy a want or need.

Service

An activity, benefit, or satisfaction offered for
sale that is essentially intangible and does

MyMarketinglLab™

& Improve Your Grade!

Over |0 million students improved their results using the Pearson MyLabs. Visit
www.mymbktlab.com for simulations, tutorials, and end-of-chapter problems.

AS the lee example shows, in their quest to create customer relationships,
marketers must build and manage products and brands that connect with customers. This
chapter begins with a deceptively simple question: What is a product? After addressing this
question, we look at ways to classify products in consumer and business markets. Then we
discuss the important decisions that marketers make regarding individual products, prod-
uct lines, and product mixes. Next, we examine the characteristics and marketing require-
ments of a special form of product—services. Finally, we look into the critically important

issue of how marketers build and manage product and service brands.

What Is a Product?

advice from your family doctor.

Because of their importance in the world economy, we give special attention to services.
Services are a form of product that consists of activities, benefits, or satisfactions offered
for sale that are essentially intangible and do not result in the ownership of anything. Exam-
ples include banking, hotel, airline travel, retail, wireless communication, and home-repair

not result in the ownership of anything. services. We will look at services more closely later in this chapter.

We define a product as anything that can be offered to a market for attention, acquisi-
tion, use, or consumption that might satisfy a want or need. Products include more than
just tangible objects, such as cars, computers, or mobile phones. Broadly defined, products
also include services, events, persons, places, organizations, ideas, or a mixture of these.
Throughout this text, we use the term product broadly to include any or all of these entities.
Thus, an Apple iPhone, a Toyota Camry, and a Caffé Mocha at Starbucks are products. But
so are a trip to Las Vegas, Schwab online investment services, your Facebook page, and
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Products are a key element in the overall market offering. Marketing mix planning begins
with building an offering that brings value to target customers. This offering becomes the
basis on which the company builds profitable customer relationships.

A company’s market offering often includes both tangible goods and services. At one ex-
treme, the market offer may consist of a pure tangible good, such as soap, toothpaste, or salt; no
services accompany the product. At the other extreme are pure services, for which the market
offer consists primarily of a service. Examples include a doctor’s exam and financial services.
Between these two extremes, however, many goods-and-services combinations are possible.

Today, as products and services become more commoditized, many companies are
moving to a new level in creating value for their customers. To differentiate their offers,
beyond simply making products and delivering services, they are creating and managing
customer experiences with their brands or company.

Experiences have always been an important part of marketing for some companies.
Disney has long manufactured dreams and memories through its movies and theme
parks. And Nike has long declared, “It’s not so much the shoes but where they take you.”
Today, however, all kinds of firms are recasting their traditional goods and services to cre-
ate experiences. ® For example, Starbucks services up more than just a hot cup of coffee:?

Three decades ago, Howard Schultz hit
on the idea of bringing a European-style
coffeehouse to America. He believed
that people needed to slow down, to
“smell the coffee” and enjoy life a little
more. The result was Starbucks. This
coffeehouse doesn’t sell just coffee, it
sells The Starbucks Experience—one
that enriches customers’ lives. The
smells, the hissing steam, the comfy
chairs—all contribute to the Starbucks
ambience. Starbucks gives customers
what it calls a “third place”—away
from home and away from work—a
place for conversation and a sense of
community. As a result, Starbucks has
transformed coffee from a commod-
ity to a $4 splurge and the company’s
sales and profits have risen like steam
off a mug of hot java.

Companies that market experiences
realize that customers are really buying
much more than just products and ser-
vices. They are buying what those offers

@ Creating customer experiences: Starbucks doesn’t sell just coffee, it sells The f’Vﬂl.do for them. A r.ecent BMW .ad puts
Starbucks Experience—what it calls a “third place” —away from home and away from work, it this way: “We realized a long time ago
a place for conversation and a sense of community. that what you make people feel is just as

© Daily Mail/Rex/Alamy

important as what you make.”

Product planners need to think about products and services on three levels (see @ Fig-
ure 8.1). Each level adds more customer value. The most basic level is the core customer
value, which addresses the question: What is the buyer really buying? When designing prod-
ucts, marketers must first define the core, problem-solving benefits or services that consum-
ers seek. A woman buying lipstick buys more than lip color. Charles Revson of Revlon saw
this early: “In the factory, we make cosmetics; in the store, we sell hope.” ® And people
who buy an Apple iPad are buying much more than just a tablet computer. They are buying
entertainment, self-expression, productivity, and connectivity with friends and family—a
mobile and personal window to the world.

At the second level, product planners must turn the core benefit into an actual prod-
uct. They need to develop product and service features, a design, a quality level, a brand
name, and packaging. For example, the iPad is an actual product. Its name, parts, styling,
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® Core, actual, and augmented product: People who buy an iPad are buying much more
than a tablet computer. They are buying entertainment, self-expression, productivity, and
connectivity—a mobile and personal window to the world.

features, packaging, and other attributes
have all been carefully combined to de-
liver the core customer value of staying
connected.

Finally, product planners must
build an augmented product around the
core benefit and actual product by of-
fering additional consumer services
and benefits. The iPad is more than just
a digital device. It provides consumers
with a complete connectivity solution.
Thus, when consumers buy an iPad,
Apple and its resellers also might give
buyers a warranty on parts and work-
manship, instructions on how to use
the device, quick repair services when
needed, and a Web site to use if they
have problems or questions. Apple also
provides access to a huge assortment of
apps and accessories.

Consumers see products as com-
plex bundles of benefits that satisfy
their needs. When developing prod-

Betsie Van der Meer/Getty Images

Consumer product
A product bought by final consumers for
personal consumption.

® FIGURE | 8.1
Three Levels of Product

ucts, marketers first must identify the
core customer val