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1 MARKETING IN A CHANGING WORLD 
 

Marketing is part of all of our lives and touches us in some way every day. The 
marketing system has made all this possible and has given us a standard of living that 
our ancestors could not have imagined. Many large and small companies make up this 
marketing system. A recent study of senior managers of major global companies 
identified their foremost problem as “developing, improving, and implementing 
competitive marketing strategies.”  

Marketing is a key factor in business success. Marketing and its core concepts, the 
major philosophies of marketing thinking and practice, goals of the marketing system, 
and how marketing is used by different kinds of organisations are the topics presented in 
this study text. 
 

What is marketing? 
Marketing, more than any other business function, deals with customers. Building 

customer relationships based on customer value and satisfaction is at the very heart of 
modern marketing. 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 customers by delivering 
satisfaction. 

Sound marketing is critical to the success of every organization – large or small, 
for-profit or not-for-profit, domestic or global. Large for-profit firms such as Microsoft, 
Sony, TESCO Stores, IBM, use marketing. But so do not-for-profit organizations such 
as theatres, museums, symphony orchestras, and even churches. Moreover, marketing is 
practiced not only in the United States but also in the rest of the world. 

You already know a lot about marketing – it’s all around you. You see the results 
of marketing in the abundance of products in your nearby shopping center. You see 
marketing in the advertisements that fill your TV, spice up magazines, stuff your 
mailbox, or enliven Web pages. At home, at school, where you work, and where you 
play, you see marketing in almost everything you do. Yet, there is much more to 
marketing than meets the consumer’s casual eye. Behind it all is a massive network of 
people and activities competing for your attention and purchases. 
 
Marketing Defined 

What does the term marketing mean? Many people think of marketing only as 
selling and advertising. And no wonder – every day we are bombarded with television 
commercials, newspaper ads, direct-mail offers, sales calls, and Internet pitches. 
However, selling and advertising are only the tips of the marketing iceberg. Although 
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they are important, they are only two of many marketing functions and are often not the 
most important ones. 

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 
does a good job of understanding consumer needs, develops products that provide 
superior value and prices, distributes, and promotes them effectively, these products will 
sell very easily. Thus, selling and advertising are only part of a larger “marketing 
mix”—a set of marketing tools that work together to affect the marketplace. 

We define marketing as a social and managerial process by which individuals and 
groups obtain what they need and want through creating and exchanging products and 
value with others. To explain this definition, we will examine the following important 
core marketing concepts: needs, wants, and demands; marketing offers (products, 
services, and experiences); value and satisfaction; exchanges, transactions, and 
relationships; and markets.  
 

 
 

 
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. These needs were not created by marketers. They are a 
basic part of the human makeup. 
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Wants are the form human needs take as they are shaped by culture and individual 
personality. A young boy in Europa needs food but wants Big Mac, French fries, and a 
soft drink. A person in Mauritius needs food but wants a mango, rice, lentils, and beans. 
Wants are shaped by one’s society and are described in terms of objects that will satisfy 
needs. When backed by buying power, wants become demands. Given their wants and 
resources, people demand products with benefits that add up to the most value and 
satisfaction. 

Outstanding marketing companies go to great lengths to learn about and understand 
their customers’ needs, wants, and demands. They conduct consumer research and 
analyze mountains of customer sales, warranty, and service data. Their people at all 
levels — including top management — have to stay close to customers.  
 
Marketing Offers—Products, Services, and Experiences 

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 fulfilled 
through a marketing offer – some combination of products, services, information, or 
experiences offered to a market to satisfy a need or want. Marketing offers are not 
limited to physical products. In addition to tangible products, marketing offers include 
services, activities or benefits offered for sale that are essentially intangible and do not 
result in the ownership of anything. Examples include banking, airline, hotel, tax 
preparation, and home repair services. More broadly, marketing offers also include other 
entities, such as persons, places, organizations, information, and ideas. 

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. They see 
themselves as selling a product rather than providing a solution to a need. 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 may 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. These sellers will have trouble if a new product 
comes along that serves the customer’s need better or less expensively. The customer 
with the same need will want the new product.  

Thus, smart marketers look beyond the attributes of the products and services they 
sell. They create brand meaning and brand experiences for consumers. For example, 
Coca-Cola means much more to consumers than just something to drink — it has 
become an American icon with a rich tradition and meaning. And Nike is more than just 
shoes. It’s what the shoes do for you and where they take you. The familiar Nike swoosh 
stands for high sports performance, famous athletes, and a “Just Do It!” attitude. By 
orchestrating several services and products, companies can create, stage, and market 
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brand experiences. Disney World is an experience; so is a ride on a Harley-Davidson 
motorcycle.  
 
Value and Satisfaction 

Consumers usually face a broad array of products and services that might satisfy a 
given need. How do they choose among these many marketing offers? Consumers make 
choices based on their perceptions of the value and satisfaction that various products and 
services deliver. 

Customer value is the difference between the values the customer gains from 
owning and using a product and the costs of obtaining the product. Customers form 
expectations about the value of various marketing offers and buy accordingly. How do 
buyers form their expectations? Customer expectations are based on past buying 
experiences, the opinions of friends, and marketer and competitor information and 
promises. 

Customer satisfaction with a purchase depends on how well the product’s 
performance lives up to the customer’s expectations. Customer satisfaction is a key 
influence on future buying behaviour. 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 raise expectations 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. 
 
Exchange, Transactions, and Relationships 

Marketing occurs when people decide to satisfy needs and wants through exchange. 
Exchange is the act of obtaining a desired object from someone by offering something in 
return. Whereas exchange is the core concept of marketing, a transaction, in turn, is 
marketing’s unit of measurement. A transaction consists of a trade of values between 
two parties: One party gives X to another party and gets Y in return. For example, you 
pay NAY 459 EURO for a LCD television set. 

In the broadest sense, the marketer tries to bring about a response to some 
marketing offer. The response may be more than simply buying or trading products and 
services. A political candidate, for instance, wants votes, a church wants membership, 
and a social-action group wants idea acceptance. 

Marketing consists of actions taken to build and maintain desirable exchange 
relationships with target audiences involving a product, service, idea, or other object. 
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Beyond simply attracting new customers and creating transactions, the goal is to retain 
customers and grow their business with the company. Marketers want to build strong 
economic and social connections by promising and consistently delivering superior 
value. We will discuss the important concept of customer relationship management in 
more detail later in the chapter.  
 
Markets 

The concepts of exchange and relationships lead to the concept of a market. 
A market is the set of actual and potential buyers of a product. These buyers share a 
particular need or want that can be satisfied through exchange relationships. The size of 
a market depends on the number of people who exhibit the need, have resources to 
engage in exchange, and are willing to exchange these resources for what they want. 

Originally the term market stood for the place where buyers and sellers gathered to 
exchange their goods, such as a village square. Economists use the term market to refer 
to a collection of buyers and sellers who transact in a particular product class, as in the 
housing market or the grain market. Marketers, however, see the sellers as constituting 
an industry and the buyers as constituting a market. 

Marketers are keenly interested in markets. Each nation’s economy and the whole 
world economy consist of complex, interacting sets of markets that are linked through 
exchange processes. Marketers work to understand the needs and wants of specific 
markets and to select the markets that they can serve best. In turn, they develop products 
and services that create value and satisfaction for customers in these markets. The result 
is profitable long-term customer relationships.  

 
Marketing 

The concept of markets finally brings us full circle to the concept of marketing. 
Marketing means managing markets to bring about profitable exchange relationships by 
creating value and satisfying needs and wants. Thus, we return to our definition of 
marketing as a process by which individuals and groups obtain what they need and want 
by creating and exchanging products and value with others. 

Creating exchange relationships involves work. Sellers must search for buyers, 
identify their needs, design good marketing offers, set prices for them, promote them, 
and store and deliver them. Activities such as product development, research, 
communication, distribution, pricing, and service are the core marketing activities. 
Although we normally think of marketing as being carried on by sellers, buyers also 
carry on marketing. Consumers do marketing when they search for the goods they need 
at prices they can afford. Company purchasing agents do marketing when they track 
down sellers and bargain for good terms. 
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Figure below shows the main elements in a modern marketing system. In the usual 
situation, marketing involves serving a market of end users in the face of competitors. 
The company and the competitors send their respective offers and messages to 
consumers, either directly or through marketing intermediaries. All of the actors in the 
system are affected by major environmental forces (demographic, economic, physical, 
technological, political/legal, societal or cultural). 

Each party in the system adds value for the next level. Thus, a company’s success 
depends not only on its own actions but also on how well the entire system serves the 
needs of final consumers. Wal-Mart cannot fulfil its promise of low prices unless its 
suppliers provide merchandise at low costs. And Ford cannot deliver high quality to car 
buyers unless its dealers provide outstanding service. 

 

 

 

 
MARKETING: MANAGING PROFITABLE CUSTOMER RELATIONSHIPS 

 
We define marketing management as the art and science of choosing target markets 

and building profitable relationships with them. This involves getting, keeping, and 
growing customers through creating, delivering, and communicating superior customer 
value. Thus, marketing management involves managing demand, which in turn involves 
managing customer relationships. 
 
Customer and Demand Management 

Some people think of marketing management as finding enough customers for the 
company’s current output. But this view is too limited. Marketing management is not 
concerned with serving all customers in every way. Instead, marketers want to serve 
selected customers that they can serve well and profitably. 

The organization has a desired level of demand for its products. At any point in 
time, there may be no demand, adequate demand, irregular demand, or too much 
demand. Marketing management must find ways to deal with these different demand 
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states. It may be concerned not only with finding and increasing demand but also with 
changing or even reducing it. 

For example, power companies sometimes have trouble meeting demand during 
peak usage periods. In these and other cases of excess demand, demarketing may be 
required to reduce the number of customers or to shift their demand temporarily or 
permanently. Marketing management seeks to affect the types of customers served and 
the level, timing, and nature of their demand in a way that helps the organization achieve 
its objectives. Simply put, marketing management is customer management and demand 
management. 
 
Marketing Management Orientations 

We describe marketing management as carrying out tasks to build profitable 
relationships with target consumers. What philosophy should guide these marketing 
efforts? What weight should be given to the interests of the organization, customers, and 
society? Very often these interests are in conflict. 

There are five alternative concepts under which organizations conduct their 
marketing activities: 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 distribution efficiency. This concept is one of the oldest orientations that guide 
sellers. 

The production concept is still a useful philosophy in two types of situations. The 
first occurs when the demand for a product exceeds the supply. Here, management 
should look for ways to increase production. The second situation occurs when the 
product’s cost is too high and improved productivity is needed to bring it down. For 
example, Henry Ford’s whole philosophy was to perfect the production of the Model T 
so that its cost could be reduced and more people could afford it. He joked about 
offering people a car of any color as long as it was black. 

Although useful in some situations, the production concept can lead to marketing 
myopia. Companies adopting this orientation run a major risk of focusing too narrowly 
on their own operations and losing sight of the real objective — satisfying customers’ 
needs. 
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The Product Concept 
The product concept holds that consumers will favor products that offer the most in 

quality, performance, and innovative features. Thus, an organization should devote 
energy to making continuous product improvements. Some manufacturers believe that if 
they can build a better mousetrap, the world will beat a path to their door. But they are 
often rudely shocked. Buyers may well be looking for a better solution to a mouse 
problem but not necessarily for a better mousetrap. The solution might be a chemical 
spray, an exterminating service, or something that works 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. 

Thus, the product concept also can lead to marketing myopia. For instance, railroad 
management once thought that users wanted trains rather than transportation and 
overlooked the growing challenge of airlines, buses, trucks, and automobiles. Kodak 
assumed that consumers wanted photographic film rather than a way to capture and 
share memories and at first overlooked the challenge of digital cameras. Although it now 
leads the digital camera market in sales, it has yet to make significant profits from this 
business. 
 
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 effort. The 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 product benefits. 

Most firms practice the selling concept when they face overcapacity. Their aim is 
to sell what they make rather than make what the market wants. Such marketing carries 
high risks. It focuses on creating sales transactions rather than on building long-term, 
profitable customer relationships. It assumes that customers who are coaxed into buying 
the product will like it. Or, if they don’t like it, they will possibly forget their 
disappointment and buy it again later. These are usually poor assumptions. Most studies 
show that dissatisfied customers do not buy again. Worse yet, whereas the average 
satisfied customer tells three others about good experiences, the average dissatisfied 
customer tells ten others about his or her bad experiences. 
 
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 
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better than competitors do. Under the marketing concept, customer focus and value are 
the paths to sales and profits. 

Instead of a product-centered “make and sell” philosophy, the marketing concept is 
a customer-centered “sense and respond” philosophy. It views marketing not as 
“hunting,” but as “gardening.” The job is not to find the right customers for your 
product, but the right products for your customers. As stated by famed marketer, “The 
chant of the Industrial Revolution was that of the manufacturer who said, ‘This is what I 
make, won’t you please buy it.’ The call of the Information Age is the consumer asking: 
”This is what I want, won’t you please make it.” 

Next figure 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. And in the 
words of one Ford executive, “If we’re not customer driven, our cars won’t be either.” 
The marketing concept starts with a well-defined market, focuses on customer needs, 
and integrates all the marketing activities that affect customers. In turn, it yields profits 
by creating long-term customer relationships based on customer value and satisfaction. 
 
 
 

 
 
 
The selling and marketing concepts contrasted  
 

Many successful and well-known companies have adopted the marketing concept. 
The goal is to build customer satisfaction into the very fabric of the firm. L.L. Bean, the 
highly successful catalog retailer, was founded on the marketing concept. In 1912, in his 
first circulars, L.L. Bean included the following notice: “I do not consider a sale 
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complete until goods are worn out and the customer still is satisfied. We will thank 
anyone to return goods that are not perfectly satisfactory…  Above all things we wish to 
avoid having a disatisfied customer.”  

In contrast, many companies claim to practice the marketing concept but do not. 
Implementing the marketing concept often means more than simply responding to 
customers’ stated desires and obvious needs. Customer-driven companies research 
current customers deeply to learn about their desires, gather new product and service 
ideas, and test proposed product improvements. Such customer-driven marketing usually 
works well when a clear need exists and when customers know what they want. 

In many cases, however, customers don’t know what they want or even what is 
possible. For example, 20 years ago, how many consumers would have thought to ask 
for cell phones, fax machines, home copiers, 24-hour Internet brokerage accounts, DVD 
players, handheld global satellite positioning systems? Such situations call for customer-
driving marketing — understanding customer needs even better than customers 
themselves do and creating products and services that will meet existing and latent 
needs, now and in the future. 

As Sony’s visionary leader, Akio Morita, puts it: “Our plan is to lead the public 
with new products rather than ask them what kinds of products they want. The public 
does not know what is possible, but we do.” And according to an executive at 3M, “Our 
goal is to lead customers where they want to go before they know where they want to 
go.” 

 
Goals of the Marketing System 
 
1. Maximise Consumption 

This goal uses promotions and advertising to stimulate demand and consumption. 
The idea is that the greater level of consumption, the better things are for both the 
consumer and the seller. 
 
2. Maximise Consumer Satisfaction 

This goal stresses the quality of the consumer consumptive experience over its 
sheer volume. The idea is that marketing ultimately succeeds only if consumers are 
satisfied with products they consume. Difficulties with this position lie in determining 
what constitutes satisfaction, compromises between some benefits to the individual 
consumer versus harm to society, and measuring satisfaction on status items. 
 
3. Maximise Choice 

This goal strives to increase the selection and availability of products to expand the 
consumer's choice among alternatives. Ideally, this goal of the marketing system would 
generate product forms to suit every imaginable manifestation of consumer wants and 
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needs. Problems arise in implementing this goal in that greater diversity reduces 
economies of scale, raises inventory and distribution cost, and ultimately raises 
consumer costs thus reducing consumer choice. 
 
4. Maximise Life Quality 

This goal corresponds to the societal marketing concept’s view that the marketing 
system must address the needs of the many as well as the needs of the few. Again, 
problems arise in defining life quality and balancing individual  quality with societal and 
environmental qualities. 
 
The Societal Marketing Concept 

The societal marketing concept holds that the organization should determine the 
needs, wants, and interests of target markets. It should then deliver superior value to 
customers in a way that maintains or improves the consumer’s and the society’s well-
being. It questions whether the pure marketing concept overlooks possible conflicts 
between consumer short-run wants and consumer long-run welfare. Is a firm that senses, 
serves, and satisfies individual short-term wants always doing what’s best for consumers 
and society in the long run? 

Consider the fast-food industry. Most people see today’s giant fast-food chains as 
offering tasty and convenient food at reasonable prices. Yet many consumer and 
environmental groups have voiced concerns. Critics point out that hamburgers, fried 
chicken, french fries, and most other foods sold by fast-food restaurants are high in fat 
and salt. The products are wrapped in convenient packaging, but this leads to waste and 
pollution. Thus, in satisfying short-term consumer wants, the highly successful fast-food 
chains may be harming consumer health and causing environmental problems. 

The societal marketing concept calls on marketers to balance three considerations 
in setting their marketing policies: company profits, consumer wants, and society’s 
interests. Originally, most companies based their marketing decisions largely on short-
run company profit. Eventually, they recognized the long-run importance of satisfying 
consumer wants, and the marketing concept emerged. Now many companies are 
beginning to think of society’s interests when making their marketing decisions. 
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2 MARKETING CHALLENGES INTO THE 21ST CENTURY 
 

Marketing operates within a dynamic global environment. Every decade calls upon 
marketing managers to think afresh about their marketing objectives and practices. 
Rapid changes can quickly make yesterday's winning strategies out of date. As 
management thought-leader Peter Drucker once observed, a company's winning formula 
for the last decade will probably be its undoing in the next decade. 

What are the marketing challenges as we head into the twenty-first century? 
Today's companies are wrestling with changing customer values and orientations, 
increased global competition, environmental decline, economic stagnation and a host of 
other economic, political and social problems. In the European Union (EU), as the 
concept of nationally separate markets vaporizes, competition among sellers will further 
intensify. There is increasing pressure on individual firms within member countries to 
adjust to evolving deregulation and advancement of universal trading standards within 
the single market. However, these problems also provide marketing opportunities. 

We now look more deeply into several key trends and forces that are changing the 
marketing landscape and challenging marketing strategy: the growth of nonprofit 
marketing, the information technology boom, rapid globalization, the changing world 
economy and the call for more socially responsible actions. 

 
Growth of Non-Prof it Marketing 

In the past, marketing has been most widely applied in the business sector. In 
recent years, however, marketing also has become a major component in the strategies 
of many non-profit organizations, such as colleges, charities, churches, hospitals, 
museums, performing arts groups and even police departments. 
 
The Information Technology Boom 

The explosive growth in computer, telecommunications and information 
technology has had a major impact on the way companies bring value to their customers. 
The technology boom has created exciting new ways to learn about and track customers, 
create products and services tailored to meet customer needs, distribute products more 
efficiently and effectively, and communicate with customers in large groups or one-to-
one.  

Using today's vastly more powerful computers, marketers create detailed databases 
and use them to target individual customers with offers designed to meet their specific 
needs and buying patterns. With a new wave of communication and advertising tools - 
ranging from cell-phones to interactive TV and video kiosks at airports and shopping 
malls - marketers can zero in on selected customers with carefully targeted messages. 
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Through electronic commerce, customers can design, order and pay for products and 
services – all without ever leaving home. From virtual reality displays that test new 
products to online virtual stores that sell them, the boom in computer, 
telecommunications and information technology is affecting every aspect of marketing. 
 
The Internet 

Perhaps the most dramatic new technology surrounds the development of the 
Information Superhighway and its backbone, the Internet. The Internet is a vast and 
burgeoning global Web of computer networks, with no central management or 
Marketing Challenges into the Next Century ownership. It was created during the late 
1960s by the UK Department of Defense, initially to link government labs, contractors 
and military installations. Today, the Internet links computer users of all types around 
the world. Anyone with a PC and modem - or TV and set-top 'Web box' - and the right 
software can browse the internet to obtain or share information on almost any subject 
and to interact with other users. Companies are using the Internet to link employees in 
remote offices, distribute sales information more quickly, build closer relationships with 
customers and suppliers, and sell and distribute their products more efficiently and 
effectively. Internet usage surged in the 1990s with the development of the user-friendly 
World Wide Web. There may be as many as 4-6 million Web sites worldwide, and these 
numbers are growing explosively. The advent of the World Wide Web has given 
companies access to millions of new customers at a fraction of the cost of print and 
television advertising. Companies of all types are now attempting to snare new 
customers in the Web. 
 
Customer Relationship Management 

No matter what its orientation, marketing management’s crucial task is to create 
profitable relationships with customers. Until recently, customer relationship 
management (CRM) has been defined narrowly as a customer database management 
activity. By this definition, it involves managing detailed information about individual 
customers and carefully managing customer “touchpoints” in order to maximize 
customer loyalty. We will discuss this narrower CRM activity in a later chapter dealing 
with marketing information. 

More recently, however, customer relationship management has taken on 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. Thus, today’s companies are going beyond designing 
strategies to attract new customers and create transactions with them. They are using 
customer relationship management to retain current customers and build profitable, 
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long-term relationships with them. The new view is that marketing is the science and art 
of finding, retaining, and growing profitable customers. 

Why the new emphasis on retaining and growing customers? In the past, many 
companies took their customers for granted. Facing an expanding economy and rapidly 
growing markets, companies could practice a “leaky bucket” approach to marketing. 
Growing markets meant a plentiful supply of new customers. Companies could keep 
filling the marketing bucket with new customers without worrying about losing old 
customers through holes in the bottom of the bucket. 

However, companies today face some new marketing realities. Changing 
demographics, more-sophisticated competitors, and overcapacity in many industries — 
all of these factors mean that there are fewer customers to go around. Many companies 
are now fighting for shares of flat or fading markets. Thus, the costs of attracting new 
consumers are rising. In fact, on average, it costs 5 to 10 times as much to attract a new 
customer as it does to keep a current customer satisfied. Retailer Sears found that it costs 
12 times more to attract a customer than to keep an existing one. 

Companies are also realizing that 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. 

 
Attracting, Retaining, and Growing Customers 

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 
loyal customers are more likely to give the company a larger share of their business. We 
now look more closely at the concepts of customer value and satisfaction, loyalty and 
retention, and share of customer. 
 
Relationship Building Blocks: Customer Value and Satisfaction 

Attracting and retaining customers can be a difficult task. Customers often face a 
bewildering array of products and services from which to choose. To attract and keep 
customers, a company must constantly seek ways to deliver superior customer value and 
satisfaction. 

CUSTOMER VALUE. 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 marketing offer relative to those of competing offers. For 
example, FedEx customers gain a number of benefits. The most obvious is fast and 
reliable package delivery. However, by using FedEx, customers also may receive some 
status and image values. Using FedEx usually makes both the package sender and the 
receiver feel more important. When deciding whether to send a package via FedEx, 
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customers will weigh these and other perceived values against the money, effort, and 
psychic costs of using the service.  

Customers often do not judge product values and costs accurately or objectively. 
They act on perceived value.  

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 customer is satisfied. If performance exceeds expectations, the 
customer is highly satisfied or delighted. Outstanding marketing companies go out of 
their way to keep their customers satisfied. Satisfied customers make repeat purchases 
and tell others about their good experiences with the product. The key is to match 
customer expectations with company performance. Smart companies aim to delight 
customers by promising only what they can deliver, then delivering more than they 
promise. For example, the American Customer Satisfaction Index, which tracks 
customer satisfaction in more than two dozen U.S. manufacturing and service industries, 
shows that overall customer satisfaction has been declining slightly in recent years. It is 
unclear whether this has resulted from a decrease in product and service quality or from 
an increase in customer expectations. In either case, it presents an opportunity for 
companies that can consistently deliver superior customer value and satisfaction. 

However, although the customer-centered firm seeks to deliver high customer 
satisfaction relative to competitors, it does not attempt to maximize customer 
satisfaction. A company can always increase customer satisfaction by lowering its price 
or increasing its services. But this may result in lower profits. Thus, the purpose of 
marketing is to 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 Loyalty and Retention 

Highly satisfied customers produce several benefits for the company. Satisfied 
customers are less-price sensitive. They talk favorably to others about the company and 
its products and remain loyal for a longer period. However, the relationship between 
customer satisfaction and loyalty varies greatly across industries and competitive 
situations. 

 
Growing “Share of Customer” 

Beyond simply retaining good customers, marketers want to constantly increase 
their share of customer—the share they get of the customer’s purchasing in their product 
categories. They may do this by becoming the sole supplier of products the customer is 
currently buying. Or they may persuade the customer to purchase additional company 
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products. Thus, banks want a greater “share of wallet.” Supermarkets want to increase 
their “share of stomach.” Car companies want a greater “share of garage” and airlines 
want a greater “share of travel.” 

One of the best ways to increase share of customer is through cross-selling. Cross-
selling means getting more business from current customers of one product by selling 
them additional offerings. 
 
Building Customer Relationships and Customer Equity 

We can now see the importance of not just finding customers, but of keeping and 
growing them as well. Customer relationship management is oriented toward the long 
term. Today’s smart companies not only want to create customers, they want to “own” 
them for life, capture their customer lifetime value, and build overall customer equity. 
 
Customer Equity 

The 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 
customers. Clearly, the more loyal the firm’s customers mean the higher the firm’s 
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.  
 
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, Procter & 
Gamble does not phone all of its Tide customers to get to know them personally. 
Instead, P&G creates relationships through brand-building advertising, sales promotions 
etc.  

At the other extreme, in markets with few customers and high margins, sellers want 
to create full partnerships with key customers. For example, Boeing partners with 
American Airlines, Delta, and other airlines in designing its airplanes that fully satisfy 
their requirements. In between these two extreme situations, other levels of customer 
relationships are appropriate. 

Today, most leading companies are developing customer loyalty and retention 
programs. Beyond offering consistently high value and satisfaction, marketers can use 
specific marketing tools to develop stronger bonds with consumers. First, a company 
might build value and satisfaction by adding financial benefits to the customer 
relationship. For example, many companies now offer frequency marketing programs 
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that reward customers who buy frequently or in large amounts. Airlines offer frequent-
flier programs, hotels give room upgrades to their frequent guests, and supermarkets 
give patronage discounts. 

A second approach is to add social benefits as well as financial benefits. For 
example, many companies sponsor club marketing programs that offer members special 
discounts and create member communities. For example: 

Swiss watchmaker, Swatch, uses its club to cater to collectors, who on average buy 
nine of the company’s quirky watches every year. “Swatch: The Club” members get 
additional chances to buy limited-edition Swatch specials. They also receive the Swatch 
World Journal, a magazine filled with Swatch-centric news from the four corners of the 
globe. And the club’s Web site is the ultimate meeting place for Swatch enthusiasts. 
Swatch counts on enthusiastic word of mouth from club members as a boost to business. 
“Our members are like walking billboards,” says the manager of Swatch’s club. “They 
love, live, and breathe our product. They are ambassadors for Swatch.” 

Harley-Davidson sponsors the Harley Owners Group (H.O.G.), which gives Harley 
riders “an organized way to share their passion and show their pride.” H.O.G. 
membership benefits include two magazines (Hog Tales and Enthusiast), a H.O.G. 
Touring Handbook, a roadside assistance program, a specially designed insurance 
program, theft reward service, a travel center, and a “Fly & Ride” program enabling 
members to rent Harleys while on vacation. The company also maintains an extensive 
H.O.G. Web site, which offers information on H.O.G. chapters, rallies, events, and 
benefits. The worldwide club now numbers more than 1,300 local chapters and 700,000 
members. 

A third approach to building customer relationships is to add structural ties as well 
as financial and social benefits. For example, a business marketer might supply 
customers with special equipment or computer linkages that help them manage their 
orders, payroll, or inventory.  

Customer relationship management means that marketers must focus on managing 
their customers as well as their products. At the same time, they don’t want relationships 
with every customer. In fact, there are undesirable customers for every company. 
Ultimately, marketing involves attracting, keeping, and growing profitable customers. 
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MARKETING CHALLENGES IN THE NEW, “CONNECTED” MILLENNIUM 
 

As the world spins into the first decade of the twenty-first century, dramatic 
changes are occurring in the marketing arena. Manager of Hewlett-Packard observes, 
“The pace of change is so rapid that the ability to change has now become a competitive 
advantage.” Technological advances, rapid globalization, and continuing social and 
economic shifts—all are causing profound changes in the marketplace. As the 
marketplace changes, so must those who serve it. 

The major marketing developments as we enter the new millennium can be 
summed up in a single theme: connecting. Now, more than ever before, we are all 
connected to each other and to things near and far in the world around us. Moreover, we 
are connecting in new and different ways. Where it once took weeks or months to travel 
across the continent, we can now travel around the globe in only hours or days. Where it 
once took days or weeks to receive news about important world events, we now see 
them as they are occurring through live satellite broadcasts. Where it once took weeks to 
correspond with others in distant places, they are now only moments away by phone or 
the Internet. 
 

 
 
Today’s marketing connections  
 

In this section, we examine the major trends and forces that are changing the 
marketing landscape and challenging marketing strategy in this new, connected 
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millennium. As Figure below shows, sweeping changes in connecting technologies are 
causing marketers to redefine how they connect with the marketplace. Marketers are 
rethinking their relationships with customers, with marketing partners inside and outside 
the company, and with the world around them.  
 
Technologies for Connecting 

The major force behind the new connectedness is explosive advances in computer, 
telecommunications, information, transportation, and other connecting technologies. The 
technology boom has created exciting new ways to learn about and track customers and 
create products and services tailored to individual customer needs. Technology is 
helping companies to distribute products more efficiently and effectively and to 
communicate with customers in large groups or one-to-one. For example, through 
videoconferencing, marketing researchers at a company’s headquarters in London can 
look in on focus groups in Chicago or Paris without ever stepping onto a plane. With 
only a few clicks of a mouse button, a direct marketer can tap into online data services to 
learn anything from what car you drive to what you read to what flavor of ice cream you 
prefer. 

Using today’s vastly more powerful computers, marketers create detailed databases 
and use them to target individual customers with offers designed to meet their specific 
needs and buying patterns. With a new wave of communication and advertising tools 
marketers can zero in on selected customers with carefully targeted messages. Through 
electronic commerce, customers can design, order, and pay for products and services—
without ever leaving home. Then, through the marvels of express delivery, they can 
receive their purchases in less than 24 hours. From virtual reality displays that test new 
products to online virtual stores that sell them, the technology boom is affecting every 
aspect of marketing. 
 
The Internet 

Perhaps the most dramatic new technology driving the connected age is the 
Internet. The Internet is a vast and burgeoning global web of computer networks with no 
central management or ownership. Today, the Internet links individuals and businesses 
of all types to each other and to information all around the world. 

The Internet has been hailed as the technology behind a New Economy. It allows 
anytime, anywhere connections to information, entertainment, and communication. 
Companies are using the Internet to build closer relationships with customers and 
marketing partners and to sell and distribute their products more efficiently and 
effectively. Beyond competing in traditional marketplaces, they now have access to 
exciting new marketspaces. 
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Internet usage surged in the 1990s with the development of the user-friendly World 
Wide Web. Entering the new millennium, Internet penetration in the United States has 
reached more than 66 percent, with some 160 million people accessing the Web in any 
given month – year 2004. The Internet is truly a global phenomenon—the number of 
Internet users worldwide is about 1 billion by 2004. This growing and diverse Internet 
population means that all kinds of people are now going to the Web for information and 
to buy products and services.  

Companies of all types are now attempting to snare new customers on the Web. 
Many traditional “brick-and-mortar” companies have now become “click-and-mortar” 
companies. They are venturing online in an effort to attract new customers and build 
stronger relationships with existing ones. The Internet also spawned an entirely new 
breed of “click-only” companies—the so-called “dot-coms.”  

Today, despite its turbulent start, online consumer buying is growing at a healthy 
rate, and many of the dot-com survivors face promising futures. It seems that almost 
every major business has set up shop on the Web.  

Thus, changes in connecting technologies are providing exciting new opportunities 
for marketers. Here, we look at the ways these technological changes are affecting how 
companies connect with their customers, marketing partners, and the world around us. 
 
1. Connecting with Customers 

We’ve already discussed the critical importance of customer relationship 
management. The most profound new developments in marketing involve the ways in 
which today’s companies are relating to their customers. Yesterday’s companies focused 
on mass marketing to all comers at arm’s length. Today’s companies are building more 
direct and lasting relationships with more carefully selected customers. 

 
Connecting 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 to 
connect with just any customers. Instead, most are targeting fewer, more profitable 
customers. 

The world (especially in some countries) — has become more of a “salad bowl” of 
diverse ethnic, cultural, social, and locational groups. The greater diversity has meant 
greater market fragmentation. In response, most firms have moved from mass marketing 
to segmented marketing, in which they target carefully chosen submarkets or even 
individual buyers. “One-to-one marketing” has become the order of the day for some 
marketers. They build huge customer databases containing rich information on 
individual customer preferences and purchases. Then, they mine these databases to gain 
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insights by which they can “mass-customize” their offerings to deliver greater value to 
individual buyers. 

At the same time that companies are finding new ways to deliver more value to 
customers, they are also beginning to assess carefully the value of customers to the firm. 
They want to connect only with customers that they can serve profitably. In a process 
called selective relationship management, many companies now use customer 
profitability analysis to weed out losing customers and target the winning ones for 
pampering. Once they identify profitable customers, firms can create attractive offers 
and special handling to capture these customers and earn their loyalty. 

But what should the company do with unprofitable customers? If it can’t turn them 
into profitable ones, it may even want to “fire” customers that are too unreasonable or 
that cost more to serve than they are worth. For example, the banking industry has led 
the way in assessing customer profitability. After decades of casting a wide net to lure as 
many customers as possible, many banks are now mining their vast databases to identify 
winning customers and weed out losing ones. 

Banks now routinely calculate customer value based on such factors as an 
account’s average balances, account activity, services usage, branch visits, and other 
variables. A bank’s customer service reps use such customer ratings when deciding how 
much—or how little—leeway to give a customer who wants, say, a lower credit-card 
interest rate or to escape the bank’s bounced-check fee. Profitable customers often get 
what they want; for customers whose accounts lose money for the bank, the reps rarely 
budge. This sorting out process, of course, has many risks. For one, future profits are 
hard to predict. Still, most banks believe that the benefits outweigh the risks.  
 
Connecting for a Customer’s Lifetime 

Just as companies are being more selective about which customers they choose to 
serve, they are serving those they choose in a deeper, more lasting way. As we discussed 
earlier, the goal is shifting from making a profit on each sale to making long-term profits 
by managing the lifetime value of a customer and the firm’s total customer equity. 
Marketers now spend less time figuring out how to increase “share of market” and more 
time trying to grow “share of customer.” They offer greater variety to current customers 
and train employees to cross-sell and up-sell in order to market more products and 
services to existing customers.  
 
Connecting Directly 

Beyond connecting more deeply with their customers, many companies are also 
connecting more directly. In fact, direct marketing is booming. Consumers can now buy 
virtually any product without going to a store—by telephone, mail-order catalogs, 
kiosks, and e-commerce. Business purchasing agents routinely shop on the Web for 
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items ranging from standard office supplies to high-priced, high-tech computer 
equipment. 

Some companies sell only via direct channels—firms such as Dell Computer, 
Amazon.com, to name only a few. Other companies use direct connections to 
supplement their other communications and distribution channels.  

Some marketers have hailed direct marketing as the “marketing model of the next 
millennium.” They envision a day when all buying and selling will involve direct 
connections between companies and their customers. Others, although agreeing that 
direct marketing will play a growing and important role, see it as just one more way to 
approach the marketplace.  

 
2. Connecting with Marketing Partners 

In addition to customer relationship management, marketers must also be good at 
partner relationship management. In these ever more connected times, major changes are 
occurring in how marketers partner with others inside and outside the company to jointly 
bring greater value to customers. 
 
Connecting Inside the Company 

Traditionally, marketers have been charged with understanding customers and 
representing customer needs to different company departments. The old thinking was 
that marketing is done only by marketing, sales, and customer support people. However, 
in today’s connected world, marketing no longer has sole ownership of customer 
interactions. Every functional area can interact with customers, especially electronically. 
The new thinking is that every employee must be customer focused. David Packard, co-
founder of Hewlett-Packard, wisely said, “Marketing is far too important to be left only 
to the marketing department.” 

Today, rather than letting each department go its own way, firms are linking all 
departments in the cause of creating customer value. Rather than assigning only sales 
and marketing people to customers, they are forming cross-functional customer teams. 
For example, some firms assign “customer development teams” to each of its major 
retailer accounts. These teams—consisting of sales and marketing people, operations 
and logistics specialists, market and financial analysts, and others—coordinate the 
efforts of many firm departments toward helping the retailer be more successful. 
 
Connecting with Outside Partners 

Rapid changes are also occurring in how marketers connect with their suppliers, 
channel partners, and even competitors. Most companies today are networked 
companies, relying heavily on partnerships with other firms. 
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SUPPLY CHAIN MANAGEMENT. 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. For example, the supply chain for personal computers consists of 
suppliers of computer chips and other components, the computer manufacturer, and the 
distributors, retailers, and others who sell the computers to businesses and final 
customers. Each member of the supply chain creates and captures only a portion of the 
total value generated by the supply chain. 

Through supply chain management, many companies today are strengthening their 
connections with partners all along the supply chain. They know that their fortunes rest 
not only on how well they perform. Success also rests on how well their entire supply 
chain performs against competitors’ supply chains. They don’t just treat suppliers as 
vendors and distributors as customers. They treat both as partners in delivering customer 
value.  

STRATEGIC ALLIANCES. Beyond managing the supply chain, today’s 
companies are also discovering that they need strategic partners if they hope to be 
effective. In the new, more competitive global environment, going it alone is going out 
of style. Strategic alliances are booming across almost all industries and services. 

Companies need to give careful thought to finding partners who might complement 
their strengths and offset their weaknesses. Well-managed alliances can have a huge 
impact on sales and profits.  
 
3. Connecting with the World Around Us 

As they are redefining their relationships with customers and partners, marketers 
are also taking a fresh look at the ways in which they connect with the broader world 
around them. Here we look at trends toward increasing globalization, more concern for 
social and environmental responsibility, and greater use of marketing by nonprofit and 
public-sector organizations. 
 
Global Connections 

In an increasingly smaller world, many marketers are now connected globally with 
their customers and marketing partners. The world economy has undergone radical 
change during the past two decades. Geographical and cultural distances have shrunk 
with the advent of jet planes, fax machines, world satellite television broadcasts, global 
Internet hookups, and other technical advances. This has allowed companies to greatly 
expand their geographical market coverage, purchasing, and manufacturing. The result 
is a vastly more complex marketing environment for both companies and consumers. 
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Today, almost every company, large or small, is touched in some way by global 
competition. A neighborhood florist buys its flowers from Dutch nurseries, while a large 
U. S. electronics manufacturer competes in its home markets with giant Japanese rivals.  

American firms have been challenged at home by the skillful marketing of 
European and Asian multinationals. Companies such as Toyota, Siemens, Nestlé, Sony, 
and Samsung have often outperformed their U.S. competitors in American markets. 
Similarly, U.S. companies in a wide range of industries have found new opportunities 
abroad. Coca-Cola, General Motors, ExxonMobil, IBM, General Electric, DuPont, 
Motorola, and dozens of other American companies have developed truly global 
operations, making and selling their products worldwide. Even MTV has joined the elite 
of global brands, delivering localized versions of its pulse-thumping fare to teens in 140 
countries around the globe. 

Today, companies are not only trying to sell more of their locally produced goods 
in international markets, they also are buying more supplies and components abroad. For 
example, top fashion designers, may choose cloth woven from Australian wool with 
designs printed in Italy. He will design a dress and e-mail the drawing to a Hong Kong 
agent, who will place the order with a Chinese factory. Finished dresses will be air-
freighted to New York, where they will be redistributed to department and specialty 
stores around the country. 

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”? Many companies are forming strategic alliances with foreign companies, even 
competitors, who serve as suppliers or marketing partners. Winning companies in the 
next century may well be those that have built the best global networks. 
 
Connections with Our Values and Social Responsibilities 

Marketers are reexamining their connections with social values and responsibilities 
and with the very Earth that sustains us. As the worldwide consumerism and 
environmentalism movements mature, today’s marketers are being called upon to take 
greater responsibility for the social and environmental impact of their actions. 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. 

The social responsibility and environmental movements will place even stricter 
demands on companies in the future. Some companies resist these movements, budging 
only when forced by legislation or consumer outcries. More forward-looking companies, 
however, readily accept their responsibilities to the world around them. They view 
socially responsible actions as an opportunity to do well by doing it good. They seek 
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ways to profit by serving the best long-run interests of their customers and communities. 
Some companies—such as The Body Shop, and others—are practicing “caring 
capitalism” and distinguishing themselves by being more civic-minded and caring. They 
are building social responsibility and action into their company value and mission 
statements. 
 
Broadening Connections 

Many different kinds of organizations are using marketing to connect with 
customers and other important constituencies. In the past, marketing has been most 
widely applied in the for-profit business sector. In recent years, however, marketing also 
has become a major part of the strategies of many not-for-profit organizations, such as 
colleges, hospitals, museums, symphony orchestras, and even churches. Government 
agencies have also shown an increased interest in marketing. 

 
The New, Connected World of Marketing 

So, today, smart marketers of all kinds are taking advantage of new opportunities 
for connecting with their customers, their marketing partners, and the world around 
them. Table below compares the old marketing thinking to the new. The old marketing 
thinking saw marketing as little more than selling or advertising. It viewed marketing as 
customer acquisition rather than customer care. It emphasized trying to make a profit on 
each sale rather than trying to profit by managing customer lifetime value. And it 
concerned itself with trying to sell products rather than to understand, create, 
communicate, and deliver real value to customers. 
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The Old Marketing Thinking The New Marketing Thinking 

 

Connections with Customers 

Be sales and product centered Be market and customer centered 

Practice mass marketing  Target selected market segments or 
individuals 

Focus on products and sales Focus on customer satisfaction and 
value 

Make sales to customers Develop customer relationships 

Get new customers Keep old customers 

Grow share of market Grow share of customer 

Serve any customer Serve profitable customers, "fire" losing 
ones 

Communicate through mass media Connect with customers directly 

Make standardized products Develop customized products 

Connections with Marketing Partners 

Leave customer satisfaction and value to 
sales 

Enlist all departments in the cause of 
customer satisfaction and marketing and 
value 

Go it alone Partner with other firms 

Connections with the World Around Us 

Market locally Market locally and globally 

Assume profit responsibility Assume social and environmental 
responsibility 

Market for profits Market for nonprofits 

Conduct commerce in marketplaces Conduct e-commerce in marketspaces 
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3 MARKETING AND SOCIETY: SOCIAL RESPONSIBILITY AND 
MARKETING ETHICS 

 
 
Social Criticisms of Marketing 

Marketing receives much criticism. Some of this criticism is justified; much is not. 
Social critics claim that certain marketing practices hurt individual consumers, society as 
a whole and other business firms. 
 
Marketing's Impact on Individual Consumers 

Consumers have many concerns about how well marketing and businesses, as a 
whole, serve their interests. Consumer advocates, government agencies and other critics 
have accused marketing of harming consumers through high prices, deceptive practices, 
high-pressure selling, shoddy or unsafe products, planned obsolescence and poor service 
to disadvantiged consumers. 
 
• High Prices 

Many critics charge that marketing practices raise the cost of goods and cause 
prices to be higher than they would be if clever marketing were not applied. They point 
to three factors: high costs of'distribution, high advenctsing and promotion costs, and 
excessive mark-ups. 

HIGIH COSTS OF DISTRIBUTION. A long-standing charge is that greedy 
intermediaries mark up prices beyond the value of their services. Critics charge either 
that there are too many intermediaries, or that intermediaries are inefficient and poorly 
run, provide unnecessary or duplicate services, and practise poor management and 
planning. As a result, distribution costs too much and consumers pay for these excessive 
costs in the form of higher prices. 

How do retailers answer these charges? They argue:  
§ First, that intermediaries do work which would otherwise have to be done by 

manufacturers or consumers.  
§ Second, the rising mark-up reflects improved services that consumers 

themselves want - more convenience, larger stores and more assortment, 
longer store opening hours, return privileges and others.  

§ Third, the costs of operating stores keep rising, forcing retailers to raise their 
prices. 

§ Fourth, retail competition is so intense that margins are actually quite low: for 
example, after taxes, supermarket chains are typically left with barely 1 per 
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cent profit on their sales. If some resellers try to charge too much relative to 
the value they add. other resellers will step in with lower prices. Low-price 
stores and other discounters pressure their competitors to operate efficiently 
and keep their priees down. 

 
HIGH ADVERTISING AND PROMOTION COSTS. Modern marketing is also 

accused of pushing up priees because of heavy advertising and sales promotion. For 
example, a dozen tablets of a heavily promoted brand of aspirin sell for the same price 
as 100 tablets of less promoted brands. Differentiated products -cosmetics, detergents, 
toiletries - include promotion and packaging costs that can amount to 40 per cent or 
more of the manufacturer's price to thy retailer. Critics charge that much of the 
packaging and promotion adds only psychological value to the product rather than real 
functional value. Retailers use additional promotion advertising, displays and 
competitions - that add even more to retail prices. Marketers answer these charges in 
several ways.  

§ First, consumers want more than the merely functional qualities of products. 
They also want psychological benefits they want to feel wealthy, beautiful or 
special. Consumers can usually buy functional versions of products at lower 
prices, hut are often willing to pay more for products that also provide desired 
psychological benefits. 

§ Second, branding gives buyers confidence. A brand name implies a certain 
quality and consumers are willing to pay for well-known brands even if they 
cost a little more. 

§ Third, heavy advertising is needed to inform millions of potential buyers of 
the merits of a brand. If consumers want to know what is available on the 
market, they must expect manufacturers to spend large sums of money on 
advertising.  

§ Fourth, heavy advertising and promotion may be necessary for a firm to match 
competitors' efforts. The business would lose 'share of mind' if it did not 
match competitive spending. At the same time, companies hire cost conscious 
about promotion and try to spend their money wisely. 

 
Finally, heavy sales promotion is needed from time to time because goods are 

produced ahead of demand in a mass-production economy. Special incentives have to be 
offered in order to sell inventories. 

EXCESSIVE MARK-UPS. Critics also charge that some companies mark up goods 
excessively. They point to the drug industry, where a pill costing 5p to make may cost 
the consumer 40p to buy. Or to the pricing tactics of perfume manufacturers, who take 
advantage of customers' ignorance of the true worth of a 50 gram bottle of Joy perfume, 
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while preying on their desire to fulfil emotional needs. Marketers argue that most 
businesses try to deal fairly with consumers because they want repeat business. Most 
consumer abuses are unintentional. When shady marketers do take advantage of 
consumers, they should be reported to industry watchdogs and to other consumer-
interest or consumer-protection groups. Marketers also stress that consumers often don't 
understand the reason for high mark-ups. For example, pharmaceutical mark-ups must 
cover the costs of purchasing, promoting and distributing existing medicines, plus the 
high research and development costs of finding new medicines. 

 
• Deceptive Practices 

Marketers are sometimes accused of deceptive practices that lead consumersto 
believe they will get more value than they actually do. Deceptive marketing practices 
fall into three groups: deceptive pricing, promotion and packaging.  

Deceptive pricing includes practices such as falsely advertising 'factory' or 
'wholesale' prices or a large price reduction from a phoney high retail list price. 

Deceptive promotion includes practices such as overstating the product's features or 
performance, luring the customer to the store for a bargain that is out of stock, or 
running rigged contests.  

Deceptive packaging includes exaggerating package contents through subtle 
design, not filling the package to the top, using misleading labelling, or describing size 
in misleading terms.  

Deceptive practices have led to legislation and other consumer-protection actions. 
Positive steps have already been taken, for example, with regard to European directives 
aimed at the cosmetic industry. Council Directive 93/35/EEC of 14 June 1993 
introduced far reaching changes to cosmetic laws. The legislation controls the 
constituents of cosmetic products and their associated instructions and warnings about 
use, and specifies requirements relating to the marketing of cosmetic products, which 
cover product claims, labelling, information on packaging and details about die product's 
intended function. 

The EU has recognized increased public resistance to animal testing and has 
proposed a limited ban on animal testing for cosmetic ingredients from 1 January 1998. 
Similar directives are found to regulate industry practices in the United States. The 
Federal Trade Commission (FTC), which has the power to regulate 'unfair or deceptive 
acts or practices', has published several guidelines listing deceptive practices. The 
toughest problem is defining what is 'deceptive'. For example, some years ago, Shell Oil 
advertised that Super Shell petrol with platformate gave more mileage than did the same 
fuel without platformate. Now this was true, but what Shell did not say is that almost all 
petrol includes platformate. Its defence was that it had never claimed that platformate 
was found only in Shell petroleum fuel. But even though the message was literally true, 
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the FTC felt that the ad's intent was to deceive. Marketers argue that most companies 
avoid deceptive practices because such practices harm their business in the long run. If 
consumers do not get what they expect, they will switch to more reliable products. In 
addition, consumers usually protect themselves from deception. Most consumers 
recognize a marketer's selling intent and are carelul when they huy, sometimes to the 
point of not believing completely true product claims.  
High-Pressure Selling 

Salespeople are sometimes accused of high-pressure selling that persuades people 
to buy goods they had no thought of buying. It is often said that cars, financial services, 
property and home improvement plans are sold, not bought. Salespeople are trained to 
deliver smooth, canned talks to entice purchase. They sell hard because commissions 
and sales contests promise big prizes to those who sell the most. 

Marketers know that buyers can often be talked into buying unwanted or unneeded 
things. A key question is whether industry self-regulatory or trading standards bodies, 
consumer-protection laws and consumer-interest groups are sufficiently effective in 
checking and curbing unsavoury sales practices. In this modem era, it is encouraging to 
note that one or more of these ean work to the advantage of consumers. Or, where 
malpractices are pervasive, regulators will catch out wrongdoers, who will invariably 
pay the penalties for irresponsible marketing. This is evident in the ease of the mis 
selling of pensions and life assurance policies in the Slovak market.  
 
• Shoddy or Unsafe Products 

Another criticism is that products lack the quality they should have. One complaint 
is that products are not made well. Such complaints have been lodged against products 
and services ranging from home appliances, cars and clothing to home and car repair 
services. 

A second complaint is that some products deliver little benefit. In an attempt to 
persuade customers to buy their brand rather than any other, manufacturers sometimes 
make claims that are not fully substantiated.  

A third complaint concerns product safety. Product safety has been a problem for 
several reasons, including manufacturer indifference, increased production complexity, 
poorly trained labour and poor quality control.  

For years now, consumer protection groups or associations in many countries have 
regularly tested products for safety, and have reported hazards found in tested products, 
such as electrical dangers in appliances, and injury risks from lawn mowers and faulty 
car design. The testing and reporting activities of these organizations have helped 
consumers make better buying decisions and have encouraged businesses to eliminate 
product flaws. Marketers may sometimes face dilemmas when seeking to balance 
consumer needs and ethical eon si derations. For example, no amount of test results can 
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guarantee product safety in cars if consumers value speed and power more than safety 
features. Buyers might choose a less expensive chain saw without a safety guard, 
although society or a government regulatory agency might deem it irresponsible and 
unethical for the manufacturer to sell it. However, most responsible manufacturers want 
to produce quality goods. The way a company deals with product quality and safety 
problems can damage or help its reputation. Companies selling poor-quality or unsafe 
products risk damaging conflicts with consumer groups. Moreover, unsafe products can 
result in product liability suits and iarge awards for damages. Consumers who are 
unhappy with a firm's products may avoid its other products and talk other consumers 
into doing the same. More fundamentally, today's marketers know that self-imposed, 
high ethical standards, which accompany customer-driven quality, result in customer 
satisfaction, which in turn creates profitable customer relationships. 
 
• Planned Obsolescence 

Critics have charged that some producers follow a programme of planned 
obsolescence, causing their products to become obsolete before they need replacement. 
In many cases, producers have been accused of continually changing consumer concepts 
of acceptable styles in order to encourage more and earlier buying. An obvious example 
is constantly changing clothing fashions. Producers have also been accused of holding 
back attractive functional features, then introducing them later to make older models 
obsolete. Critics claim that this practice is frequently found in the consumer electronics 
and computer industry. The Japanese camera, watch and consumer electronics 
companies frustrate consumers because rapid and frequent model replacement has 
created difficulties in obtaining spare parts for old models; dealers refuse to repair 
outdated models and planned obsolescence rapidly erodes basic product values. Finally, 
producers have been accused of using materials and components that will break, wear, 
rust or rot sooner than they should. For example, European consumers have also found, 
to their annoyance, how rapidly certain European brands of toasters rust - for an 
appliance that rarely gets into contact with water, this is an amazing technological feat! 

Marketers respond that consumers like style changes; they get tired of the old 
goods and want a new look in fashion or a new design in cars. No one has to buy the 
new look, and if too few people like it. it will simply fail. Companies frequently 
withhold new features when they are not fully tested, when they add more cost to the 
product than consumers are willing to pay, and for other good reasons. But they do so at 
the risk that a competitor will introduce the new feature and steal the market. Moreover, 
companies often put in new materials to lower their costs and prices. They do not design 
their products to break down earlier, because they do not want to lose their customers to 
other brands. Thus, much so-called planned obsolescence is the working of the 
competitive and technological forces in a free society - forces that lead to ever 
improving goods and services. 
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• Poor Service to Disadvantaged Consumers  

Finally, marketing has been accused of poorly serving disadvantaged consumers. 
Critics claim that the urban poor often have to shop in smaller stores that carry interior 
goods and charge higher prices. Marketing's eye on profits also means that 
disadvantaged consumers are not viable segments to target. The high-income consumer 
is the preferred target. Clearly, better marketing systems must be built in low-income 
areas – one hope is to get large retailers to open outlets in low-income areas. Moreover 
lowincome people clearly need consumer protection. Consumer-protection agencies 
should take action against suppliers who advertise false values, sell old merchandise as 
new, or charge too much for credit.  
 
 
Marketing's Impact on Society as a Whole 
 

The marketing system as we - in Europe and other developed economies — are 
experiencing it, has been accused of adding to several 'evils' in our society at large. 
Advertising has been a special target. It has been blamed for creating false wants, 
nurturing greedy aspirations and inculcating too much materialism in our society. 
 
• False Wants and Too Much Materialism 

Critics have charged that, in advanced nations such as the USA, the marketing 
system urges too much interest in material possessions. People are judged by what they 
own rather than by what they ore. To be considered successful, people must own a 
smart-looking house or apartment in a prime residential site, expensive cars and the 
latest designer label clothes and consumer electronics. 

Is there a similar enchantment with money in Europe? Asia? And the rest of the 
world? It is neither feasible nor appropriate for this chapter to indulge readers in an 
extensive debate on cross-cultural similarities and dissimilarities in materialistic 
tendencies and behaviour, and whether marketing is the root cause of these desires. 
Rather, we acknowledge the phenomenon of the 'yuppie generation' that emerged in the 
1980s, symbolizing a new materialistic culture that looked certain to stay. In the 1990s, 
although many social scientists noted a reaction against the opulence and waste of the 
1980s and a return to more basic values and social commitment, our infatuation with 
material things continues. For example, when asked in a recent poll what they value 
most in their lives, subjects listed enjoyable work (86 per cent), happy children (84 per 
cent), a good marriage (69 per cent) and contributions to society (66 per cent). However, 
when asked what most symbolizes success, 85 per cent said money and the things it will 
buy. 
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Critics view this interest in material things not as a natural state of mind, but rather 
as a matter of false wants created by marketing. Businesses stimulate people's desires for 
goods through the force of advertising, and advertisers use the mass media to create 
materialistic models of the good life. People work harder to earn the necessary money. 
Their purchases increase the output of the nation's industry, and industry, in turn, uses 
the advertising media to stimulate more desire for its industrial output. Thus marketing 
is seen as creating false wants that benefit industry more than they benefit consumers. 
However, these criticisms overstate the power of business to create needs. People have 
strong defences against advertising and other marketing tools. Marketers are most 
effective when they appeal to existing wants rather than when they attempt to create new 
ones. Furthermore, people seek information when making important purchases and often 
do not rely on single sources. Consumers ultimately display rational buying behaviour: 
even minor purchases that may be affected by advertising messages lead to repeat 
purchases only if the product performs as promised. Finally, the high failure rate of new 
products shows that companies are not always able to control demand. On a deeper 
level, our wants and values are influenced not only by marketers, but also by family, 
peer groups, religion, ethnic background and education. If societies are highly 
materialistic, these values arose out of basic socialization processes that go much deeper 
than business and mass media could produce alone. The importance of wealth and 
material possessions to the overseas Chinese, for example, is explained more by cultural 
and socialization factors than by sustained exposure to western advertising influences. 
 
• Too Few Social Goods 

Business has been accused of overselling private goods at the expense of public 
goods. As private goods increase, they require more public services that are usually not 
forthcoming. For example, an increase in car ownership (private good) requires more 
roads, traffic control, parking spaces and police services (public goods). The overselling 
of private goods results in 'social costs'. For cars, the social costs include excessive 
traffic congestion, air pollution, and deaths and injuries from car accidents. A way must 
be found to restore a balance between private arid public goods. One option is to make 
producers bear the full social costs of their operations. For example, the government 
could require car manufacturers to build cars with additional safety features and better 
pollution-control systems. Car makers would then raise their prices to cover extra costs. 
If buyers found the price of some cars too high, however, the producers of these cars 
would disappear, and demand would move to those producers that could support both 
the private and social costs. 
 
• Cultural Pollution 

Critics charge the marketing system with creating cultural pollution. Our senses are 
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being assaulted constantly by advertising. Commercials interrupt serious programmes; 
pages of ads obscure printed matter; billboards mar beautiful scenery. These 
interruptions continuously pollute people's minds with messages of materialism, sex, 
power or status. Although most people do not find advertising overly annoying (some 
even think it is the best part of television programming), some critics call for sweeping 
changes.  

Marketers answer die charges of 'commercial noise' with the following arguments. 
First, they hope that their ads reach primarily the target audience. But because of mass 
communication channels, some ads are bound to reach people who have no interest in 
the product and are therefore bored or annoyed. People who buy magazines slanted 
towards their interests rarely complain about the ads because the magazines advertise 
products of their interest. Second, ads make much of television and radio free, and keep 
down the costs of magazines and newspapers. Most people think commercials are 
a small price to pay for these benefits. 
 
• Too Much Political Power 

Another criticism is that business wields too much political power. Oil, tobacco, 
pharmaceuticals, financial services and alcohol have the support of important politicians 
and civil servants, who look after an industry's interests against the public interest. 
Advertisers are accused of holding too much power over the mass media, limiting their 
freedom to report independently and objectively.  

The setting up of citizens' charters and greater concern for consumer rights and 
protection in the 1990s will see improvements, not regression, in business 
accountability. Fortunately, many powerful business interests once thought to be 
untouchable have been tamed in the public interest. For example, in the United States, 
Ralph Nader, consumerism campaigner, caused legislation that forced the car industry to 
build more safety into its cars. Moreover, because the media receive advertising 
revenues from many different advertisers, it is easier to resist the influence of one or a 
few of them. Too much business power tends to result in eounterforces that check and 
offset these powerful interests. Let us now take a look at the criticisms that business 
critics have levelled at companies' marketing practices. 
 
Citizen and Public Actions to Regulate Marketing 

 
Because some people view business as the cause of many economic and social ills, 

grass-roots movements have arisen from time to time to keep business in line. The two 
main movements have been consumerism and environmentalism. 
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CONSUMERISM 
Western business firms have been the targets of organized consumer movements on 

three occasions. Consumerism has its origins in the United States.  
The first consumer movement took place in the early 1900s. It was fuelled by rising 

prices, by the conditions in the meat industry, and scandals in the drug industry.  
The second consumer movement, in the mid-1930s, was sparked by an upturn in 

consumer prices during the Great Depression and another drug scandal.  
The third movement began in the 1960s. Consumers had become better educated, 

products had become more complex and hazardous, and people wereunhappy with 
American institutions. Ralph Nader appeared on the scene in the 1960s to force many 
issues, and other well-known writers accused big business of wasteful and unethical 
practices. President John F. Kennedy declared that consumers have the right to safety 
and to be informed, to choose and to be heard. American Congress investigated certain 
industries and proposed consumerprotection legislation. Since then, many consumer 
groups have been organized and several consumer laws have been passed. The consumer 
movement has spread internationally and has become very strong in Europe. But what is 
the consumer movement? Consumerism is an organized movement of citizens and 
government agencies to improve the rights and power of buyers in relation to sellers. 
Traditional sellers' rights include the following: 

§ The right to introduce any product in any size and style, provided it is not 
hazardous to personal health or safety; or, if it is, to include proper warnings 
and controls. 

§ The right to charge any price for the product; provided no discrimination 
exists among similar kinds of buyer. 

§ The right to spend any amount to promote the product; provided it is not 
defined as unfair competition. 

§ The right to use any product message; provided it is not misleading or 
dishonest in content or execution. 

§ The right to use any buying incentive schemes; provided they are not unfair or 
misleading. 

 
Traditional buyers' rights include the following: 
§ The right not to buy a product that is offered for sale. 
§ The right to expect the product to be safe. 
§ The right to expect the product to perform as claimed. 
 



Study Text – Principles of Marketing 

 
 

37 

Comparing these rights, many believe that the balance of power lies on the sellers' 
side. True, the buyer can refuse to buy. But critics feel that the buyer has too little 
information, education and protection to make wise decisions when facing sophisticated 
sellers. Consumer advocates call for the following additional consumer rights: 

§ The right to be well informed about important aspects of die product. 
§ The right to be protected against questionable products and marketing 

practices. 
§ The right to influence products and marketing practices in ways that will 

improve the 'quality of life'. 
 
Each proposed right has led to more specific proposals by consumerists. The right 

to be informed includes the right to know the truy interest on a loan (truth in lending), 
the true cost per unit of a brand (unit pricing), the ingredients in a product (ingredient 
labelling), the nutrition in foods (nutritional labelling), product freshness (open dating) 
and the true benefits of a product (truth in advertising). Proposals related to consumer 
protection include strengthening consumer rights in cases of business fraud, requiring 
greater product safety and giving more power to government agencies. Proposals 
relating to quality of life include controlling the ingredients that go into certain products 
(detergents) and packaging (soft-drink containers), reducing the level of advertising 
'noise' and putting consumer representatives tin company boards to protect consumer 
interests. Consumers have not only the right but also the responsibility to protect 
themselve instead of leaving this function to someone else. Consumers who believe chat 
they got a bad deal have several remedies available, including: writing to the company 
heads or to the media; contacting government or private consumer interest/protection 
initiatives or agencies; and going to small-claims courts. 
 
ENVIRONMENTALISM 

Whereas consumeriscs consider whether the marketing system is efficiently serving 
consumer wants, environmentalists are concerned with marketing's effects on the 
environment and the costs of serving consumer needs and wants. They are concerned 
with damage to the ecosystem caused by strip mining, forest depletion, acid rain, loss of 
the atmosphere's ozone layer, toxic wastes and litter. They are also concerned with the 
loss of recreational areas and with the increase in health problems caused by bad air, 
polluted water and chemically treated food. These concerns arc the basis for 
environinentalism - an organized movement of concerned citizens and government 
agencies to protect and improve people's living environment. 

Environmentalists are not against marketing and consumption; they simply want 
people and organizations to operate with more care for the environment, not to 
maximize consumption, consumer choice or consumer satisfaction, but rather to 
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maximize life quality. 'Life quality' means not only the quantity and quality of consumer 
goods and services, but also the quality of the environment. Environmentalists want 
environmental costs to be included in both producer and consumer decision making. 

Environmentalism has hit some industries hard. Heavy industry, public utilities, 
and chemical and steel companies have to spend heavily on clean-up technology, waste 
management and other pollution-control equipment. The car industry has had to 
introduce expensive emission controls in cars. In some countries, governments have 
introduced tough regulations on car makers to deal with environmental problems, as in 
the case of Germany, where the Environment Ministry has threatened the car industry 
that it would force through laws to create a car recycling system. The packaging industry 
has had to find ways to reduce waste and energy consumption. The petroleum industry 
has had to create new low-lead and unleaded petrols. These industries often resent 
environmental regulations, especially when they are imposed too rapidly to allow 
companies to make proper adjustments. These companies have absorbed large costs that 
they pass on to buyers. 

In the twenty-first century, environmentalism will create special challenges for 
global markets. As international trade barriers come down and global markets expand, 
environmental issues will continue to have an ever greater impact on international trade. 
Countries in North America, Europe and other developed regions are developing 
stringent environmental standards.  

A raft of directives on environment issues is continuing to make its way through 
the European Commission, with the European Union's Eco-Management and Audit 
Regulation providing guidelines for environmental self-regulation. Marketers' lives will 
become more complicated. They must raise prices to cover environmental costs, 
knowing that the product will be harder to sell. Yet environmental issues have become 
so important in our society that there is no turning back to the time when few managers 
worried about the effects of product and marketing decisions on environmental quality. 
However, environmental policies still vary widely from country to country, and uniform 
worldwide standards are not expected for another 15 years or more. Although countries 
such as Denmark, Germany, Japan and the United States have fully developed 
environmental policies and high public expectations, major countries such as China. 
India, Brazil and Russia are in only the early stages of developing self policies. 
Moreover, environmental factors that motivate consumers in one country may have no 
impact on consumers in another. Thus, international companies are finding it difficult to 
develop standard environmental practices that work around the world. Instead, they are 
creating general policies, and then translating these policies into tailored programmes 
that meet local regulations and expectations.  

The 1990s have often been viewed as the'Earth Decade', in win eh protection of the 
natural environment has been the most important issue facing people around the world. 
Companies have responded with 'green marketing' - developing ecologically safer 
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products, recyclable and biodegradable packaging, better pollution controls and more 
energy-efficient operations. It is essential to recognize that environmental marketing is 
part of overall environment management and should not be treated in isolation. 
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4 THE MARKETING ENVIRONMENT 
 
As noted in previous chapters, marketers operate in an increasing connected 

world. They must be good at customer relationship management and partner relationship 
management in order to connect effectively with customers, others in the company, and 
external partners. However, to do this effectively, marketers must understand the major 
environmental forces that surround all of these relationships. A company's marketing 
environment consists of the actors and forces outside marketing that affect marketing 
management's ability to build and maintain successful relationships with target 
customers. The marketing environment offers both opportunities and threats. Successful 
companies know the vital importance of constantly watching and adapting to the 
changing environment. 

As we move into the twenty-first century, both consumers and marketers wonder 
what the future will bring. The environment continues to change at a rapid pace. For 
example, think about how you buy groceries today. How will your grocery buying 
change during the next few decades? What challenges will these changes present for 
marketers? 

The marketing environment is made up 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, political, and cultural forces. We look first at the 
company's microenvironment. 
 
The Company's Microenvironment 
 

Marketing management's job is to build relationships with customers by creating 
customer value and satisfaction. However, marketing managers cannot do this alone. 
Marketing success will require working closely with other company departments, 
suppliers, marketing intermediaries, customers, competitors, and various publics, which 
combine to make up the company's value delivery network. 

The Company. In designing marketing plans, marketing management takes other 
company groups into account—groups such as top management, finance, research and 
development (R&D), purchasing, operations, and accounting. All these interrelated 
groups form the internal environment. Top management sets the company's mission, 
objectives, broad strategies, and policies. Marketing managers make decisions within the 
strategies and plans made by top management. 
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Marketing managers must also work closely with other company departments. 
Finance is concerned with finding and using funds to carry out the marketing plan. The 
R&D department focuses on designing safe and attractive products. Purchasing worries 
about getting supplies and materials, whereas operations is responsible for producing 
and distributing the desired quality and quantity of products. Accounting has to measure 
revenues and costs to help marketing know how well it is achieving its objectives. 
Together, all of these departments have an impact on the marketing department's plans 
and actions. Under the marketing concept, all of these functions must "think consumer." 
They should work in harmony to provide superior customer value and satisfaction. 

Suppliers. Suppliers form an important link in the company's overall customer 
value delivery system. They provide the resources needed by the company to produce its 
goods and services. Supplier problems can seriously affect marketing. Marketing 
managers must watch supply availability—supply shortages or delays, labor strikes, and 
other events can cost sales in the short run and damage customer satisfaction in the long 
run. Marketing managers also monitor the price trends of their key inputs. Rising supply 
costs may force price increases that can harm the company's sales volume. Most 
marketers today treat their suppliers as partners in creating and delivering customer 
value. 

Marketing Intermediaries. Marketing intermediaries help the company to 
promote, sell, and distribute its goods to final buyers. They include resellers, physical 
distribution firms, marketing services agencies, and financial intermediaries. Resellers 
are distribution channel firms that help the company find customers or make sales to 
them. These include wholesalers and retailers, who buy and resell merchandise. 
Selecting and partnering with resellers is not easy. No longer do manufacturers have 
many small, independent resellers from which to choose. They now face large and 
growing reseller organizations such as TESCO Stores, Lidl, and Ahold. These 
organizations frequently have enough power to dictate terms or even shut the 
manufacturer out of large markets. 

Physical distribution firms (logistics providers) help the company to stock and 
move goods from their points of origin to their destinations. Working with warehouse 
and transportation firms, a company must determine the best ways to store and ship 
goods, balancing factors such as cost, delivery, speed, and safety. 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. When the company decides to use one of these agencies, it must choose 
carefully because these firms vary in creativity, quality, service, and price. Financial 
intermediaries 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. Most firms and customers depend on financial 
intermediaries to finance their transactions. 
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Like suppliers, marketing intermediaries form an important component of the 
company's overall value delivery system. In its quest to create satisfying customer 
relationships, 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 
intermediaries as partners rather than simply as channels through which they sell their 
products. For example, Coca-Cola has a 10-year deal with Wendy's that makes it the 
fast-food chain's exclusive soft drink provider. In the deal, Coca-Cola provides Wendy's 
much more than just soft drinks. It also pledges powerful marketing support. 

Customers. The company needs to study five types of customer markets closely. 
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 for use in their production process, whereas reseller markets buy goods and services 
to resell at a profit. Government markets are made up 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. 

Competitors. The marketing concept states that to be successful, a company must 
provide greater customer 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. 

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. 

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

q Financial publics. These publics influence the company's ability to obtain 
funds. Banks, investment houses, and stockholders are the major financial publics. 

q Media publics. These include newspapers, magazines, and radio and 
television stations that carry news, features, and editorial opinion. 
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q 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. 

q Citizen-action publics. A company's marketing decisions may be 
questioned by consumer organizations, environmental groups, minority groups, and 
others. Its public relations department can help it stay in touch with consumer and 
citizen groups. 

q Local publics. These include neighborhood residents and community 
organizations. Large companies usually appoint a community relations officer to deal 
with the community, attend meetings, answer questions, and contribute to worthwhile 
causes. 

q General public. A company needs to be concerned about the general 
public's attitude toward its products and activities. The public's image of the company 
affects its buying. 

q Internal publics. These include workers, managers, 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 their company, this 
positive attitude spills over to 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 donations of time or money. The 
company would have to design an offer to this public that is attractive enough to 
produce the desired response. 
 
 
The Company's 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. Next figure shows the 
six major forces in the company's macroenvironment. In the remaining sections of this 
chapter, we examine these forces and show how they affect marketing plans. 
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1. Demographic Environment 

Demography is the study of human populations in terms of size, density, location, 
age, gender, race, occupation, and other statistics. The demographic environment is of 
major interest to marketers because it involves people, and people make up markets. 
 
Population Size and Growth Trendy 

In any geographic market, population size and growth trends can be used to gauge 
its broad potential for a wide range of goods and services. We often refer to the United 
States, Japan and Europe as the 'triad' markets. The European Union (EU), together with 
members of the European Free Trade Area (EFTA), has a population of around 500 
million. With another 280 million from the former USSR, the overall European market 
will be significantly larger than the North America Free Trade Area - the United States, 
Canada and Mexico - and Japan with 128 million. Marketers also view China, with 1.2 
billion people, as a potentially lucrative growth market. Population growth trends are 
important because they can offer marketers an indication of demand for curtain goods 
and services, A 'baby boom' would suggest growing demand for infant foods, nursery 
appliances, maternity services, baby clothing, toys and so forth, in the short to medium 
term, with rising demand for family-size accommodation, larger cars, schools and 
educational services over the longer term. Differences in population growth patterns 
between country markets may also suggest different international marketing 
opportunities for firms. 
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The world population is growing at an explosive rate. The explosive world 

population growth has major implications for business. A growing population means 
growing human needs to satisfy. Depending on purchasing power, it may also mean 
growing market opportunities. For example, to curb its skyrocketing population, the 
Chinese government has passed regulations limiting families to one child each. As a 
result, Chinese children are spoiled and fussed over as never before. Known in China as 
"little emperors and empresses," Chinese children are being showered with everything 
from candy to computers as a result of what's known as the "six-pocket syndrome." As 
many as six adults—including parents and two sets of doting grandparents—may be 
indulging the whims of each child. Parents in the average Beijing household now spend 
about 40 percent of their income on their cherished only child. This trend has 
encouraged toy companies such as Japan's Bandai Company (known for its Mighty 
Morphin Power Rangers), Denmark's Lego Group, and Mattel to enter the Chinese 
market. And McDonald's has triumphed in China in part because it has catered 
successfully to this generation. 

Thus, marketers keep close track of demographic trends and developments in their 
markets, both at home and abroad. They track changing age and family structures, 
geographic population shifts, educational characteristics, and population diversity.  
 
Changing Age Structure of the Population 

The most noticeable demographic shift in Europe, the United States and affluent 
Asian countries is the changing age structure of the population. In all three groups, the 
national populations are getting older, and the trend is forecast to continue over the next 
50 years. The ageing population structure reflects two influences. First, there is a long-
term slowdown in birth rate, so there are fewer young people to pull the population's 
average age down. Western European countries, with the exception of Ireland, rank 
below the 2.1 children per woman (fertility) level found in the United Slates, and well 
below the 3.3 world average. Italy, reporting 1.3 children per woman, has the lowest 
fertility level in the world. 

Fertility rates in Japan, Singapore, South Korea and Hong Kong have declined 
steadily over the last two decades, and all he below America's 2.1 average.  

This 'birth-dearth' linked to smaller family size is due to people's desire to improve 
personal living standards, women's desire to work outside the home, and widely 
available and effective birth control practices.  

Secondly, as longevity increases there are more olderly people to pull the average 
age of the population up. By 2031, 38 per cent of the UK population will be over 50 
years old. Compare this with 32 per cent in 1991 and only 28 per cent in 1951. In 
Germany, the balance of people over 65 years of age to persons of working age (or the 
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dependency ratio) is expected to exceed 1:1 by 2031. Europe and the West are growing 
older and will never be young again.  

The picture is repeated in developed Asian countries. Tine rapid ageing of the 
Japanese population is one of the government's biggest long-term worries. Further, the 
demographic change of longer life is not confined to advanced countries. In Latin 
America and most of Asia, the share of over-60s is set to double between now and 2030, 
to 14 per cent. In China, it will increase from less than 10 per cent now to around 22 per 
cent in 2030. 

Demographic shifts have important implications for marketing managers. 
Marketers thus track demographic trends and moves carefully. The U.S. population 
stood at more than 287 million in 2002 and may reach 340 million by the year 2025. The 
single most important demographic trend in the United States is the changing age 
structure of the population. The U.S. population contains several generational groups. 
Here, we discuss the three largest age groups—the baby boomers, Generation X, and 
Generation Y—and their impact on today's marketing strategies. Actually we are naming 
today generation as Generation Net. 

THE BABY BOOMERS The post–World War II baby boom produced 78 million 
baby boomers, born between 1946 and 1964. Since then, the baby boomers have become 
one of the most powerful forces shaping the marketing environment. The boomers have 
presented a moving target, creating new markets as they grew from infancy to their 
preadolescent, teenage, young adult, and now middle-age to mature years. Today's baby 
boomers account for about 28 percent of the population but earn more than half of all 
personal income. 

Baby boomers cut across all walks of life. But marketers typically have paid the 
most attention to the smaller upper crust of the boomer generation—its more educated, 
mobile, and wealthy segments. These segments have gone by many names. In the 1980s, 
they were called "yuppies" (young urban professionals), "bumpies" (black upwardly 
mobile professionals), "yummies" (young upwardly mobile mommies), and "DINKs" 
(dual-income, no-kids couples). In the 1990s, however, yuppies and DINKs gave way to 
a new breed, with names such as "DEWKs" (dual-earners with kids) and "MOBYs" 
(mother older, baby younger). Now, to the chagrin of many in this generation, they are 
acquiring such titles as "WOOFs" (well-off older folks) or even "GRUMPIES" (just 
what the name suggests). 

The youngest boomers are now in their late thirties; the oldest are in their mid-
fifties. Thus, the boomers have evolved from the "youthquake generation" to the 
"backache generation." The maturing boomers are experiencing the pangs of midlife and 
rethinking the purpose and value of their work, responsibilities, and relationships. They 
are approaching life with a new stability and reasonableness in the way they live, think, 
eat, and spend. As they continue to age, they will create a large and important seniors 
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market. By 2025, there will be 64 million baby boomers aged 61 to 79, a 90 percent 
increase in the size of this population from today. 

As they mature, the boomers are also reaching their peak earning and spending 
years. Thus, they constitute a lucrative market for new housing and home remodeling, 
financial services, travel and entertainment, eating out, health and fitness products, and 
high-priced cars and other luxuries. It would be a mistake to think of the boomers as 
aging and staid. Many boomers are rediscovering the excitement of life and have the 
means to play it out.  

GENERATION X The baby boom was followed by a "birth dearth," creating 
another generation of 45 million people born between 1965 and 1976. Author Douglas 
Coupland calls them Generation X, because they lie in the shadow of the boomers and 
lack obvious distinguishing characteristics. Others call them the "baby busters," the 
"shadow generation," or the "yiffies"— young, individualistic, freedom-minded few. 

The Generation Xers are defined as much by their shared experiences as by their 
age. Increasing divorce rates and higher employment for their mothers made them the 
first generation of latchkey kids. Whereas the boomers created a sexual revolution, the 
GenXers have lived in the age of AIDS. Having grown up during times of recession and 
corporate downsizing, they have developed a more cautious economic outlook. As a 
result, the GenXers are a more skeptical bunch, cynical of frivolous marketing pitches 
that promise easy success. 

They buy lots of products, such as sweaters, boots, cosmetics, electronics, cars, 
fast food, computers, and mountain bikes. However, their cynicism makes them more 
savvy shoppers, and their financial pressures make them more value conscious. They 
like lower prices and a more functional look. The GenXers respond to honesty in 
advertising, and they like irreverence and sass and ads that mock the traditional 
advertising approach.  

GenXers share new cultural concerns. They care about the environment and 
respond favorably to socially responsible companies. Although they seek success, they 
are less materialistic; they prize experience, not acquisition. They are cautious romantics 
who want a better quality of life and are more interested in job satisfaction than in 
sacrificing personal happiness and growth for promotion. 

Once labeled as "the MTV generation" and as body-piercing slackers who whined 
about "McJobs," the GenXers have now grown up and are beginning to take over. They 
do surf the Internet more than other groups, but with serious intent. The GenXers are 
poised to displace the lifestyles, culture, and materialistic values of the baby boomers. 

GENERATION Y  Both the baby boomers and GenXers will one day be passing 
the reins to the latest demographic group, Generation Y (or the echo boomers). Born 
between 1977 and 1994, these children of the baby boomers now number 72 million, 
dwarfing the GenXers and almost equal in size to the baby boomer segment. Ranging 
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from preteens to mid-twenties, the echo boomer generation is still forming its buying 
preferences and behaviors. 

The echo boom has created large kid and teen markets. After years of bust, 
markets for kids' and teen's toys and games, clothes, furniture, and food have enjoyed a 
boom. Designers and retailers have created new lines, new products, and even new 
stores devoted to children and teens—Tommy Hilfiger, DKNY, Gap, Toys "R" Us, 
Guess, Talbots, Pottery Barn, and Eddie Bauer, to name just a few. New media appeared 
that cater specifically to this market: Time, Sports Illustrated, and People have all started 
new editions for kids and teens. Banks have offered banking and investment services for 
kids, including investment camps. 

Generation Y oldsters are now graduating from college and beginning careers. 
Like the trailing edge of the Generation Xers ahead of them, one distinguishing 
characteristic of Generation Y is their utter fluency and comfort with computer, digital, 
and Internet technology. For this reason, one analyst has christened them the Net-Gens 
(or N-Gens). He observes: 

§ What makes this generation different . . . is not just its demographic muscle, 
but it is the first to grow up surrounded by digital media. Computers and other 
digital technologies, such as digital cameras, are commonplace to N-Gen 
members. They work with them at home, in school, and they use them for 
entertainment. And it is through their use of the digital media that N-Gen will 
develop and superimpose its culture on the rest of society. Boomers stand 
back. Already these kids are learning, playing, communicating, working, and 
creating communities very differently than did their parents. They are a force 
for social transformation. 

§ Generation Y represents a complex target for marketers. On average, Gen Ys 
have access to 62 TV channels, not to mention mobile phones, personal digital 
assistants and the Internet, offering broad media access. Studies have shown 
that Gen Y consumers are smart, aware, and fair-minded. They like to be 
entertained in ads directed at them but don't like ads that make fun of people. 
They love things that are "green" and they relate well to causes. Making 
connections now with Gen Ys will pay dividends to marketers beyond 
capturing their current spending. In future years, as they begin working and 
their buying power increases, this segment will more than rival the baby 
boomers in spending and market influence. 

 
GENERATIONAL MARKETING  Do marketers have to create separate products 

and marketing programs for each generation? Some experts 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 boomers, core boomers, and 
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trailing boomers—each with its own beliefs and behaviors. Similarly, they split 
Generation Y into Gen Y adults, Gen Y teens, and Gen Y kids. 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 
or life stage. 

Others warn that marketers have to be careful about turning off one generation 
each time they craft a product or message that appeals effectively to another. "The idea 
is to try to be broadly inclusive and at the same time offer each generation something 
specifically designed for it," notes one expert.  
 
The Changing Family 
 

The notion of an ideal family - mum, dad and two kids - has lately been losing 
some of its lustre. People are marrying later and having fewer children. The specific 
figures may vary among countries, but the general trend is towards fewer married 
couples with children. In fact, couples with no children under 18 now make up a high 
proportion of all families. These are worrying trends too for wealthy Asian countries like 
Singapore, Japan and Hong Kong. Also, the number of working mothers is increasing. 
Marketers of goods ranging from cars, insurance and travel to financial services are 
increasingly directing their advertising to working women. As a result of the shift in the 
traditional roles and values of husbands and wives, with male partners assuming more 
domestic functions such as shopping and child care, more food and household appliance 
marketers are targeting this group of individuals. 

Finally, the number of non-family households is increasing. Many young adults 
leave home and move into apartments. Other adults choose to remain single. Still others 
are divorced or widowed people living alone. By the year 2000, one person/non-family 
and single-parent households - the fastest growing category of households - will 
represent a sizeable proportion of all households. In Sweden, for example, one-person 
households now account for over 40 per cent of all homes. Between 1981 and 1991, 
there has been an upward trend towards single-person households. These groups have 
their own special needs. For example, they need smaller apartments, Inexpensive and 
smaller appliances, furniture and furnishings, and food that is packaged in smaller sizes. 

The number of working women has also increased greatly, growing from under 30 
percent of the U.S. workforce in 1950 to more than 46 percent by the late 1990s. This 
trend has spawned the child day-care business and increased consumption of 
convenience foods and services, career-oriented women's clothing, financial services, 
and many other business opportunities.  
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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 16 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, while the Midwest and Northeast states 
have lost population. Such population shifts interest marketers because people in 
different regions buy differently.  

Also, for more than a century, inhabitants have been moving from rural to 
metropolitan 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 inhabitants are 
moving to "micropolitan areas," small cities located beyond congested metropolitan 
areas. These smaller micros 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, fax, modem, or the Internet. This trend, in 
turn, has created a booming SOHO (small office/home office) market. Millions peole are 
now working out of their homes with the help of electronic conveniences such as 
personal computers, cell phones, fax machines, and organizers. Many marketers are 
actively courting the home office segment of this lucrative SOHO market.  
 
A Better-Educated and More White-Collar Population 

The population in developed countries is becoming better educated. The rising 
number of educated people will lead to an increase in the demand for quality products, 
books, magazines, travel, personal computers, and Internet services. The workforce also 
is becoming more white collar. Between 1950 and 1985, the proportion of white collar 
workers rose from 41 percent to 54 percent, that of blue collar workers declined from 47 
percent to 33 percent, and that of service workers increased from 12 percent to 14 
percent. These trends are continuing within the new millennium. 
 
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 and also U.K. 
with people from virtually all nations. The United States has often been called a melting 
pot—a place 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 
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of a "salad bowl" in which various groups have mixed together but have maintained 
their diversity by retaining and valuing important ethnic and cultural differences. 

Marketers are facing increasingly diverse markets, both at home and abroad as their 
operations become more international in scope. In the U.S. A. population is white, with 
African Americans and Hispanics. The U.S. Asian American population now totals 
about 4 percent of the population, with the remaining 1 percent made up of American 
Indian, Eskimo, and Aleut. These ethnic populations are expected to explode during the 
next 20 years. 

Most large companies now target specially designed products and promotions to 
one or more of these groups. Diversity goes beyond ethnic heritage. For example, many 
major companies have recently begun to explicitly target gay and lesbian consumers. 

 
2. Economic Environment 

Markets require buying power as well as people. The economic environment 
consists of factors that affect consumer purchasing power and spending patterns. Nations 
vary greatly in their levels and distribution of income. Some countries have subsistence 
economies—they consume most of their own agricultural and industrial output. These 
countries offer few market opportunities. At the other extreme are industrial economies, 
which constitute rich markets for many different kinds of goods. Marketers must pay 
close attention to major trends and consumer spending patterns both across and within 
their world markets. Following are some of the major economic trends in Europe and the 
United States. 
 
Income Distribution and Changes in Purchasing Power 

Global upheavals in technology and communications over the 1990s brought 
about a shift in the balance of economic power from the West (mainly North American, 
Canadian and western European nations) towards the rapidly expanding economies of 
the Asian Pacific Rim. Many of the Asian 'tiger' economies, notably South Korea, 
Thailand, Malaysia, Indonesia and Singapore, were enjoying annual growth rates in 
excess of 7 per cent, compared to the 2-3 per cent found in Western Europe and the 
USA. Actual economic growth we see also in the Middle and Eastern Europe, within the 
new EU-member countries.  
 
Changes in Income  

During the 1980s—tabbed the "roaring eighties" by some—American and also 
West European consumers fell into a consumption frenzy, fueled by income growth, 
federal tax reductions, rapid increases in housing values, and a boom in borrowing. They 
bought and bought, seemingly without caution, amassing record levels of debt. "It was 
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fashionable to describe yourself as 'born to shop.' When the going gets tough, it was 
said, the tough go shopping." 

During the 1990s, the baby boom generation moved into its prime wage earning 
years, and the number of small families headed by dual career couples continued to 
increase. Thus, many consumers continued to demand quality products and better 
service, and they were able to pay for them. However, the free spending and high 
expectations of the 1980s were dashed by a recession in the early 1990s. In fact, the 
1990s become the decade of the "squeezed consumer." Along with rising incomes in 
some segments came increased financial burdens. Consumers faced repaying debts 
acquired during earlier spending splurges, increased household and family expenses, and 
saving ahead for college tuition payments and retirement. These financially squeezed 
consumers sobered up, pulled back, and adjusted to their changing financial situations. 
They spent more carefully and sought greater value in the products and services they 
bought. Value marketing became the watchword for many marketers. 

As we move into the 2000s, consumers continue to spend carefully. Hence, the 
trend toward value marketing continues. Rather than offering high quality at a high 
price, or lesser quality at very low prices, marketers are looking for ways to offer today's 
more financially cautious buyers greater value—just the right combination of product 
quality and good service at a fair price. 

Marketers should pay attention to income distribution as well as average income. 
Income distribution in the United States is still very skewed. At the top are upper-class 
consumers, whose spending patterns are not affected by current economic events and 
who are a major market for luxury goods. There is a comfortable middle class that is 
somewhat careful about its spending but can still afford the good life some of the time. 
The working class must stick close to the basics of food, clothing, and shelter and must 
try hard to save. Finally, the underclass (persons on welfare and many retirees) must 
count their pennies when making even the most basic purchases. 

Over the past three decades, the rich have grown richer, the middle class has 
shrunk, and the poor have remained poor. In 1998, the top 5 percent of income-earning 
households in the United States captured more than 21 percent of aggregate income, up 
from 17.5 percent in 1967. Meanwhile, the share of income captured by the bottom 20 
percent of income-earning households decreased from 4 percent to 3.6 percent. This 
distribution of income has created a two-tiered market.  
 
Changing Consumer Spending Pattern 

Food, housing, and transportation use up most household income. However, 
consumers at different income levels have different spending patterns. Some of these 
differences were noted over a century ago by Ernst Engel, who studied how people 
shifted their spending as their income rose. He found that as family income rises, the 
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percentage spent on food declines, the percentage spent on housing remains about 
constant (except for such utilities as gas, electricity, and public services, which 
decrease), and both the percentage spent on most other categories and that devoted to 
savings increase. Engel's laws generally have been supported by later studies. 

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. 

 
3. Natural Environment 

The natural environment involves the natural resources that are needed as inputs by 
marketers or that are affected by marketing activities. Environmental concerns have 
grown steadily during the past three decades. Some trend analysts labeled the 1990s the 
"Earth Decade," claiming that the natural environment is the major worldwide issue 
facing business and the public. The Earth Day movement turned in the year 2000. In 
many cities around the world, air and water pollution have reached dangerous levels. 
World concern continues to mount about the depletion of the Earth's ozone layer and the 
resulting "greenhouse effect," a dangerous warming of the Earth. 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 world. 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 do remain available. 

§ A second environmental trend is increased pollution. Industry will almost 
always damage 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 plastic bottles 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, like the German government, 
vigorously pursue environmental quality. Others, especially many poorer 
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nations, do little about pollution, largely because they lack the needed funds or 
political will. Even the richer nations lack the vast funds and political 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. 

 
Concern for the natural environment has spawned the so-called green movement. 

Today, enlightened companies go beyond what government regulations dictate. They are 
developing environmentally sustainable strategies and practices in an effort to create a 
world economy that the planet can support indefinitely. They are responding to 
consumer demands with ecologically safer products, recyclable or biodegradable 
packaging, better pollution controls, and more energy-efficient operations. More and 
more, companies are recognizing the link between a healthy economy and a healthy 
ecology. 

 
4. Technological Environment 

The technological environment is perhaps the most dramatic force now shaping 
our destiny. Technology has released such wonders as antibiotics, organ transplants, 
notebook computers, 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. 

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. New technologies 
create new markets and opportunities. However, every new technology replaces an older 
technology. Transistors hurt the vacuum tube industry, xerography hurt the carbon paper 
business, the auto hurt the railroads, and compact discs hurt phonograph records. 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 with technological change soon will find their products outdated. And they will 
miss new product and market opportunities. 

Research and development spendings. The United States leads the world in 
research and development spendings. Scientists today are researching a wide range of 
promising new products and services, ranging from practical solar energy, electric cars, 
and cancer cures to voice-controlled computers and genetically engineered food crops. 
Today's research usually is carried out by research teams rather than by lone inventors 
such as Thomas Edison, Samuel Morse, or Alexander Graham Bell. Many companies 
are adding marketing people to R&D teams to try to obtain a stronger marketing 
orientation. Scientists also speculate on fantasy products, such as flying cars, three 
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dimensional televisions, and space colonies. The challenge in each case is not only 
technical but also commercial—to make practical, affordable versions of these products. 

As products and technology become more complex, the public needs to know that 
these are safe. Thus, government agencies investigate and ban potentially unsafe 
products. Such regulations have resulted in much higher research costs and in longer 
times between new-product ideas and their introduction. Marketers should be aware of 
these regulations when applying new technologies and developing new products. 
 
5. Political Environment 

Marketing decisions are strongly affected by developments in the political 
environment. The political environment consists of laws, government agencies, and 
pressure groups that influence or limit various organizations and individuals in a given 
society. 

 
Legislation Regulating Business 

Even the most liberal advocates of free-market economies agree that the system 
works best with at least some regulation. Well-conceived regulation can encourage 
competition and 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 society as a whole. Almost every marketing activity is subject to a wide 
range of laws and regulations. 

INCREASING LEGISLATION Legislation affecting business around the world 
has increased steadily over the years. The United States has many laws covering issues 
such as competition, fair trade practices, environmental protection, product safety, truth 
in advertising, consumer privacy, packaging and labeling, pricing, and other important 
areas. The European Commission has been active in establishing a new framework of 
laws covering competitive behavior, product standards, product liability, and 
commercial transactions for the nations of the European Union. 

Several countries have gone further in passing strong consumerism legislation. For 
example, Norway bans several forms of sales promotion—trading stamps, contests, 
premiums—as being inappropriate or unfair ways of promoting products. Thailand 
requires food processors selling national brands to market low price brands also, so that 
low income consumers can find economy brands on the shelves. In India, food 
companies must obtain special approval to launch brands that duplicate those already 
existing on the market, such as additional cola drinks or new brands of rice. 

Understanding the public policy implications of a particular marketing activity is 
not a simple matter. For example, in the United States, there are many laws created at 
the national, state, and local levels, and these regulations often overlap. Aspirins sold in 
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Dallas are governed both by federal labeling laws and by 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. So laws are passed to define and prevent unfair competition. 

§ The second purpose of government regulation is to protect consumers from 
unfair business practices. Some firms, if left alone, would make shoddy 
products, tell lies in their advertising, and deceive consumers through their 
packaging and pricing. Unfair business practices have been defined and 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. 

 
CHANGING GOVERNMENT AGENCY ENFORCEMENT 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 Federal Trade Commission, the Food and Drug 
Administration, the Interstate Commerce Commission, the Federal Communications 
Commission, the Federal Power Commission, the Civil Aeronautics Board, the 
Consumer Products Safety Commission, the Environmental Protection Agency, and the 
Office of Consumer Affairs. Because such government agencies have some discretion in 
enforcing the laws, they can have a major impact on a company's marketing 
performance. At times, the staffs of these agencies have appeared to be overly eager and 
unpredictable. Some of the agencies sometimes have been dominated by lawyers and 
economists who lacked a practical sense of how business and marketing work. In recent 
years, the Federal Trade Commission has added staff marketing experts, who can better 
understand complex business issues. 

New laws and their enforcement will continue to increase. Business executives 
must watch these developments when planning their products and marketing programs. 
Marketers need to know about the major laws protecting competition, consumers, and 
society. They need to understand these laws at the local, state, national, and international 
levels. 
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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. 
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. 
More companies are linking themselves to worthwhile causes and using public relations 
to build more positive images. 

The rash of business scandals and increased concerns about the environment 
created fresh interest in the issues of ethics and social responsibility. Almost every 
aspect of marketing involves such issues. Unfortunately, because these issues usually 
involve conflicting interests, well-meaning people can honestly disagree about the right 
course of action in a given situation. Thus, many industrial and professional trade 
associations have suggested codes of ethics, and many companies are now developing 
policies and guidelines to deal with complex social responsibility issues. 

The boom in e-commerce and Internet marketing has created a new set of social 
and ethical issues. Privacy issues are the primary concern. For example, Web site 
visitors often provide extensive personal information that might leave them open to 
abuse by unscrupulous marketers. Moreover, both Intel and Microsoft have been 
accused of covert, high-tech computer chip and software invasions of customers' 
personal computers to obtain information for marketing purposes. 
 
6. Cultural Environment 

The cultural environment is made up of institutions and other forces that affect a 
society's basic values, perceptions, preferences, and behaviors. People grow up in a 
particular society that shapes their basic beliefs and values. They absorb a worldview 
that defines their relationships with others. The following cultural characteristics can 
affect marketing decision making. 
 
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 people in Europe believe in 
working, getting married, giving to charity, and being honest. 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.  
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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 that they should not get married at all.  
 
Shifts in Secondary Cultural Values 

Although core values are fairly persistent, cultural swings do take place. Consider 
the impact of popular music groups, movie personalities, and other celebrities on young 
people's hairstyling, clothing, and sexual norms. Marketers want to predict cultural shifts 
in order to spot new opportunities or threats.  

Several firms offer "futures" forecasts in this connection, such as the Yankelovich 
Monitor, Market Facts' BrainWaves Group, and the Trends Research Institute. The 
Yankelovich Monitor has tracked consumer value trends for years. It identified the 
following eight major consumer themes:  

1. Paradox: People agree that "life is getting better and worse at the same time." 
2. Trust not: Confidence in doctors, public schools, TV news, newspapers, 

federal government, and corporations drops sharply. 
3. Go it alone: More people agree with the statement "I rely more on my own 

instincts than on experts." 
4. Smarts really count: For example, fewer people agree with "It's risky to buy a 

brand you are not familiar with." 
5. No sacrifices: For example, many people claim that looks are important but 

not at any price, that keeping house for show instead of comfort is over, and 
that giving up taste for nutrition is no longer acceptable. 

6. Stress is hard to beat: For example, more people claim that they are 
"concerned about getting enough rest." 

7. Reciprocity is the way to go: More people agree that "everybody should feel 
free to do his or her own thing." 

8. Me.2: For example, people express the need to live in a world that is built by 
"me," not by you.  

 
Yankelovich maintains that the decade drivers will primarily come from the baby 

boomers and Generation Xers. The baby boomers will be driven by four factors: 
"adventure" (fueled by a sense of youthfulness), "smarts" (fueled by a sense of 
empowerment and willingness to accept change), "intergenerational support" (caring for 
younger and older, often in nontraditional arrangements), and "retreading" (embracing 
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early retirement with a second career or phase of their work life). Gen Xers will be 
driven by three factors: "redefining the good life" (being highly motivated to improve 
their economic well-being and remain in control), "new rituals" (returning to traditional 
values but with a tolerant mind-set and active lifestyle), and "cutting and pasting" 
(balancing work, play, sleep, family, and other aspects of their lives). 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 escape. Others seek self realization through religion, recreation, or the avid 
pursuit of careers or other life goals. People use products, brands, and services as a 
means of self-expression, and they buy products and services that match their views of 
themselves. 

In the 1980s, personal ambition and materialism increased dramatically, with 
significant marketing implications. In a "me society," people buy their "dream cars" and 
take their "dream vacations." They tended to spend to the limit on self-indulgent goods 
and services. Today, in contrast, people are adopting more-conservative behaviors and 
ambitions. As we move into the new millennium, materialism, flashy spending, and self-
indulgence have been replaced by more-sensible spending, saving, family concerns, and 
helping others. The maturing baby boomers are limiting their spending to products and 
services that improve their lives instead of boosting their images. This suggests a bright 
future for products and services that serve basic needs and provide real value rather than 
those relying on glitz and hype.  

PEOPLE'S VIEWS OF OTHERS Recently, observers have noted a shift from a 
"me society" to a "we society" in which more people want to be with and serve others. 
Notes one trend tracker, "People want to get out, especially those millions of people 
working out of their home and feeling a little cooped up [and] all those shut-ins who feel 
unfulfilled by the cyberstuff that was supposed to make them feel like never leaving 
home." This trend suggests a greater demand for "social support" products and services 
that improve direct communication between people, such as health clubs and family 
vacations.  

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.  

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. 
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PEOPLE'S VIEWS OF SOCIETY People vary in their attitudes toward their 
society; patriots defend it, reformers want to change it, 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 terrorist attacks. 

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, that it can be destroyed or spoiled by human 
activities. 

Love of nature is leading to more camping, hiking, boating, fishing, and other 
outdoor activities. Business has responded by offering more products and services 
catering to these interests. Tour operators are offering more wilderness adventures, and 
retailers are offering more fitness gear and apparel. Marketing communicators are using 
appealing natural backgrounds in advertising their products. And food producers have 
found growing markets for natural and organic foods. Natural and organic products are 
now growing at a rate of 20 percent annually. 

PEOPLE'S VIEWS OF THE UNIVERSE  Finally, people vary in their beliefs 
about the origin of the universe and their place in it. Some futurists, however, 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-dog ambition to 
seek more permanent values—family, community, earth, faith—and a more certain 
grasp of right and wrong. 
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5 CONSUMER MARKETS AND CONSUMER BUYER BEHAVIOR 
 
 
Characteristics Affecting Consumer Behavior 
 

Consumer purchases are influenced strongly by cultural, social, personal, and 
psychological characteristics, shown in Figure below. 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. The 
marketer needs to understand the role played by the buyer's culture, subculture, and 
social class. 
 
Culture 
 

Culture is the most basic cause of a person's wants and behavior. Human behavior 
is largely learned. Growing up in a society, a child learns basic values, perceptions, 
wants, and behaviors from the family and other important institutions. A child normally 
learns or is exposed to the following values: achievement and success, activity and 
involvement, efficiency and practicality, progress, material comfort, individualism, 
freedom, humanitarianism, youthfulness, and fitness and health. 

Every group or society has a culture, and cultural influences on buying behavior 
may vary greatly from country to country, or even neighborhood to neighborhood. 
International differences are most pronounced. Whether or not a company adjusts to 
such difference can spell the difference between success and failure. For example, 
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different cultures assign different meanings to colors. White is usually associated with 
purity and cleanliness in Western countries. However, it can signify death in Asian 
countries. When General Motors was competing for the right to build its cars in China, 
GM executives gave Chinese officials gifts from Tiffany's jewelers. However, the 
Americans replaced Tiffany's signature white ribbons with red ones, since red is 
considered a lucky color in Japan. GM ultimately won approval of its proposal. 

Marketers are always trying to spot cultural shifts in order 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, and lower-fat and more-natural foods. The shift toward 
informality has resulted in more demand for casual clothing and simpler home 
furnishings. 
 
Subculture 
 

Each culture contains smaller subcultures, or groups of people with shared value 
systems based on common life experiences and situations. Subcultures include 
nationalities, religions, 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 four such important subculture groups 
include Hispanic, African American, Asian, and mature consumers. As we discuss them, 
it is important to note that each major subculture is, in turn, made of many smaller 
subcultures, each with its own preferences and behaviors. 

HISPANIC CONSUMERS    The U.S. Hispanic market – Americans of Cuban, 
Mexican, Central American, South American, and Puerto Rican descent – consists of 35 
million consumers. Hispanic consumers bought more and more goods and services each 
year. Hispanics are easy to reach through the growing selection of Spanish-language 
broadcast and print media that cater to them. 

AFRICAN AMERICAN CONSUMERS. The black population in the U. S. (and 
also in Europe) is growing in affluence and sophistication. Although more price 
conscious than other segments, blacks are also strongly motivated by quality and 
selection. They place more importance on brand names, are more brand loyal, and do 
less "shopping around." 

A wide variety of magazines, television channels, and other media now target 
African American consumers. Marketers are also reaching out to the African American 
virtual community. Per capita, black consumers spend twice as much as white 
consumers for online services. African Americans are increasingly turning to Web sites. 

ASIAN AMERICAN CONSUMERS Asian Americans, the fastest-growing and 
most affluent U.S. demographic segment. Chinese Americans constitute the largest 
group, followed by Filipinos, Japanese Americans, Asian Indians, and Korean 
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Americans. The U.S. Asian American population is estimated to reach 30 million by 
2050. 

Until recently, packaged-goods firms, automobile companies, retailers, and fast-
food chains have lagged in this segment. Language and cultural traditions appear to be 
the biggest barriers. For example, 66 percent of Asian Americans are foreign born, and 
56 percent of those five years and older do not speak English fluently. Still, because of 
the segment's rapidly growing buying power, many firms are now looking seriously at 
this market. 

MATURE CONSUMERS As the U.S. (and also in Europe) population ages, 
mature consumers are becoming a very attractive market. Mature consumers are better 
off financially than are younger consumer groups – the 50-plus group controls 50 
percent of all discretionary income, and the median net worth of 65-plussers is more 
than double that of the national average. Because mature consumers have more time and 
money, they are an ideal market for exotic travel, restaurants, high-tech home 
entertainment products, leisure goods and services, designer furniture and fashions, 
financial services, and health care services. 

Their desire to look as young as they feel also makes more-mature consumers good 
candidates for cosmetics and personal care products, health foods, fitness products, and 
other items that combat the effects of aging. The best strategy is to appeal to their active, 
multidimensional lives. For example, a recent Nike commercial features a senior weight 
lifter who proudly proclaims, "I'm not strong for my age. I'm strong!".  
 
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. 

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 developed countries, however, the lines between 
social classes are not fixed and rigid; people can move to a higher social class or drop 
into a lower one. Marketers are interested in social class because people within a given 
social class tend to exhibit similar buying behavior. 

Social classes show distinct product and brand preferences in areas such as 
clothing, home furnishings, leisure activity, and automobiles.  
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Characteristics of Seven Major American Social Classes 
UPPER UPPERS (LESS THAN 1 PERCENT)  
Upper uppers are the social elite who live on inherited wealth and have well-established family 
backgrounds. They give large sums to charity, own more than one home, and send their children to the 
finest schools. They are accustomed to wealth and often buy and dress conservatively rather than 
showing off their wealth.  
LOWER UPPERS (ABOUT 2 PERCENT)  
Lower uppers have earned high income or wealth through exceptional ability in the professions or 
business. They usually begin in the middle class. They tend to be active in social and civic affairs and 
buy for themselves and their children the symbols of status, such as expensive homes, educations, and 
automobiles. They want to be accepted in the upper-upper, stratum, a status more likely to be achieved 
by their children than by themselves.  
UPPER MIDDLES (12 PERCENT)  
Upper middles possess neither family status nor unusual wealth. They have attained positions as 
professionals; independent businesspersons, and corporate managers. They have a keen interest in 
attaining the "better things in life." They believe in education and want their children to develop 
professional or administrative skills. They are joiners and highly civic-minded.  
MIDDLE CLASS (32 PERCENT)  
The middle class is made up of average-pay white- and blue-collar workers who live on the "the better 
side of town" and try to "do the proper things." To keep up with the trends, they often buy products that 
are popular. Most are concerned with fashion, seeking the better brand names. Better living means 
owning a nice home in a nice neighborhood with good schools.  
WORKING CLASS (38 PERCENT)  
The working class consists of those who lead a "working-class lifestyle," whatever their income, school 
background, or job. They depend heavily on relatives for economic and emotional support, for advice 
on purchases, and for assistance in times of trouble.  
UPPER LOWERS (9 PERCENT)  
Upper lowers are working (are not on welfare), although their living standard is just above poverty. 
Although they strive toward a higher class, they often lack education and perform unskilled work for 
poor pay.  
LOWER LOWERS (7 PERCENT)  
Lower lowers are visibly poor. They are often poorly educated and work as unskilled laborers. 
However, they are often out of work and some depend on public assistance. They tend to live a day-to-
day existence.  
 

 
Social Factors 

 
         A consumer's behavior also is influenced by social factors, such as the consumer's 
small groups, family, and social roles and status. 
 
Groups 

A person's behavior is influenced by many small groups. Groups that have a direct 
influence and to which a person belongs are called membership groups. In contrast, 
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reference groups serve as direct (face-to-face) or indirect points of comparison or 
reference in forming a person'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 teenage ice-hokey player hopes to 
play someday for the NHL. 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. 

Manufacturers of products and brands subjected to strong group influence must 
figure out how to reach opinion leaders—people within a reference group who, because 
of special skills, knowledge, personality, or other characteristics, exert influence on 
others. 

Many marketers try to identify opinion leaders for their products and direct 
marketing efforts toward them. For example, the hottest trends in teenage music, 
language, and fashion start in America's inner cities, then quickly spread to more 
mainstream youth in the suburbs. Thus, clothing companies who hope to appeal to these 
fickle and fashion-conscious youth often make a concerted effort to monitor urban 
opinion leaders' style and behavior. In other cases, marketers may use buzz marketing by 
enlisting or even creating opinion leaders to spread the word about their brands. 

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. Purchases of 
products that are bought and used privately are not much affected by group influences, 
because, neither the product nor the brand will be noticed by others. 

 
Family 

Family members can strongly influence buyer behavior. The family is the most 
important consumer buying organization in society, and it has been researched 
extensively. Marketers are interested in the roles and influence of the husband, wife, and 
children on the purchase of different products and services. 

Husband-wife involvement varies widely by product category and by stage in the 
buying process. Buying roles change with evolving consumer lifestyles. The wife 
traditionally has been the main purchasing agent for the family, especially in the areas of 
food, household products, and clothing. But with high percent of women holding jobs 
outside the home and the willingness of husbands to do more of the family's purchasing, 
all this is changing. For example, women now make or influence up to 80 percent of car-
buying decisions and men account for about 40 percent of food-shopping money. 

Such changes suggest that marketers who've typically sold their products to only 
women or only men are now courting the opposite sex. For example, with research 
revealing that women now account for nearly half of all hardware store purchases, home 
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improvement retailers such as Home Depot and Hornbach have turned what once were 
intimidating warehouses into female-friendly retail outlets. Children may also have a 
strong influence on family buying decisions.  
 
Roles and Status 

A person belongs to many groups – family, clubs, organizations etc. The person's 
position in each group can be defined in terms of both role and status. A role consists of 
the activities people are expected to perform according to the persons around them. Each 
of roles will influence some of our buying behavior. Each role carries a status reflecting 
the general esteem given to it by society. People often choose products that show their 
status in society. For example, the role of brand manager has more status in our society 
than does the role of daughter. As a brand manager, he or she will buy the kind of 
clothing that reflects her role and status. 
 

Personal Factors 
A buyer's decisions also are influenced by personal characteristics such as the 

buyer's age and life-cycle stage, occupation, economic situation, lifestyle, and 
personality and self-concept. 
 
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. Marketers often define their target markets in terms of life-cycle stage 
and develop appropriate products and marketing plans for each stage. 

Traditional family life-cycle stages include young singles and married couples with 
children. Today, however, marketers are increasingly catering to a growing number of 
alternative, nontraditional stages such as unmarried couples, singles marrying later in 
life, childless couples, same-sex couples, single parents, extended parents (those with 
young adult children returning home), and others. For example, more and more 
companies are now reaching out to serve the fast-growing corps of the recently divorced. 

Sony recently overhauled its marketing approach in order to target products and 
services to consumers based on their life stages. It created a new unit called the 
Consumer Segment Marketing Division, which has identified seven life-stage segments. 
They include, among others, Gen Y (under 25), Young Professionals/D.I.N.K.s (double 
income no kids, 25 to 34), Families (35 to 54), and Zoomers (55 and over). Sony's goal 
is to create brand loyalty early on and to develop long-term relationships.  
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Occupation 
A person's occupation affects the goods and services bought. Blue-collar workers 

tend to buy more rugged work clothes, whereas executives buy more business suits. 
Marketers try to identify the occupational groups that have an above-average interest in 
their products and services. A company can even specialize in making products needed 
by a given occupational group. Thus, computer software companies will design different 
products for brand managers, accountants, engineers, lawyers, and doctors. 
 
Economic Situation 

A person's economic situation will affect product choice. Marketers of income-
sensitive goods watch trends in personal income, savings, and interest rates. If economic 
indicators point to a recession, marketers can take steps to redesign, reposition, and 
reprice their products closely. 
 
Lifestyle 

People coming from the same subculture, social class, and occupation may have 
quite different lifestyles. Lifestyle is a person's pattern of living as expressed in his or 
her psychographics. 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 acting and interacting in the world. 

Several research firms have developed lifestyle classifications. The most widely 
used is the SRI Consulting's Values and Lifestyles (VALS) typology. VALS classifies 
people according to how they spend their time and money. It divides consumers into 
eight groups based on two major dimensions: self-orientation and resources. Self-
orientation groups include principle-oriented consumers who buy based on their views 
of the world; status-oriented buyers who base their purchases on the actions and 
opinions of others; and action-oriented buyers who are driven by their desire for 
activity, variety, and risk taking. 

Consumers within each orientation are further classified into those with abundant 
resources and those with minimal resources, depending on whether they have high or 
low levels of income, education, health, self-confidence, energy, and other factors. 
Consumers with either very high or very low levels of resources are classified without 
regard to their self-orientations (actualizers, strugglers). Actualizers are people with so 
many resources that they can indulge in any or all self-orientations. In contrast, 
strugglers are people with too few resources to be included in any consumer orientation. 
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Lifestyle segmentation can also be used to understand Internet behavior. Forrester 
developed its "Technographics" scheme, which segments consumers according to 
motivation, desire, and ability to invest in technology.  

The framework splits people into 10 categories, such as: 
§ Fast Forwards: the biggest spenders on computer technology. Fast Forwards 

are early adopters of new technology for home, office, and personal use.  
§ New Age Nurturers: also big spenders but focused on technology for home 

uses, such as a family PC.  
§ Mouse Potatoes: consumers who are dedicated to interactive entertainment 

and willing to spend for the latest in "technotainment."  
§ Techno-Strivers: consumers who use technology primarily to gain a career 

edge.  
§ Handshakers: older consumers, typically managers, who don't touch 

computers at work and leave that to younger assistants.  
 

Lifestyle classifications are by no means universal – they can vary significantly 
from country to country. Advertising agency McCann-Erikson London, for example, 
found the following British lifestyles: Avant Guardians (interested in change), 
Pontificators (traditionalists, very British), Chameleons (follow the crowd), and 
Sleepwalkers (contented underachievers).  

When used carefully, the lifestyle concept can help the marketer understand 
changing consumer values and how they affect buying behavior.  
 
Personality and Self-Concept 
 

Each person's distinct personality influences his or her buying behavior. Personality 
refers to the unique psychological characteristics that lead to relatively consistent and 
lasting responses to one's own environment. Personality is usually described in terms of 
traits such as self-confidence, dominance, sociability, autonomy, defensiveness, 
adaptability, and aggressiveness. Personality can be useful in analyzing consumer 
behavior for certain product or brand choices. For example, coffee marketers have 
discovered that heavy coffee drinkers tend to be high on sociability. Thus, to attract 
customers, Starbucks and other coffeehouses create environments in which people can 
relax and socialize over a cup of steaming coffee. 

The idea is that brands also have personalities, and that consumers are likely to 
choose brands whose personalities 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: 
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§ Sincerity (down-to-earth, honest, wholesome, and cheerful) 
§ Excitement (daring, spirited, imaginative, and up-to-date) 
§ Competence (reliable, intelligent, and successful) 
§ Sophistication (upper class and charming) 
§ Ruggedness (outdoorsy and tough)  

 
The researcher found that a number of well-known brands tended to be strongly 

associated with one particular trait: Levi's with "ruggedness," MTV with "excitement," 
CNN with "competence”. 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 basic self-concept premise is that people's possessions contribute 
to and reflect their identities; that is, "we are what we have." Thus, in order to 
understand consumer behavior, the marketer must first understand the relationship 
between consumer self-concept and possessions. For example, the founder and chief 
executive of Barnes & Noble, the nation's leading bookseller, notes that people buy 
books to support their self-images: 

People have the mistaken notion that the thing you do with books is read them. 
Wrong. . . . People buy books for what the purchase says about them – their taste, their 
cultivation, their trendiness. Their aim . . . is to connect themselves, or those to whom 
they give the books as gifts, with all the other refined owners of Edgar Allen Poe 
collections or sensitive owners of Virginia Woolf collections. . . . [The result is that] you 
can sell books as consumer products, with seductive displays, flashy posters, an 
emphasis on the glamour of the book, and the fashionableness of the bestseller and the 
trendy author. 
 

Psychological Factors 
 

A person's buying choices are further influenced by four major psychological 
factors: motivation; perception; learning; and beliefs and attitudes. 
 
Motivation 

A person has many needs at any given time. Some are biological, arising from 
states of tension such as hunger, thirst, or discomfort. Others are psychological, arising 
from the need for recognition, esteem, or belonging. A need becomes a motive when it is 
aroused to a sufficient level of intensity. A motive (or drive) is a need that is sufficiently 
pressing to direct the person to seek satisfaction. Psychologists have developed theories 
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of human motivation. Two of the most popular – the theories of Sigmund Freud and 
Abraham Maslow – have quite different meanings for consumer analysis and marketing,  

Sigmund Freud assumed that people are largely unconscious about the real 
psychological forces shaping their behavior. He saw the person as growing up and 
repressing many urges. These urges are never eliminated or under perfect control; they 
emerge in dreams, in slips of the tongue, in neurotic and obsessive behavior, or 
ultimately in psychoses. Thus, Freud suggested that a person does not fully understand 
his or her motivation. If you want to purchase an expensive camera, you may describe 
your motive as wanting a hobby or career. At a deeper level, you may be purchasing the 
camera to impress others with your creative talent. At a still deeper level, you may be 
buying the camera to feel young and independent. 

The term motivation research refers to qualitative research designed to probe 
consumers' hidden, subconscious motivations. Motivation researchers collect in-depth 
information from small samples of consumers to uncover the deeper motives for their 
product choices. The techniques range from sentence completion or word association 
and inkblot or cartoon interpretation tests, to having consumers describe typical brand 
users or form daydreams and fantasies about brands or buying situations. 

Many companies employ teams of psychologists, anthropologists, and other social 
scientists to carry out motivation research. One agency routinely conducts one-on-one, 
therapy-like interviews to delve into the inner workings of consumers. Another agency 
asks consumers to describe their favorite brands as animals or cars, in order to assess the 
prestige associated with various brands. Still another agency has consumers draw figures 
of typical brand users.  

Abraham Maslow sought to explain why people are driven by particular needs at 
particular times. Why does one person spend much time and energy on personal safety 
and another on gaining the esteem of others? Maslow's answer is that human needs are 
arranged in a hierarchy, as shown in Figure below, 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. 
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Maslow's hierarchy of needs  
 

 
Perception 
 

A motivated person is ready to act. How the person acts is influenced by his or her 
perception 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 interprets this sensory information in an individual way. Perception is the process by 
which people select, organize, and interpret information to form a meaningful picture of 
the world. 

People can form different perceptions of the same stimulus because of three 
perceptual processes: selective attention, selective distortion, and selective retention. 
People are exposed to a great amount of stimuli every day. For example, one analyst 
estimates, that people are exposed to about 5,000 ads every day. It is impossible for a 
person to pay attention to all these stimuli. Selective attention—the tendency for people 
to screen out most of the information to which they are exposed—means that marketers 
have to work especially hard to attract the consumer's attention. 

Even noted 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. You may hear a salesperson mention some good and bad points about a 
competing camera brand. Because you already have a strong leaning toward Nikon, you 
are likely to distort those points in order to conclude that Nikon is the better camera. 
Selective distortion means that marketers must try to understand the mind-sets of 
consumers and how these will affect interpretations of advertising and sales information. 
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People also will forget much that they learn. They tend to retain information that 
supports their attitudes and beliefs. Because of selective retention, you are likely to 
remember good points made about the Nikon and to forget good points made about 
competing cameras. Because of selective exposure, distortion, and retention, marketers 
have to work hard to get their messages through. This fact explains why marketers use 
so much drama and repetition in sending messages to their market. 

Interestingly, although most marketers worry about whether their offers will be 
perceived at all, some consumers worry that they will be affected by marketing 
messages without even knowing it – through subliminal advertising.  

Numerous studies by psychologists and consumer researchers have found no link 
between subliminal messages and consumer behavior. It appears that subliminal 
advertising simply doesn't have the power attributed to it by its critics. Most advertisers 
scoff at the notion of an industry conspiracy to manipulate consumers through 
"invisible" messages. 
 
Learning 

When people act, they learn. Learning describes changes in an individual'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. Cues are minor stimuli 
that determine when, where, and how the person responds. Seeing cameras in a shop 
window, hearing of a special sale price, and receiving your friends support are all cues 
that can influence your response to your interest in buying a camera. 

Suppose you buy the Nikon. If the experience is rewarding, you will probably use 
the camera more and more. Your response to cameras will be reinforced. Then the next 
time you shops for a camera, binoculars, or some similar product, the probability is 
greater that you will buy a Nikon product. The practical significance of learning theory 
for marketers is that they can build up demand for a product by associating it with strong 
drives, using motivating cues, and providing positive reinforcement. 
 
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. You may believe that a Nikon camera takes great pictures, stands up well 
under hard use, and costs 250 Euro. These beliefs may be based on real knowledge, 
opinion, or faith, and may or may not carry an emotional charge. For example, your 
believe that a Nikon camera is heavy may or may not matter to her decision. 
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Marketers are interested in the beliefs that people formulate about specific products 
and services, because these beliefs make up product and brand images that affect buying 
behavior. If some of the beliefs are wrong and prevent purchase, the marketer will want 
to launch a campaign to correct them. 

People have attitudes regarding religion, politics, clothes, music, food, and almost 
everything 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. Thus, you may hold 
attitudes such as "Buy the best," "The Japanese make the best 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 yours existing attitudes. 

Attitudes are difficult to change. A person's attitudes fit into a pattern, and to 
change one attitude may require difficult adjustments in many others. Thus, a company 
should usually try to fit its products into existing attitudes rather than attempt to change 
attitudes. Of course, there are exceptions in which the great cost of trying to change 
attitudes may pay off handsomely: 

 
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 below 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 actual purchase and continues long after. Marketers need to focus on 
the entire buying process rather than on just the purchase decision. 
 

 

 
 

Buyer decision process  
 

The figure implies that consumers pass through all five stages with every purchase. 
But in more routine purchases, consumers often skip or reverse some of these stages. A 
woman buying her regular brand of toothpaste would recognize the need and go right to 
the purchase decision, skipping information search and evaluation. However, we use the 
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model in mentioned Figure because it shows all the considerations that arise when a 
consumer faces a new and complex purchase situation. 
 
Need Recognition 

The buying process starts with need recognition – the buyer recognizes a problem 
or need. The need can be triggered by internal stimuli when one of the person's normal 
needs – hunger, thirst, sex – rises to a level high enough to become a drive. A need can 
also be triggered by external stimuli. You might have felt the need for a new hobby 
when your busy season at work or university slowed down, and you thought of cameras 
after talking to a friend about photography or seeing a camera ad. At this stage, the 
marketer should research consumers to find out what kinds of needs or problems arise, 
what brought them about, and how they led the consumer to this particular product. 

 
Information Search 

An interested consumer may or may not search for more information. If the 
consumer's drive is strong and a satisfying product is near at hand, the consumer 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. At the least, you will probably pay more attention 
to camera ads, cameras used by friends, and camera conversations. Or you may actively 
look for reading material, phone friends, and gather information in other ways. The 
amount of searching you do will depend on the strength of your drive, the amount of 
information you start with, the ease of obtaining more information, the value you place 
on additional information, and the satisfaction you get from searching. 

The consumer can obtain information from any of several sources. These include 
personal sources (family, friends, neighbors, acquaintances), commercial sources 
(advertising, salespeople, dealers, packaging, displays), public sources (mass media, 
consumer-rating organizations), and experiential sources (handling, examining, using 
the product). The relative influence of these information sources varies with the product 
and the buyer. Generally, the consumer receives the most information about a product 
from commercial sources – those controlled by the marketer. The most effective sources, 
however, tend to be personal. Commercial sources normally inform the buyer, but 
personal sources legitimize or evaluate products for the buyer. 

People often ask others – friends, relatives, aquaintances, professionals – for 
recommendations concerning a product or service. Thus, companies have a strong 
interest in building such word-of-mouth sources. These sources have two chief 
advantages. First, they are convincing: Word of mouth is the only promotion method 
that is of consumers, by consumers, and for consumers. Having loyal, satisfied 
customers that brag about doing business with you is the dream of every business owner. 
Not only are satisfied customers repeated buyers, but they are also walking, talking 
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billboards for your business. Second, the cots are low. Keeping in touch with satisfied 
customers and turning them into word-of-mouth advocates costs the business relatively 
little. 

As more information is obtained, the consumer's awareness and knowledge of the 
available brands and features increases. In your information search, you learned about 
the many camera brands available. The information also helped you 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. 
 
Evaluation of Alternatives 

We have seen how the consumer uses information to arrive at a set of final brand 
choices. How does the consumer choose among the alternative brands? The marketer 
needs to know about alternative evaluation – that is, how the consumer processes 
information to arrive at brand choices. Unfortunately, consumers do not use a simple 
and single evaluation process in all buying situations. Instead, several evaluation 
processes are at work. 

The consumer arrives at attitudes toward different brands through some evaluation 
procedure. How consumers go about evaluating purchase alternatives depends on the 
individual consumer and the specific buying situation. In some cases, consumers use 
careful calculations and logical thinking. At other times, the same consumers do little or 
no evaluating; instead they buy on impulse and rely on intuition. Sometimes consumers 
make buying decisions on their own; sometimes they turn to friends, consumer guides, 
or salespeople for buying advice. 

Suppose you have narrowed your choices to four cameras. And suppose that you 
are primarily interested in four attributes – picture quality, ease of use, camera size, and 
price. You have formed beliefs about how each brand rates on each attribute. Clearly, if 
one camera rated best on all the attributes, we could predict that you would choose it. 
However, the brands vary in appeal. You might base your buying decision on only one 
attribute, and your choice would be easy to predict. If you want picture quality above 
everything, you will buy the camera that you think has the best picture quality. But most 
buyers consider several attributes, each with different importance. If we knew the 
importance weights that you assign to each of the four attributes, we could predict your 
camera choice more reliably. 

Marketers should study buyers to find out how they actually evaluate brand 
alternatives. If they know what evaluative processes go on, marketers can take steps to 
influence the buyer's decision. 
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Purchase Decision 
In the evaluation stage, the consumer ranks brands and forms purchase intentions. 

Generally, 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 your parents feel strongly that you should buy the 
lowest-priced camera, then the chances of yours buying a more expensive camera will 
be 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. You may lose job, some other purchase may become more urgent, or a friend 
may report being disappointed in your preferred camera. Or a close competitor may drop 
its price. Thus, preferences and even purchase intentions do not always result in actual 
purchase choice. 
 
Postpurchase Behavior 

The marketer's job does not end when the product is bought. After purchasing the 
product, the consumer will be satisfied or dissatisfied and will engage in postpurchase 
behavior of interest to the marketer. What determines whether the buyer is satisfied or 
dissatisfied with a purchase? The answer lies in the relationship between the consumer's 
expectations and the product's perceived performance. If the product falls short of 
expectations, the consumer is disappointed; if it meets expectations, the consumer is 
satisfied; if it exceeds expectations, the consumer is delighted. 

The larger the gap between expectations and performance means the greater the 
consumer's dissatisfaction. This suggests that sellers should make product claims that 
faithfully represent the product's performance so that buyers are satisfied. Some sellers 
might even understate performance levels to boost consumer satisfaction with the 
product.  

Almost all major purchases result in cognitive dissonance, or discomfort caused by 
postpurchase conflict. After the purchase, 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. Consumers feel uneasy about acquiring 
the drawbacks of the chosen brand and about losing the benefits of the brands not 
purchased. Thus, consumers feel at least some postpurchase dissonance for every 
purchase. 

Why is it so important to satisfy the customer? Such satisfaction is important 
because a company's sales come from two basic groups—new customers and retained 
customers. It usually costs more to attract new customers than to retain current ones. 
And the best way to retain current customers is to keep them satisfied. Customer 
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satisfaction is a key to building lasting relationships with consumers—to keeping and 
growing consumers and reaping their customer lifetime value. Satisfied customers buy a 
product again, talk favorably to others about the product, pay less attention to competing 
brands and advertising, and buy other products from the company. Many marketers go 
beyond merely meeting the expectations of customers – they aim to delight the 
customer. 

A disatisfied consumer responds differently. Whereas, on average, a satisfied 
customer tells 3 people about a good product experience, a disatisfied customer gripes to 
11 people. In fact, one study showed that 13 percent of the people who had a problem 
with an organization complained about the company to more than 20 people (marketing 
survey conclusions). Clearly, bad word of mouth travels farther and faster than good 
word of mouth and can quickly damage consumer attitudes about a company and its 
products. 

Therefore, a company would be wise to measure customer satisfaction regularly. It 
cannot simply rely on disatisfied customers to volunteer their complaints when they are 
dissatisfied. Some 96 percent of unhappy customers never tell the company about their 
problem. Companies 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, 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, the marketer must find ways to either change the product or change consumer 
perceptions. 
 
Types of Buying-Decision Behavior 
 

Buying behavior differs greatly for a tube of toothpaste, a tennis racket, a digital 
camera, and a new car. More complex decisions usually involve more buying 
participants and more buyer deliberation. Figure below shows types of consumer buying 
behavior based on the degree of buyer involvement and the degree of differences among 
brands. 
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Four types of buying behavior  

 

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 
example, a personal computer buyer may not know what attributes to consider.  

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 
behavior 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. 
 
Dissonance-Reducing Buying Behavior 

Dissonance-reducing buying behavior occurs when consumers are highly involved 
with an expensive, infrequent, or risky purchase, but see little difference among brands. 
For example, consumers buying carpeting may face a high-involvement decision 
because 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 to purchase 
convenience. 

After the purchase, consumers might experience postpurchase dissonance (after-
sale discomfort) 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. 
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Habitual Buying Behavior 
Habitual buying behavior occurs under conditions of low consumer involvement 

and little significant brand difference. For example, take salt. Consumers have little 
involvement in this product category—they simply go to the store and reach for a brand. 
If they keep reaching for the same brand, it is out of habit rather than strong brand 
loyalty. Consumers appear to have low involvement with most low-cost, frequently 
purchased products. 

In such cases, consumer behavior does not pass through the usual belief-attitude-
behavior sequence. Consumers do not search extensively for information about the 
brands, evaluate brand characteristics, and make weighty decisions about which brands 
to buy. Instead, they passively receive information as they watch television or read 
magazines. Ad repetition creates brand familiarity rather than brand conviction. 
Consumers do not form strong attitudes toward a brand; they select the brand because it 
is familiar. Because they are not highly involved with the product, consumers may not 
evaluate the choice even after purchase. Thus, the buying process involves brand beliefs 
formed by passive learning, 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 
stimulate product trial. In advertising for a low-involvement product, ad copy should 
stress only a few key points. Visual symbols and imagery are important because they 
can be remembered easily and associated with the brand. Ad campaigns should include 
high repetition of short-duration messages. Advertising planning should be based on 
classical conditioning theory, in which buyers learn to identify a certain product by a 
symbol repeatedly attached to it. 
 
Variety-Seeking Buying Behavior 

Consumers undertake variety-seeking buying behavior in situations characterized 
by low consumer involvement but significant perceived brand differences. In such cases, 
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 then 
evaluate that brand during consumption. But the next time, the consumer might pick 
another brand out of boredom or simply to try something different. Brand switching 
occurs for the sake of variety rather than because of dissatisfaction. 

In such product categories, the marketing strategy may differ for the market leader 
and minor brands. The market leader will try to encourage habitual buying behavior by 
dominating shelf space, keeping shelves fully stocked, and running frequent reminder 
advertising. Challenger firms will encourage variety seeking by offering lower prices, 



Study Text – Principles of Marketing 

 
 

80 

special deals, coupons, free samples, and advertising that presents reasons for trying 
something new. 
 
The Buyer Decision Process for New Products 
 

We have looked at the stages buyers go through in trying to satisfy a need. Buyers 
may pass quickly or slowly through these stages, and some of the stages may even be 
reversed. Much depends on the nature of the buyer, the product, and the buying 
situation. 

We now look at how buyers approach the purchase of new products. A new product 
is a good, service, or idea that is perceived by some potential customers as new. It may 
have been around for a while, but our interest is in how consumers learn about products 
for the first time and make decisions on whether to adopt them. We define the adoption 
process as "the mental process through which an individual passes from first learning 
about an innovation to final adoption," and adoption as the decision by an individual to 
become a regular user of the product. 
 
Stages in the Adoption Process 
         Consumers go through five stages in the process of adopting a new product: 

§ Awareness: The consumer becomes aware of the new product, but lacks 
information about it.  

§ Interest: The consumer seeks information about the new product. 
§ Evaluation: The consumer considers whether trying the new product makes 

sense.  
§ Trial: The consumer tries the new product on a small scale to improve his or 

her estimate of its value. 
§ Adoption: The consumer decides to make full and regular use of the new 

product.  
 

This model suggests that the new-product marketer should think about how to help 
consumers move through these stages. A manufacturer of large-screen televisions may 
discover that many consumers in the interest stage do not move to the trial stage, 
because of uncertainty and the large investment. If these same consumers were willing 
to use a large-screen television on a trial basis for a small fee, the manufacturer should 
consider offering a trial-use plan with an option to buy. 
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Individual Differences in Innovativeness 
People differ greatly in their readiness to try new products. In each product area, 

there are "consumption pioneers" and early adopters. Other individuals adopt new 
products much later. People can be classified into the adopter categories shown in next 
Figure. After a slow start, an increasing number of people adopt the new product. The 
number of adopters reaches a peak and then drops off as fewer nonadopters remain. 
Innovators are defined as the first 2.5 percent of the buyers to adopt a new idea (those 
beyond two standard deviations from mean adoption time); the early adopters are the 
next 13.5 percent (between one and two standard deviations); and so forth. 

The five adopters groups have differing values. Innovators are venturesome—they 
try new ideas at some risk. Early adopters are guided by respect—they are opinion 
leaders in their communities and adopt new ideas early but carefully. The early majority 
are deliberate—although they rarely are leaders, they adopt new ideas before the average 
person. The late majority are skeptical—they adopt an innovation only after a majority 
of people have tried it. Finally, laggards are tradition bound—they are suspicious of 
changes and adopt the innovation only when it has become something of a tradition 
itself. 

This adopter classification suggests that an innovating firm should research the 
characteristics of innovators and early adopters and should direct marketing efforts 
toward them. In general, innovators tend to be relatively younger, better educated, and 
higher in income than later adopters and nonadopters. They are more receptive to 
unfamiliar things, rely more on their own values and judgment, and are more willing to 
take risks. They are lessbrand loyal and more likely to take advantage of special 
promotions such as discounts, coupons, and samples. 
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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, whereas others take a long time to gain acceptance (high-
density television, or HDTV). Five characteristics are especially important in 
influencing an innovation's rate of adoption. For example, consider the characteristics of 
HDTV in relation to the rate of adoption: 
 

§ Relative advantage: the degree to which the innovation appears superior to 
existing products. The greater the perceived relative advantage of using 
HDTV—say, in picture quality and ease of viewing—the sooner HDTVs will 
be adopted.  

§ Compatibility: the degree to which the innovation fits the values and 
experiences of potential consumers. HDTV, for example, is highly compatible 
with the lifestyles found in upper-middle-class homes. However, it is not very 
compatible with the programming and broadcasting systems currently 
available to consumers.  

§ Complexity: the degree to which the innovation is difficult to understand or 
use. HDTVs are not very complex and, therefore, once programming is 
available and prices come down, will take less time to penetrate U.S. homes 
than more complex innovations.  

§ Divisibility: the degree to which the innovation may be tried on a limited 
basis. HDTVs are still very expensive. To the extent that people can lease 
them with an option to buy, their rate of adoption will increase.  

§ Communicability: the degree to which the results of using the innovation can 
be observed or described to others. Because HDTV lends itself to 
demonstration and description, its use will spread faster among consumers.  

 
 

Other characteristics influence the rate of adoption, such as initial and ongoing 
costs, risk and uncertainty, and social approval. The new-product marketer has to 
research all these factors when developing the new product and its marketing program. 
 
Consumer Behavior across International Borders 

Understanding consumer behavior is difficult enough for companies marketing 
within the borders of a single country. For companies operating in many countries, 
however, understanding and serving the needs of consumers can be daunting. Although 
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consumers in different countries may have some things in common, their values, 
attitudes, and behaviors often vary greatly. International marketers must understand such 
differences and adjust their products and marketing programs accordingly. 

Sometimes the differences are obvious. For example, in the United States, where 
most people eat cereal regularly for breakfast, Kellogg focuses its marketing on 
persuading consumers to select a Kellogg brand rather than a competitor's brand. In 
France, however, where most people prefer croissants and coffee or no breakfast at all, 
Kellogg advertising simply attempts to convince people that they should eat cereal for 
breakfast. Its packaging includes step-by-step instructions on how to prepare cereal. In 
India, where many consumers eat heavy, fried breakfasts and many consumers skip the 
meal altogether, Kellogg's advertising attempts to convince buyers to switch to a lighter, 
more nutritious breakfast diet. 

Often, differences across international markets are more subtle. They may result 
from physical differences in consumers and their environments. For example, 
Remington makes smaller electric shavers to fit the smaller hands of Japanese 
consumers and battery-powered shavers for the British market, where few bathrooms 
have electrical outlets. Other differences result from varying customs. In Japan, for 
example, where humility and deference are considered great virtues, pushy, hard-hitting 
sales approaches are considered offensive. Failing to understand such differences in 
customs and behaviors from one country to another can spell disaster for a marketer's 
international products and programs. 

Marketers must decide on the degree to which they will adapt their products and 
marketing programs to meet the unique cultures and needs of consumers in various 
markets. On the one hand, they want to standardize their offerings in order to simplify 
operations and take advantage of cost economies. On the other hand, adapting marketing 
efforts within each country, results in products and programs that better satisfy the needs 
of local consumers. The question of whether to adapt or standardize the marketing mix 
across international markets has created a lively debate in recent years. 
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6 BUSINESS MARKETS AND BUSINESS BUYER BEHAVIOR 
 

In one way or another, most large companies sell to other organizations. Many 
companies 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, Kraft Foods makes many familiar consumer products, 
but to sell these products to consumers, Kraft Foods must first sell them to the 
wholesalers and retailers that 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 for the purpose of reselling or renting them to others at a profit. 
In the business 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. Companies that sell to other business organizations 
must do their best to understand business markets and business buyer behavior. 
 
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 
transactions involved in the production and sale of a single set of Continental tires. 
Various suppliers sell Continental the rubber, steel, equipment, and other goods that it 
needs to produce the tires. Continental then sells the finished tires to retailers, who in 
turn sell them to consumers. Thus, many sets of business purchases were made for only 
one set of consumer purchases. In addition, Continental sells tires as original equipment 
to manufacturers who install them on new vehicles, and as replacement tires to 
companies that maintain their own fleets of company cars, trucks, buses, or other 
vehicles. 
 

Characteristics of Business Markets 
 

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, shown in Table below, are in market structure and demand, the nature of the 
buying unit, and the types of decisions and the decision process involved. 
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Market Structure and Demand 
The business marketer normally deals with far fewer but far larger buyers than the 

consumer marketer does. For example, when Continental sells replacement tires to final 
consumers, its potential market includes the owners of the millions of cars currently in 
use in the Europe, U. S. and Canada or worldwide. But Continental's fate in the business 
market depends on getting orders from one of only a handful of large automakers. Even 
in large business markets, a few buyers often account for most of the purchasing. 

Business markets are also more geographically concentrated. Further, business 
demand is derived demand – it ultimately derives from the demand for consumer goods. 
Volkswagen buys steel because consumers buy cars. If consumers demand for cars 
drops, so will the demand for steel and all the other products used to make cars also go 
down. Therefore, business marketers sometimes promote their products directly to final 
consumers to increase business demand. 

For example, Intel's long-running "Intel Inside" advertising campaign sells personal 
computer buyers on the virtues of Intel microprocessors. The increased demand for Intel 
chips boosts demand for the PCs containing them, and both Intel and its business 
partners win. Similarly, DuPont promotes Teflon directly to final consumers as a key 
ingredient in many products – from nonstick cookware to stain-repellent, wrinkle-free 
clothing. You see Teflon Fabric Protector hangtags on clothing lines such as Levi's 
Dockers, Donna Karan's menswear, and Ralph Lauren denim. By making Teflon 
familiar and attractive to final buyers, DuPont also makes the products containing it 
more attractive. 

 
Characteristics of Business Markets 

MARKETING STRUCTURE AND DEMAND 

Business markets contain fewer but larger buyers. 

Business customers are more geographically concentrated. 

Business buyer demand is derived from final consumer demand. 

Demand in many business markets is more inelastic—not affected as much in the 
short run by price changes. 

Demand in business markets fluctuates more, and more quickly. 

NATURE OF THE BUYING UNIT 

Business purchases involve more buyers. 

Business buying involves a more professional purchasing effort. 
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TYPES OF DECISIONS AND THE DECISION PROCESS 

Business buyers usually face more complex buying decisions. 

The business buying process is more formalized. 

In business buying, buyers and sellers work more closely together and build close 
long-run relationships. 

 

Many business markets have inelastic demand; that is, total demand for many 
business products is not affected much 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, will increase consumer demand for 
shoes. 

Finally, business markets have more fluctuating demand. The demand for many 
business goods and services tends to change more – and more quickly – than the demand 
for consumer goods and services does. A small percentage increase in consumer demand 
can cause large increases in business demand. Sometimes a rise of only 10 percent in 
consumer demand can cause as much as a 200 percent rise in business demand during 
the next period. 
 
Nature of the Buying Unit 

Compared with consumer purchases, a business purchase usually involves more 
decision participants and a more professional purchasing effort. Often is business buying 
done by trained purchasing agents, who spend their working lives learning, how to buy 
better. The more complex purchase, the more likely, that several people will participate 
in the decision-making process. Buying committees made up of technical experts and 
top management are common in the buying of major goods. Companies are putting their 
best and brightest people on procurement patrol. Therefore, business marketers must 
have well-trained salespeople to deal with well-trained buyers. 
 
Types of Decisions and the Decision Process 

Business buyers usually face more complex buying decisions than do consumer 
buyers. Purchases often involve large sums of money, complex technical and economic 
considerations, and interactions among many people at many levels of the buyer's 
organization. Because the purchases are more complex, business buyers may take longer 
to make their decisions. The business buying process also tends to be more formalized 
than the consumer buying process. Large business purchases usually call for detailed 
product specifications, written purchase orders, careful supplier searches, and formal 
approval. 
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Finally, in the business buying process, buyer and seller are often much more 
dependent on each other. Consumer marketers are often at a distance from their 
customers. In contrast, B2B 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. However, business marketers also must build close long-run partnerships 
with customers. In recent years, relationships between customers and suppliers have 
been changing from downright adversarial to close and chummy. In fact, many customer 
companies are now practicing supplier relationship management, developing a core of 
suppliers and working closely with them. For example, some firms no longer call its 
buyers "purchasing agents" they are managers of "purchasing and supplier 
development." Says one purchasing expert, "You no longer treat your supplier as a 
‘supplier' but as an extension of your business." 

In the long run, business marketers keep a customer's sales by meeting current 
needs and by partnering with customers to help them solve their problems. This is true 
for marketers in small as well as large businesses. 

 
A Model of Business Buyer Behavior 

        
At the most basic level, marketers want to know how business buyers will respond 

to various marketing stimuli. Figure below shows a model of business buyer behavior. 
In this model, marketing and other stimuli affect the buying organization and produce 
certain buyer responses. As with consumer buying, the marketing stimuli for business 
buying consist of the four Ps: product, price, place, and promotion. Other stimuli 
include major forces in the environment: economic, technological, political, cultural, 
and competitive. These stimuli enter the organization and are turned into buyer 
responses: product or service choice; supplier choice; order quantities; and delivery, 
service, and payment terms. In order to design good marketing-mix strategies, the 
marketer must understand what happens within the organization to turn stimuli into 
purchase responses. 
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        Model of business buyer behavior  
 

Within the organization, buying activity consists of two major parts: the buying 
center, made up 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 by external environmental factors. 
 

Business Buyer Behavior 
 
Major Types of Buying Situations 
 

There are three major types of buying situations. One extreme is the straight rebuy, 
which is a fairly routine decision. At the other extreme is the new task, which may call 
for thorough research. In the middle is the modified rebuy, which requires some 
research. 

In a straight rebuy, the buyer reorders something without any modifications. It is 
usually handled on a routine basis by the purchasing department. Based on past buying 
satisfaction, the buyer simply chooses from the various suppliers on its list. "In" 
suppliers try to maintain product and service quality. They often propose automatic 
reordering systems so that the purchasing agent will save reordering time. "Out 
suppliers” try to offer something new 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 modified rebuy usually involves more decision participants than 
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does the straight rebuy. 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 their efforts to collect information will be. 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. In the new-task situation, the buyer must decide on product specifications, 
suppliers, price limits, payment terms, order quantities, delivery times, and service 
terms. The order of these decisions varies with each situation, and different decision 
participants influence each choice. 

Many business buyers prefer to buy a packaged solution to a problem from a single 
seller. Instead of buying and putting all the components together, the buyer may ask 
sellers to supply the components and assemble the package or system. The sale often 
goes to the firm that provides the most complete system meeting the customer's needs. 
System selling is often a key business marketing strategy for winning and holding 
accounts. 

Sellers increasingly have recognized that buyers like this method and have adopted 
systems selling as a marketing tool. System selling is a two-step process. First, the 
supplier sells a group of interlocking products. For example, the supplier sells not only 
glue, but also applicators and dryers. Second, the supplier sells a system of production, 
inventory control, distribution, and other services to meet the buyer's need for a smooth-
running operation. 

System selling is a key business marketing strategy for winning and holding 
accounts. The contract often goes to the firm that provides the most complete solution to 
the customer's needs. For example, the Indonesian government requested bids to build a 
cement factory near Jakarta. An American firm's proposal included choosing the site, 
designing the cement factory, hiring the construction crews, assembling the materials 
and equipment, and turning the finished factory over to the Indonesian government. A 
Japanese firm's proposal included all of these services, plus hiring and training workers 
to run the factory, exporting the cement through their trading companies, and using the 
cement to build some needed roads and new office buildings in Jakarta. Although the 
Japanese firm's proposal cost more, it won the contract. Clearly, the Japanese viewed the 
problem not as just building a cement factory (the narrow view of systems selling) but of 
running it in a way that would contribute to the country's economy. They took the 
broadest view of the customer's needs. This is true systems selling. 
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Participants in the Business Buying Process 
The decision-making unit of a buying organization is called its buying center: all 

the individuals and units that participate in the business decision-making process. The 
buying center includes all members of the organization who play a role in the purchase 
decision 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. 

§ 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 
evaluating alternatives. Technical personnel are particularly important 
influencers.  

§ 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 vendors 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 

organization. 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 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 include 20 or 30 people from different levels and departments in the 
organization. 

The buying center concept presents a major marketing challenge. The business 
marketer must learn who participates in the decision, each participant's relative 
influence, and what evaluation criteria each decision participant uses.  
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The buying center usually includes some obvious participants who are involved 
formally in the buying decision. Many business buying decisions result from the 
complex interactions of ever-changing buying center participants. 
 
Major Influences on Business Buyers 

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 favor the supplier who offers the lowest price or the best product or the most 
service. They concentrate on offering strong economic benefits to buyers. However, 
business buyers actually respond to both economic and personal factors. Far from being 
cold, calculating, and impersonal, business buyers are human and social as well. They 
react to both reason and emotion. 

When suppliers' offers are very similar, business buyers have little basis for strictly 
rational choice. Because they can meet organizational goals with any supplier, buyers 
can allow personal factors to play a larger role in their decisions. However, when 
competing products differ greatly, business buyers are more accountable for their choice 
and tend to pay more attention to economic factors. Figure lists various groups of 
influences on business buyers—environmental, organizational, interpersonal, and 
individual. 
 

 
 
Environmental Factors 

Business buyers are influenced heavily by factors in the current and expected 
economic environment, such as the level of primary demand, the economic outlook, and 
the cost of money. As economic uncertainty rises, business buyers cut back on new 
investments and attempt to reduce their inventories. 
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An increasingly important environmental factor is shortages in key materials. Many 
companies now are more willing to buy and hold larger inventories of scarce materials 
to ensure adequate supply. Business buyers also are affected by technological, political, 
and competitive developments in the environment. Culture and customs can strongly 
influence business buyer reactions to the marketer's behavior and strategies, especially in 
the international marketing environment. The business marketer must watch these 
factors, determine how they will affect the buyer, and try to turn these challenges into 
opportunities. 
 
Organizational Factors 

Each buying organization has its own objectives, policies, procedures, structure, 
and systems, and the business marketer must understand these factors well. Questions 
such as these arise: How many people are involved in the buying decision? Who are 
they? What are their evaluative criteria? What are the company's policies and limits on 
its buyers? 

 
Interpersonal Factors 

The buying center usually includes many participants who influence each other, so 
interpersonal factors also influence the business buying process. However, it is often 
difficult to assess such interpersonal factors and group dynamics. As one writer notes, 
"Managers do not wear tags that say ‘decision maker' or ‘unimportant person.' The 
powerful are often invisible, at least to vendor representatives." Nor does the buying 
center participant with the highest rank always have the most influence. Participants 
may influence the buying decision because they control rewards and punishments, are 
well liked, have special expertise, or have a special relationship with other important 
participants. Interpersonal factors are often very subtle. Whenever possible, business 
marketers must try to understand these factors and design strategies that take them into 
account. 

 
Individual Factors 

Each participant in the business buying-decision process brings in personal 
motives, 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. 
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The Business Buying Process 
 

Next figure lists the eight stages of the business buying process. Buyers who face a 
new-task buying situation usually go through all stages of the buying process. Buyers 
making modified or straight rebuys may skip some of the stages. We will examine these 
steps for the typical new-task buying situation. 

 
 

 
 
Stages of the business buying process   
 
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 customers to potential problems and then show how their products provide 
solutions. 
 
General Need Description 

Having recognized a need, the buyer next prepares a general need description that 
describes the characteristics and quantity of the needed item. For standard items, this 
process presents few problems. For complex items, however, the buyer may have to 
work with others—engineers, users, consultants—to define the item. The team may want 
to rank the importance of reliability, durability, price, and other attributes desired in the 



Study Text – Principles of Marketing 

 
 

94 

item. In this phase, the alert business marketer can help the buyers define their needs and 
provide information about the value of different product characteristics. 
 
Product Specification 

The buying organization next develops the item's technical product specifications, 
often with the help of a value analysis engineering team. 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 a 
computer search, or phoning 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. 

These days, many companies are viewing supplier search more as supplier 
development. These companies want to develop a system of supplier-partners that can 
help it bring more value to its customers.  

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 
qualified suppliers to submit proposals. In response, some suppliers will send only a 
catalog or a salesperson. However, when the item is complex or expensive, the buyer 
will usually require detailed written proposals or formal presentations from each 
potential supplier. 

Business marketers must be skilled in researching, writing, and presenting 
proposals in response to buyer proposal solicitations. Proposals should be marketing 
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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 suppliers. During supplier selection, the buying center often will draw up a list of the 
desired supplier attributes and their relative importance. In one survey, purchasing 
executives listed the following attributes as most important in influencing the 
relationship between supplier and customer: quality products and services, on-time 
delivery, ethical corporate behavior, honest communication, and competitive prices. 
Other important factors include repair and servicing capabilities, technical aid and 
advice, geographic location, performance history, and reputation. 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 
suppliers. Many buyers prefer multiple sources of supplies to avoid being totally 
dependent on one supplier and to allow comparisons of prices and performance of 
several suppliers overtime. 
          
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 time of delivery, 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. A blanket order eliminates the expensive process of renegotiating a purchase 
each time that stock is required. It also allows buyers to write more, but smaller, 
purchase orders, resulting in lower inventory levels and carrying costs. 

The blanket contracting leads to more single-source buying and buying to more 
items from that source. This practice locks the supplier in tighter with the buyer and 
makes it difficult for other suppliers to break in unless the buyer becomes dissatisfied 
with prices or service. 
          
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 
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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. 

We have described the stages that typically would occur in a new-task buying 
situation. The eight-stage model provides a simple view of the business buying-decision 
process. The actual process is usually much more complex. In the modified rebuy or 
straight rebuy situation, some of these stages would be compressed or bypassed. Each 
organization buys in its own way, and each buying situation has unique requirements. 
Different buying center participants may be involved at different stages of the process. 
Although certain buying-process steps usually do occur, buyers do not always follow 
them in the same order, and they may add other steps. Often, buyers will repeat certain 
stages of the process. Finally, a customer relationship might involve many different 
types of purchases 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. 
         

Business Buying on the Internet 
 

During the past few years, advances in information technology have changed the 
face of the business-to-business marketing process. Online purchasing, often called e-
procurement, is growing rapidly.  

In addition to their own Web pages on the Internet, companies are establishing 
extranets that link a company's communications and data with its regular suppliers and 
distributors. Much online purchasing also takes place on public and private online 
trading exchanges, or through reverse auctions in which sellers put its purchasing 
requests online and invite suppliers to bid for the business. 

E-procurement gives buyer access to new suppliers, lowers purchasing costs, and 
hastens order processing and delivery. In turn, business marketers can connect with 
customers online to share marketing information, sell products and services, provide 
customer support services, and maintain ongoing customer relationships. 

So far, most of the products bought online are MRO materials – maintenance, 
repair, and operations. Business-to-business e-procurement yields many benefits. First, it 
shaves transaction costs and results in more efficient purchasing for both buyers and 
suppliers. A Web-powered purchasing program eliminates the paperwork associated 
with traditional requisition and ordering procedures. On average, companies can trim the 
costs of purchased goods alone by 15 to 20 percent.  

E-procurement also reduces costs of order processing. A more efficient centralized 
purchasing platform also saves time and money. One key motivation for companie's 
massive move to online purchasing has been a desire to get rid of overlapping 
purchasing systems across its many divisions. 
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E-procurement reduces the time between order and delivery. Time savings are 
particularly dramatic for companies with many overseas suppliers.  

Finally, beyond the cost and time savings, e-procurement frees purchasing people 
to focus on more-strategic issues. For many purchasing professionals going online 
means reducing drudgery and paperwork and spending more time managing inventory 
and working creatively with suppliers. 

The rapidly expanding use of e-purchasing, however, also presents some problems. 
For example, at the same time that the Web makes it possible for suppliers and 
customers to share business data and even collaborate on product design, it can also 
erode decades-old customer-supplier relationships. Many firms are using the Web to 
search for better suppliers.  

E-purchasing can also create potential security disasters. More than 80 percent of 
companies say security is the leading barrier to expanding electronic links with 
customers and partners. Although e-mail and home banking transactions can be 
protected through basic encryption, the secure environment that businesses need to carry 
out confidential interactions is 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 computer. 
 

Institutional and Government Markets 
 

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 and government organizations. However, these two nonbusiness markets 
have additional characteristics and needs. In this final section, we address the special 
features of institutional and government markets. 
   
Institutional Markets 

The institutional market consists of schools, hospitals, nursing homes and other 
institutions that provide goods and services to people in their care. Institutions differ 
from one another in their sponsors and in their objectives.  

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. A hospital 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 
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objective is not profit. Nor is strict cost minimization the goal – patients receiving poor-
quality food will complain to others and damage the hospital's reputation. Thus, the 
hospital purchasing agent must search for institutional-food vendors whose quality 
meets or exceeds a certain minimum standard and whose prices are low. 

Many marketers set up separate divisions to meet the special characteristics and 
needs of institutional buyers.  
          
Government Markets 

The government market offers large opportunities for many companies, both big 
and small. In most countries, government organizations are major buyers of goods and 
services. 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, which is designed by the special law rules.  

Government organizations typically require suppliers to submit offers, and 
normally they award the contract to the lowest bidder. In some cases, the government 
unit will make allowance for the supplier's superior quality or reputation for completing 
contracts on time. Governments will also buy on a negotiated contract basis, primarily in 
the case of complex projects involving major R&D costs and risks, and in cases where 
there is little competition (f. e. for state police or military). 

Government organizations tend to favor domestic suppliers over foreign suppliers. 
A major complaint of multinationals operating in Europe is that each country shows 
favoritism toward its nationals in spite of superior offers that are made by foreign firms. 
The European Economic Commission is gradually removing this bias. 

Noneconomic criteria also play a growing role in government buying. Government 
buyers are asked to favor depressed business firms and areas; small business firms; 
minority-owned firms; and business firms that avoid race, sex, or age discrimination. 
Sellers need to keep these factors in mind when deciding to seek government business. 
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7 MANAGING MARKETING INFORMATION 
 
In order to produce superior value and satisfaction for customers, companies need 

information at almost every turn. Good products and marketing programs begin with a 
thorough understanding of consumer needs and wants. Companies also need an 
abundance of information 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. A company's 
information may prove to be its chief competitive advantage. Competitors can copy each 
other's equipment, products, and procedures, but they cannot duplicate the company's 
information and intellectual capital. Several companies have recently recognized this by 
appointing vice presidents of knowledge, learning, or intellectual capital. 

In today's more rapidly changing environments, managers need up-to-date 
information to make timely, high-quality decisions. In turn, with the recent explosion of 
information technologies, companies can now generate information in great quantities. 
In fact, today's managers often receive too much information. One study found that with 
all the companies offering data, and with all the information now available through 
supermarket scanners, a packaged-goods brand manager is bombarded with 1 million to 
1 billion new numbers each week. Another study found that, on average, American 
office workers spend 60 percent of their time processing information; a typical manager 
reads about a million words a week. Thus, running out of information is not a problem, 
but seeing through the "data smog" is. "In this oh-so-overwhelming Information age," 
comments one observer, "it's all too easy to be buried, burdened, and burned out by data 
overload.”  

Despite this data glut, marketers frequently complain that they lack enough 
information of the right kind. One recent study found that managers lose as much as 
three hours a day looking for the right information. Another study found that although 
half of the managers surveyed said they couldn't cope with the volume of information 
coming at them, two-thirds wanted even more. The researcher concluded that, "despite 
the volume, they're still not getting what they want." Thus, most marketing managers 
don't need more information, they need better information. Companies must design 
effective marketing information systems that give managers the right information, in the 
right form, at the right time to help them make better marketing decisions. 

A marketing information system (MIS) consists of people, equipment, and 
procedures to gather, sort, analyze, evaluate, and distribute needed, timely, and accurate 
information to marketing decision makers. Figure below 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 
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assess information needs. Next, it develops needed information from internal company 
databases, marketing intelligence activities, and marketing research. Then it helps users 
to analyze information to put it in the right form for making marketing decisions and 
managing customer relationships. Finally, the MIS distributes the marketing information 
and helps managers use it in their decision making process. 
 

 
 
The marketing information system  
 

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 or marketing services agencies. For example, TESCO Stores might give 
Procter & Gamble and other key supplier access to information on customer buying 
patterns and inventory levels. In designing an information system, the company must 
consider the needs of all of these users. 
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A good marketing information system balances the information users would like to 
have against what they really need and what is feasible to offer. The company begins by 
interviewing managers to find out what information they would like. Some managers 
will ask for whatever information they can get without thinking carefully about what 
they really need. Too much information can be as harmful as too little. Other managers 
may omit things they ought to know or may not know to ask for some types of 
information they should have. For example, managers might need to know that a 
competitor plans to introduce a new product during the coming year. Because they do 
not know about the new product, they do not think to ask about it. The MIS must 
monitor the marketing environment in order to provide decision makers with 
information they should have to make key marketing decisions. 

Sometimes the company cannot provide the needed information, either because it is 
not available or because of MIS limitations. For example, a brand manager might want 
to know how competitors will change their advertising budgets next year and how these 
changes will affect industry market shares. The information on planned budgets 
probably is not available. Even if it is, the company's MIS may not be advanced enough 
to forecast resulting changes in market shares. 

Finally, the costs of obtaining, processing, storing, and delivering information can 
mount quickly. The company must decide whether the benefits of having additional 
information are worth the costs of providing it, and both value and cost are often hard to 
assess. By itself, information has no worth; its value comes from its use. In many cases, 
additional information will do little to change or improve a manager's decision, or the 
costs of the information may exceed the returns from the improved decision. Marketers 
should not assume that additional information will always be worth obtaining. Rather, 
they should weigh carefully the costs of additional information against the benefits 
resulting from it. 

 
Developing Marketing Information 

 
Marketers can obtain the needed information from internal data, marketing 

intelligence, and marketing research. 
 
Internal Data 

Many companies build extensive internal databases, electronic collections of 
information obtained from data sources within the company. Marketing managers can 
readily access and work with information in the database to identify marketing 
opportunities and problems, plan programs, and evaluate performance. 
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Information in the database can come from many sources. The accounting 
department prepares financial statements and keeps detailed records of sales, costs, and 
cash flows. Operations reports on production schedules, shipments, and inventories. The 
sales force reports on reseller reactions and competitor activities. The marketing 
department furnishes information on customer demographics, psychographics, and 
buying behavior, and the customer service department keeps records of customer-
satisfaction or service problems. Research studies done for one department may provide 
useful information for several others. 

Internal databases usually can be accessed more quickly and cheaply than other 
information sources, but they also present some problems. Because internal information 
was collected for other purposes, it may be incomplete or in the wrong form for making 
marketing decisions. For example, sales and cost data used by the accounting 
department for preparing financial statements must be adapted for use in evaluating 
product, sales force, or channel performance. Data ages quickly; keeping the database 
current requires a major effort. In addition, a large company produces mountains of 
information, and keeping track of it all is difficult. The database information must be 
well integrated and readily accessible through user-friendly interfaces so that managers 
can find it easily and use it effectively. 
 
Marketing Intelligence 

Marketing intelligence is systematic collection and analysis of publicly available 
information about competitors and developments in the marketing environment. The 
goal of marketing intelligence is to improve strategic decision-making, assess and track 
competitors' actions, and provide early warning of opportunities and threats. 

Competitive intelligence gathering has grown dramatically as more and more 
companies are now busily snooping on their competitors. Techniques range from 
quizzing the company's own employees and benchmarking competitors' products to 
researching the Internet, lurking around industry trade shows, and rooting through rivals' 
trash bins. 

Much intelligence can be collected from people inside the rival companies – 
executives, engineers and scientists, purchasing agents, and the sales force.  

The company can also obtain important intelligence information from suppliers, 
resellers, and key customers. Or it can get good information by observing competitors. It 
can buy and analyze competitors' products, monitor their sales, check for new patents, 
and examine various types of physical evidence. For example, one company regularly 
checks out competitors' parking lots – full lots might indicate plenty of work and 
prosperity; half-full lots might suggest hard times. 

Some companies have even rifled their competitors' garbage, which is legally 
considered abandoned property once it leaves the premises. In one garbage-snatching 
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incident, Avon hired private detectives to paw through the dumpster of rival Mary Kay 
Cosmetics to search for revealing documents. An outraged Mary Kay sued to get its 
garbage back, but the dumpster had been located in a public parking lot and Avon had 
videotapes to prove it.  

Competitors may reveal intelligence information through their annual reports, 
business publications, trade-show exhibits, press releases, advertisements, and Web 
pages. The Internet is proving to be a vast new source of competitor-supplied 
information. Most companies now place volumes of information on their Web sites, 
providing details to attract customers, partners, suppliers, or franchisees.  

"In today's information age, companies are leaving a paper trail of information 
online," says an online intelligence expert. Today's managers "don't have to simply rely 
on old news or intuition when making investment and business decisions." Using 
Internet search engines, marketers can search specific competitor names, events, or 
trends and see what turns up. Intelligence seekers can also pore through any of 
thousands of online databases. Some are free.  

Facing determined marketing intelligence efforts by competitors, most companies 
are now taking countermeasures. For example, Unilever has begun widespread 
competitive intelligence training. According to a former Unilever staffer, "We were told 
how to protect information, as well as how to get it from competitors. We were warned 
to always keep our mouths shut when traveling…. We were even warned that spies from 
competitors could be posing as drivers at the mini-cab company we used." Unilever 
even performs random checks on internal security. Says the former staffer, "At one 
[internal marketing] conference, we were set up when an actor was employed to 
infiltrate the group. The idea was to see who spoke to him, how much they told him, and 
how long it took to realize that no one knew him. He ended up being there for a long 
time." 

The growing use of marketing intelligence raises a number of ethical issues. 
Although most of the preceding techniques are legal, and some are considered to be 
shrewdly competitive, some may involve questionable ethics. Clearly, companies should 
take advantage of publicly available information. However, they should not stoop to 
snoop. With all the legitimate intelligence sources now available, a company does not 
have to break the law or accepted codes of ethics to get good intelligence.          
 
Marketing Research 

In addition to information about competitor and environmental happenings, 
marketers often need formal studies of specific situations. For example, Toshiba wants 
to know how many and what kinds of people or companies will buy its new superfast 
notebook computer. In such situations, marketing intelligence will not provide the 
detailed information needed. Managers will need marketing research. 
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Marketing research is the systematic design, collection, analysis, and reporting of 
data relevant to a specific marketing situation facing an organization. Companies use 
marketing research in a wide variety of situations. For example, marketing research can 
help marketers assess market potential and market share; understand customer 
satisfaction and purchase behavior; and measure the effectiveness of pricing, product, 
distribution, and promotion activities. 

Some large companies have their own research departments that work with 
marketing managers on marketing research projects. In addition, these companies—like 
their smaller counterparts – frequently hire outside research specialists to consult with 
management on specific marketing problems and conduct marketing research studies. 
Sometimes firms simply purchase data collected by outside firms to aid in their decision 
making. 

The marketing research process (see next figure) has four steps: defining the 
problem and research objectives, developing the research plan, implementing the 
research plan, and interpreting and reporting the findings. 

 

 
 

The marketing research process 
 
Defining the Problem and Research Objectives 

Marketing managers and researchers must work closely together to define the 
problem and agree on research objectives. The manager best understands the decision 
for which information is needed; the researcher best understands marketing research and 
how to obtain the information. 

Defining the problem and research objectives is often the hardest step in the 
research process. The manager may know that something is wrong, without knowing the 
specific causes. For example, in the New Coke case, Coca-Cola defined its research 
problem too narrowly, with disastrous results. In another example, managers of a large 
discount retail store chain hastily decided that falling sales were caused by poor 
advertising. As a result, they ordered research to test the company's advertising. When 
this research showed that current advertising was reaching the right people with the right 
message, the managers were puzzled. It turned out that the real problem was that the 
chain was not delivering the prices, products, and service promised in the advertising. 
Careful problem definition would have avoided the cost and delay of doing advertising 
research. 
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After the problem has been defined carefully, the manager and researcher must set 
the research objectives. A marketing research project might have one of three types of 
objectives. 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 
process. The manager and researcher should put the statement in writing to be certain 
that they agree on the purpose and expected results of the research. 
 
Developing the Research Plan 

Once the research problems and objectives have been defined, researchers must 
determine the exact information needed, develop a plan for gathering it efficiently, and 
present the plan to management. The research plan outlines sources of existing data and 
spells out the specific research approaches, contact methods, sampling plans, and 
instruments that researchers will use to gather new data. 

Research objectives must be translated into specific information needs. For 
example, suppose Campbell decides to conduct research on how consumers would react 
to the introduction of new bowl-shaped plastic containers that it has used successfully 
for a number of its other products. The containers would cost more but would allow 
consumers to heat the soup in a microwave oven without adding water or milk and to eat 
it without using dishes. This research might call for the following specific information: 

§ The demographic, economic, and lifestyle characteristics of current soup users. 
(Busy working couples might find the convenience of the new packaging 
worth the price; families with children might want to pay less and wash the 
pan and bowls.)  

§ Consumer-usage patterns for soup: how much soup they eat, where, and when. 
(The new packaging might be ideal for adults eating lunch on the go, but less 
convenient for parents feeding lunch to several children.)  

§ Retailer reactions to the new packaging. (Failure to get retailer support could 
hurt sales of the new package.)  

§ Consumer attitudes toward the new packaging. (The red-and-white Campbell 
can has become an American institution – will consumers accept the new 
packaging?)  
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§ Forecasts of sales of both new and current packages. (Will the new packaging 
increase Campbell's profits?)  

 
Campbell managers will need these and many other types of information to decide 

whether to introduce the new packaging. 
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 and 
the research objectives, the information to be obtained, and the way the results will help 
management decision making. The proposal also should include research costs. 

To meet the manager's information needs, the research plan can call for gathering 
secondary data, primary data, or both. Secondary data consist of information that already 
exists somewhere, having been collected for another purpose. Primary data consist of 
information collected for the specific purpose at hand. 
 
Gathering Secondary Data 

Researchers usually start by gathering secondary data. The company's internal 
database provides a good starting point. However, the company can also tap a wide 
assortment of external information sources, including commercial data services and 
government sources. 

Companies can buy secondary data reports from outside suppliers. Secondary data 
can usually be obtained more quickly and at a lower cost than primary data. For 
example, an Internet or online database search might provide all the information 
Campbell needs on soup usage, quickly and at low cost. A study to collect primary 
information might take weeks or months and cost thousands of dollars or euros. Also, 
secondary sources sometimes can provide data an individual company cannot collect on 
its own—information that either is not directly available or would be too expensive to 
collect.  

Secondary data can also present problems. The needed information may not exist—
researchers can rarely obtain all the data they need from secondary sources. For 
example, Campbell will not find existing information about consumer reactions to new 
packaging that it has not yet placed on the market. Even when data can be found, they 
might not be very usable. The researcher must evaluate secondary information carefully 
to make certain it is relevant (fits research project needs), accurate (reliably collected 
and reported), current (up-to-date enough for current decisions), and impartial 
(objectively collected and reported). 
 



Study Text – Principles of Marketing 

 
 

107 

Primary Data Collection 
Secondary data provide a good starting point for research and often help to define 

problems and research objectives. In most cases, however, the company must also 
collect primary data. Just as researchers must carefully evaluate the quality of secondary 
information, they also must take great care when collecting primary data to make sure 
that it will be relevant, accurate, current, and unbiased. Table below shows that 
designing a plan for primary data collection calls for a number of decisions on research 
approaches, contact methods, sampling plan, and research instruments. 
 

Research 
Methods 

Contact 
Plan 

Sampling 
Instruments Research Approaches 

Observation Mail Sampling unit Questionnaire 
Survey Telephone Sample size Mechanical Instruments 
Experiment Personal Sampling procedure  
 Online    

 
Planning Primary Data Collection   
RESEARCH APPROACHES    Research approaches for gathering primary data 
include observation, surveys, and experiments. Observational research involves 
gathering primary data by observing relevant people, actions, and situations. For 
example, a consumer packaged-goods marketer might visit supermarkets and observe 
shoppers as they browse the store, pick up products and examine packages, and make 
actual buying decisions. Or a bank might evaluate possible new branch locations by 
checking traffic patterns, neighborhood conditions, and the location of competing 
branches. A wide range of companies use now ethnographic research—which combines 
intensive observation with customer interviews—to gain deep insights into how 
customers buy and live with their products. 

B2B marketers also employ observation in their marketing research. For example, 
company Steelcase used it to help design new office furniture for use by work teams. 

To learn firsthand how teams actually operate, it set up video cameras at various 
companies and studied the tapes, looking for motions and behavior patterns that 
customers themselves might not even notice. It found that team work best when they can 
do some work together and some privately. So Steelcase designed highly successful 
modular office units called Personal Harbor. These units are "rather like telephone 
booths in size and shape." They can be arranged around a common space where a team 
works, letting people work together but also alone when necessary.  

Many companies collect data through mechanical observation via machine or 
computer. For example, the Nielsen Media Research attaches people meters to television 
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sets in selected homes to record who watches which programs. This research equipment 
is used also in Slovakia and we know it as “peoplemeter”. Other companies use 
checkout scanners to record shoppers' purchases so that manufacturers and retailers can 
assess product sales and store performance.  

Observational research can obtain information that people are unwilling or unable 
to provide. In some cases, observation may be the only way to obtain the needed 
information. In contrast, some things simply cannot be observed, such as feelings, 
attitudes and motives, or private behavior. Long-term or infrequent behavior is also 
difficult to observe. Because of these limitations, researchers often use observation 
along with other data collection methods. 

Survey research, the most widely used method for primary data collection, is the 
approach best suited for gathering descriptive information. A company that wants to 
know about people's knowledge, attitudes, preferences, or buying behavior can often 
find out by asking them directly. 

Some firms provide marketers with a more comprehensive look at buying patterns 
through single-source data systems. These systems start with surveys of huge consumer 
panels – carefully selected groups of consumers who agree to participate in ongoing 
research. Then, they electronically monitor survey respondents' purchases and exposure 
to various marketing activities. Combining the survey and monitoring information gives 
a better understanding of the link between consumer characteristics, attitudes, and 
purchase behavior. 

The major advantage of survey research is its flexibility – it can be used to obtain 
many different kinds of information in many different situations. However, survey 
research also presents some problems. Sometimes people are unable to answer survey 
questions because they cannot remember or have never thought about what they do and 
why. People may be unwilling to respond to unknown interviewers or about things they 
consider private. Respondents may answer survey questions even when they do not 
know the answer, in order 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 may resent the intrusion into their privacy. 

Whereas observation is best suited for exploratory research and surveys for 
descriptive research, experimental research is best suited for gathering causal 
information. Experiments involve selecting matched groups of subjects, giving them 
different treatments, controlling unrelated factors, and checking for differences 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 
experiments 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. 
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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, by telephone, via 
personal interview, or online. Next table shows the strengths and weaknesses of each of 
these contact methods. 

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 the respondent's answers. However, mail 
questionnaires are not very flexible – all respondents answer the same questions in a 
fixed order. Mail surveys usually take longer to complete and the response rate—the 
number of people returning completed questionnaires – is often very low. Finally, the 
researcher often has little control over the mail questionnaire sample. Even with a good 
mailing list, it is hard to control who at the mailing address fills out the questionnaire. 

Telephone interviewing is the one of the best methods for gathering information 
quickly, and it provides greater flexibility than mail questionnaires. Interviewers can 
explain difficult questions and, depending on the answers they receive, skip some 
questions or probe on 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 questionnaires. Also, people may not want to discuss personal questions with an 
interviewer. The method also introduces interviewer bias – the way interviewers talk, 
how they ask questions, and other differences may affect respondents' answers. Finally, 
different interviewers may interpret and record responses differently, and under time 
pressures some interviewers might even cheat by recording answers without asking 
questions. 

 Mail Telephone Personal Online 
Flexibility Poor Good Excellent Good 
Quantity of data that 
can be collected 

Good Fair Excellent Good 

Control of interviewer effects Excellent Fair Poor Fair 
Control of sample Fair Excellent Fair Poor 
Speed of data collection Poor Excellent Good Excellent 
Response rate Fair Good Good Good 
Cost Good Fair Poor Excellent 

Strengths and Weaknesses of Contact Methods 
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Personal interviewing takes two forms – individual 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 interviews, explain difficult questions, and explore issues as the situation requires. 
They can show subjects actual products, advertisements, or packages and observe 
reactions and behavior. However, individual personal interviews may cost three to four 
times as much as telephone interviews. 

Group interviewing consists of inviting 6 to 10 people to talk with a trained 
moderator about a product, service, or organization. Participants normally are paid a 
small sum for attending. The moderator encourages free and easy discussion, hoping that 
group interactions will bring out actual feelings and thoughts. At the same time, the 
moderator "focuses" the discussion—hence the name focus group interviewing. The 
comments are recorded in writing or on videotape for later study. 

Focus group interviewing has become one of the major marketing research tools for 
gaining insight into consumer thoughts and feelings. However, focus group studies 
usually employ small sample sizes to keep time and costs down, and it may be hard to 
generalize from the results. Because interviewers have more freedom in personal 
interviews, the problem of interviewer bias is greater. 

Today, modern communications technology is changing the way that focus groups 
are conducted: 

Videoconferencing links, television monitors, remote-control cameras, and digital 
transmission are boosting the amount of focus group research done over long-distance 
lines. In a typical videoconferencing system, two cameras focused on the group are 
controlled by clients who hold a remote keypad. Executives in a far-off boardroom can 
zoom in on faces and pan the focus group at will. A two-way sound system connects 
remote viewers to the backroom, focus group room, and directly to the monitor's 
earpiece. Recently, while testing new product names in one focus group, the client's 
creative director had an idea and contacted the moderator, who tested the new name on 
the spot.  

Another form of interviewing is computer-assisted interviewing, a contact method, 
in which respondents sit at computers, read questions on the screen, and type in their 
own answers while an interviewer is present. The computers might be located at a 
research center, trade show, shopping mall, or retail location. 

The latest technology to hit marketing research is the Internet. Increasingly, 
marketing researchers are collecting primary data through online (Internet) marketing 
research – internet surveys, experiments, and online focus groups.  

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 to represent the population as a whole. 
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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.  
q First, who is to be surveyed (what sampling unit)? The answer to this question 

is not always obvious. For example, to study the decision-making process for a family 
automobile purchase, should the researcher interview the husband, wife, other family 
members, dealership salespeople, or all of these? The researcher must determine what 
information is needed and who is most likely to have it. 

q Second, how many people should be surveyed (what sample size)? Large 
samples give more-reliable results than small samples. It is not necessary to sample the 
entire target market or even a large portion to get reliable results, however. If well 
chosen, samples of less than 1 percent of a population can often give good reliability. 

q Third, how should the people in the sample have to be chosen (what sampling 
procedure)? Table describes different kinds of samples. Using probability samples, each 
population member has a known chance of being included in the sample, and researchers 
can calculate confidence limits for sampling error. But when probability sampling costs 
too much or takes too much time, marketing researchers often take nonprobability 
samples, even though their sampling error cannot be measured. These varied ways of 
drawing samples have different costs and time limitations as well as different accuracy 
and statistical properties. Which method is best depends on the needs of the research 
project. 

 Probability Sample 
Simple random 
sample 

Every member of the population has a known and 
equal chance of selection. 

Stratified random 
sample 

The population is divided into mutually exclusive 
groups (such as age groups), and random samples 
are drawn from each group. 

Cluster (area) 
sample 

The population is divided into mutually exclusive 
groups (such as blocks), and the researcher draws 
a sample of the groups to interview. 

 Nonprobability Sample 
Convenience 
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. 

Judgment sample The researcher finds and interviews a prescribed number of 
people in each of several categories. 

Types of Samples 
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RESEARCH INSTRUMENTS    In collecting primary data, marketing researchers 
have a choice of two main research instruments—the questionnaire and mechanical 
devices. The questionnaire is by far the most common instrument, whether administered 
in person, by phone, or online. 

Questionnaires are very flexible – there are many ways to ask questions. Closed-
ended questions include all the possible answers, and subjects make choices among 
them. Examples include multiple-choice questions and scale questions. Open-ended 
questions allow respondents to answer in their own words. In a survey of airline users, 
Lufthansa might simply ask, "What is your opinion of Lufthansa?" 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-ended questions often reveal more 
than closed-ended questions because respondents are not limited in their answers. Open-
ended questions are especially useful in exploratory research, when the researcher is 
trying to find out what people think but not measuring how many people think in a 
certain way. Closed-ended 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, unbiased wording. Questions should be arranged in a logical 
order. The first question should create interest if possible, and difficult or personal 
questions should be asked last so that respondents do not become defensive. A carelessly 
prepared questionnaire usually contains many errors. 

Although questionnaires are the most common research instrument, researchers 
also use mechanical instruments to monitor consumer behavior, such as supermarket 
scanners and people meters. Other mechanical devices measure subjects' physical 
responses. For example, a galvanometer detects the minute degree of sweating that 
accompanies emotional arousal. It can be used to measure the strength of interest or 
emotions aroused by a subject's exposure to marketing stimuli such as an ad or product. 
Eye cameras are used to study respondents' eye movements to determine at what points 
their eyes focus first and how long they linger on a given item.  

Machine response to facial expressions that indicate emotions will soon be a 
commercial reality. The technology discovers underlying emotions by capturing an 
image of a user's facial features and movements – especially around the eyes and 
mouth—and comparing the image against facial feature templates in a database.  
 
Implementing the Research Plan 

The researcher next puts the marketing research plan into action. This involves 
collecting, processing, and analyzing the information. Data collection can be carried out 
by the company's marketing research staff or by outside firms. The data collection phase 
of the marketing research process is generally the most expensive and the most subject 
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to error. Researchers should watch closely to make sure that the plan is implemented 
correctly. They must guard against problems with contacting respondents, with 
respondents who refuse to cooperate or who give biased answers, and with interviewers 
who make mistakes or take shortcuts. 

Researchers must process and analyze the collected data to isolate important 
information and findings. They need to check data for accuracy and completeness and 
code it for analysis. The researchers then tabulate the results and compute averages and 
other statistical measures. 
 
Interpreting and Reporting the Findings 

The market researcher must now interpret the findings, draw conclusions, and 
report them to management. The researcher should not try to overwhelm managers with 
numbers and fancy statistical techniques. Rather, the researcher should present important 
findings that are useful in making the major decisions faced by management. 

However, interpretation should not be left only to the researchers. They are often 
experts in research design and statistics, but the marketing manager knows more about 
the problem and the decisions that must be made. The best research is meaningless if the 
manager blindly accepts faulty interpretations from the researcher. Similarly, managers 
may be biased—they might tend to accept research results that show what they expected 
and to 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 interpreting research results, and both must share responsibility 
for the research process and resulting decisions. 

 
Analyzing Marketing Informaton 

 
Information gathered in internal databases and through marketing intelligence and 

marketing research usually requires more analysis. And managers may need help in 
applying the information to their marketing problems and decisions. This help may 
include advanced statistical analysis to learn more about both the relationships within a 
set of data and their statistical reliability. Such analysis allows managers to go beyond 
means and standard deviations in the data and to answer questions about markets, 
marketing activities, and outcomes. 

Information analysis might also involve a collection of analytical models that will 
help marketers make better decisions. Each model represents some real system, process, 
or outcome. These models can help answer the questions of what if and which is best. 
Marketing scientists have developed numerous models to help marketing managers 
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make better marketing mix decisions, design sales territories and sales call plans, select 
sites for retail outlets, develop optimal advertising mixes, and forecast new-product 
sales. 
 
CUSTOMER RELATIONSHIP MANAGEMENT (CRM) 

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, 
Web site visits, satisfaction surveys, credit and payment interactions, market research 
studies – every contact between the customer and the company. 

The trouble is that this information is usually scattered widely across the 
organization. It is buried deep in the separate databases, plans, and records of many 
different company functions and 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 in order to maximize customer loyalty. In recent years, there has been an 
explosion in the number of companies using CRM.  

CRM consists of sophisticated software and analytical tools 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 to provide a 360-degree view of the 
customer relationship. It pulls together, analyzes, and provides easy access to customer 
information from all of the various touch points. Companies use CRM analysis to assess 
the value of individual customers, identify the best ones to target, and customize the 
company's products and interactions to each customer. 

CRM analysts develop data warehouses and use sophisticated data mining 
techniques to unearth the riches hidden in customer data. A data warehouse is a 
companywide electronic storehouse of customer information—a centralized database of 
finely detailed customer data that needs to be sifted through for gems. The purpose of a 
data warehouse is not to gather information—many companies have already amassed 
endless stores of information about their customers. Rather, the purpose is to allow 
managers to integrate the information the company already has. Then, once the data 
warehouse brings the data together for analysis, the company uses high-powered data-
mining techniques to sift through the mounds of data and dig out interesting 
relationships and findings about customers. 

Companies can gain many benefits from customer relationship management. By 
understanding customers better, they can provide higher levels of customer service and 
develop deeper customer relationships. They can use CRM to pinpoint high-value 
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customers, target them more effectively, cross-sell the company's products, and create 
offers tailored to specific customer requirements. Consider the following example: 

Ping, the golf equipment manufacturer, has used CRM successfully for about two 
years. Its data warehouse contains customer-specific data about every golf club it has 
manufactured and sold for the past 15 years. The database, which includes grip size and 
special assembly instructions, helps Ping design and build golf clubs specifically for 
each of its customers and allows for easy replacement. If a golfer needs a new nine iron, 
for example, he can call in the serial number and Ping will ship an exact club to him 
within two days of receiving the order—a process that used to take two to three 
weeks…. This faster processing of data has given Ping a competitive edge in a market 
saturated with new products. "We've been up; the golf market has been down," says 
Steve Bostwick, Ping's marketing manager. Bostwick estimates the golf market to be 
down about 15 percent, but he says Ping has experienced double-digit growth. 
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8 THE COMPANY AND MARKETING STRATEGY 
 
The hard task of selecting an overall company strategy for long-run survival and 

growth is called strategic planning. 
In this chapter, we look first at the organization’s overall strategic planning. Next, 

we discuss how marketers, guided by the strategy plan, work closely with others inside 
and outside the firm to serve customers. Finally, we examine the marketing management 
process – how marketers go about choosing target markets and building profitable 
customer relationships. 

Strategic Planning 
   

Each company must find the game plan 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 between the organization’s 
goals and capabilities and its changing marketing opportunities. 

Strategic planning sets the stage for the rest of the 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 constantly changing environment. 

At the corporate level, the company starts the strategic planning process by 
defining its overall purpose and mission (see figure below). This mission then is turned 
into detailed supporting objectives that guide the whole company. Next, headquarters 
decides what portfolio 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 departmental plans that support the companywide plan. Thus, marketing 
planning occurs at the business-unit, product, and market levels, supporting company 
strategic planning with more detailed planning for specific marketing opportunities. 
 

 
 
Steps in strategic planning 
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Defining a Market-Oriented Mission 
An organization exists to accomplish something. At first, it has a clear purpose or 

mission, but over time its mission may become unclear as the organization grows, adds 
new products and markets, or faces new conditions in the environment. When 
management senses that the organization is drifting, it must renew its search for purpose. 
It is time to ask: What is our business? Who is the customer? What do consumers value? 
What should our business be? These simple sounding questions are among the most 
difficult the company will ever have to answer. Successful companies continuously raise 
these questions and answer them carefully and completely. 

 
Market-Oriented Business Definitions  

Company Product-Oriented 
Definition 

Market-Oriented Definition 

Amazon.com We sell books, videos, 
CDs, toys, 
consumerelectronics, 
hardware, housewares, 
and other products. 

We make the Internet buying experience fast, 
easy, and enjoyable – we’re the place where you 
can find and discover anything you want to buy 
online. 

Disney We run theme parks. We create fantasies – a place where America still 
works the way it’s supposed to. 

eBay We hold online 
auctions. 

We connect individual buyers and sellers in the 
world’s online marketplace, a unique Web 
community in which they can shop around, have 
fun, and get to know each other. 

Home Depot We sell tools and 
home repair and 
improvement items. 

We provide advice and solutions that transform 
ham-handed homeowners into Mr. and Mrs. Fixits. 

Nike We sell shoes. We help people experience the emotion of 
competition, winning, and crushing competitors. 

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

Ritz-Carlton Hotels We rent rooms. We create the Ritz-Carlton experience – one that 
enlivens the senses, instills well-being, and fulfills 
even the unexpressed wishes and needs of our 
guests. 

Wal-Mart We run discount 
stores. 

We deliver low prices, every day. 
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Many organizations develop formal mission statements that answer these questions. 
A mission statement is a statement of the organization’s purpose – what it wants to 
accomplish in the larger environment. A clear mission statement acts as an “invisible 
hand” that guides people in the organization. 

Some companies define their missions in product or technology terms (“We make 
and sell furniture” or “We are a chemical processing firm”). But mission statements 
should be market oriented. 

A market-oriented mission statement defines the business in terms of satisfying 
basic customer needs. For example, 3M does more than just make adhesives, scientific 
equipment, and health care products. It solves people’s problems by putting innovation 
to work for them. Next table provides several other examples of product-oriented versus 
market-oriented business definitions. 

Management should avoid making its mission too narrow or too broad. A pencil 
manufacturer that says it is in the communication equipment business is stating its 
mission too broadly. Missions should be realistic. Singapore Airlines would be deluding 
itself if it adopted the mission to become the world’s largest airline. Missions should 
also be specific. Many mission statements are written for public relations purposes and 
lack specific, workable guidelines.  

Missions should fit the market environment. The Girl Scouts of America would not 
recruit successfully in today’s environment with its former mission: “to prepare young 
girls for motherhood and wifely duties.” The organization should base its mission on its 
distinctive competencies. McDonald’s could probably enter the solar energy business, 
but that would not take advantage of its core competence – providing low cost food and 
fast service to large groups of customers. 

Finally, mission statements should be motivating. A company’s mission should not 
be stated as making more sales or profits—profits are only a reward for undertaking a 
useful activity. A company’s employees need to feel that their work is significant and 
that it contributes to people’s lives.  
 
Setting Company Objectives and Goals 

The company’s mission needs to be turned into detailed supporting objectives for 
each level of management. Each manager should have objectives and be responsible for 
reaching them. For example, Monsanto operates in many businesses, including 
agriculture, pharmaceuticals, and food products. The company defines its mission as 
creating “abundant food and a healthy environment.” It seeks to help feed the world’s 
exploding population while at the same time sustaining the environment. 
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This mission leads to a hierarchy of objectives, including business objectives and 
marketing objectives. Monsanto’s overall objective is to create environmentally better 
products and get them to market faster at lower costs. For its part, the agricultural 
division’s objective is to increase agricultural productivity and reduce chemical 
pollution by researching new pest- and disease-resistant crops that produce higher yields 
without chemical spraying. But research is expensive and requires improved profits to 
plow back into research programs. So improving profits becomes another major 
Monsanto objective. Profits can be improved by increasing sales or reducing costs. Sales 
can be increased by improving the company’s share of the U.S. market, by entering new 
foreign markets, or both. These goals then become the company’s current marketing 
objectives. 

Marketing strategies must be developed to support these marketing objectives. To 
increase its U.S. market share, Monsanto might increase its products’ availability and 
promotion. To enter new foreign markets, the company may cut prices and target large 
farms abroad. These are its broad marketing strategies. Each broad marketing strategy 
must then be defined in greater detail. For example, increasing the product’s promotion 
may require more salespeople and more advertising; if so, both requirements will have 
to be spelled out. In this way, the firm’s mission is translated into a set of objectives for 
the current period. 

 
Designing the Business Portfolio 

Guided by the company’s mission statement and objectives, management now must 
plan its business portfolio—the collection of businesses and products that make up the 
company. The best business portfolio is the one that best fits the company’s strengths 
and weaknesses to opportunities in the environment. Business portfolio planning 
involves two steps. First, the company must analyze its current business portfolio and 
decide 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 

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

Management’s first step is to identify the key businesses making up the company. 
These can be called the strategic business units. A strategic business unit (SBU) is a unit 
of the company that has a separate mission and objectives and that can be planned 
independently from other company businesses. An SBU can be a company division, a 
product line within a division, or sometimes a single product or brand. 
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The next step in business portfolio analysis calls for management to assess the 
attractiveness of its various SBUs and decide how much support each deserves. Most 
companies are well advised to “stick to their knitting” when designing their business 
portfolios. It’s usually a good idea to focus on adding products and businesses that fit 
closely with the firm’s core philosophy and competencies. However, some companies 
have excelled with broad, widely diversified portfolios. An excellent example is General 
Electric. Through skillful management of its portfolio of businesses, General Electric 
has grown to be one of the world’s largest and most profitable companies. Over the past 
two decades, GE has shed many low-performing businesses, such as air-conditioning 
and housewares. It kept only those businesses that could be number one or number two 
in their industries.  

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. Thus, 
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 Boston Consulting Group, a leading management consulting firm. 

THE BOSTON CONSULTING GROUP APPROACH    Using the Boston 
Consulting Group (BCG) approach, a company classifies all its SBUs according to the 
growth-share matrix shown in next figure. On the vertical axis, market growth rate 
provides a measure of market attractiveness. On the horizontal axis, relative market 
share serves as a measure of company strength in the market. The growth-share matrix 
defines four types of SBUs: 

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

§ Cash cows. Cash cows are low-growth, high-share businesses or products. 
These established and successful SBUs need less investment to hold their 
market share. Thus, they produce a lot of cash that the company uses to pay its 
bills and to support other SBUs that need investment. 

§ 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. 

§ 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. 
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The BCG growth-share matrix 
 

The ten circles in the growth-share matrix represent a company’s ten current SBUs. 
The company has two stars, two cash cows, three question marks, and three dogs. The 
areas of the circles are proportional to the SBU’s dollar sales. This company is in fair 
shape, although not in good shape. It wants to invest in the more promising question 
marks to make them stars and to maintain the stars so that they will become cash cows 
as their markets mature. Fortunately, it has two good-sized cash cows. Incomes 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. 
The picture would be worse if the company had no stars, if it had too many dogs, or if it 
had only one weak cash cow. 

Once it has classified its SBUs, the company must determine what role each will 
play in the future. One of four strategies can be pursued for each SBU. The company can 
invest more in the business unit in order 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, the company 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. Each SBU 
has a life cycle. 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, 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 approaches have limitations. 
They can be difficult, time-consuming, and costly to implement. Management may find 
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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. 

Formal planning approaches can also place too much emphasis on market-share 
growth or growth through entry into attractive new markets. Using these approaches, 
many companies plunged into unrelated and new high-growth businesses that they did 
not know how to manage – with very bad results. At the same time, these companies 
were often too quick to abandon, sell, or milk to death their healthy mature businesses. 
As a result, many companies that diversified too broadly in the past now are narrowing 
their focus and getting back to the basics of serving one or a few industries that they 
know best. 

Because of such problems, many companies have dropped formal matrix methods 
in favor of more customized approaches that are better suited to their specific situations. 
Unlike former strategic-planning efforts, which 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 managers who are close to their markets. Some teams even 
include customers and suppliers in their strategic-planning processes. 
 
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. “Growth is pure oxygen,” states one executive. “It creates a vital, 
enthusiastic corporation where people see genuine opportunity.” At the same time, a 
firm must be careful not to make growth itself an objective. The company’s objective 
must be “profitable growth.” 

Marketing has the main responsibility for achieving profitable growth for the 
company. Marketing must identify, evaluate, and select market opportunities and lay 
down strategies for capturing them. One useful device for identifying growth 
opportunities is the product/market expansion grid, shown in figure at next page. We 
apply it here to Starbucks. 

First, Starbucks management might consider whether the company can achieve 
deeper market penetration – making more sales to current customers without changing 
its products. It might add new stores in current market areas to make it easier for more 
customers to visit. Improvements in advertising, prices, service, menu selection, or store 
design might encourage customers to stop by more often or to buy more during each 
visit. For example, Starbucks recently introduced a company debit card, which lets 
customers prepay for coffee and snacks or give the gift of Starbucks to family and 
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friends. Customers using the card move through stores faster and return more often. 
Starbucks also began adapting its menu to local tastes around the country. 

In the South, where customers tend to come later in the day and linger for a bit, 
meant adding more appealing dessert offerings, as well as designing larger, more 
comfortable locations. In Atlanta, Starbucks opened bigger stores with such amenities as 
couches and outdoor tables, so that people would feel comfortable hanging out, 
especially in the evening. Building on its Atlanta experience, Starbucks is tailoring its 
stores to local tastes around the country. That’s why you find café au lait as well as 
toasted items in New Orleans, neither of which is available elsewhere in the country.  
 

 
The product/market expansion grid 

       
Basically, Starbucks would like to increase patronage by current customers and 

attract competitors’ customers to Starbucks shops. 
Second, Starbucks management might consider possibilities for market 

development – identifying and developing new markets for its current products. For 
instance, managers could review new demographic markets. Perhaps new groups – such 
as senior consumers or ethnic groups – could be encouraged to visit Starbucks coffee 
shops for the first time or to buy more from them. Managers also could review new 
geographical markets. Starbucks is expanding swiftly into new U.S. markets. It is also 
developing its international markets, with stores popping up rapidly in Asia, Europe, 
Australia, and Latin and South America. 

Third, management could consider product development—offering modified or 
new products to current markets. For example, Starbucks has increased its food offerings 
in an effort to bring customers into its stores during the lunch and dinner hours and to 
increase the amount of the average customer’s sales ticket. The company has also 
partnered with other firms to sell coffee in supermarkets and to extend its brand to new 
products, such as coffee ice cream (with Dreyer’s) and bottled coffee drinks (with 
PepsiCo). 

Fourth, Starbucks might consider diversification. It could start up or buy businesses 
outside of its current products and markets. For example, Starbucks is testing two new 
restaurant concepts – Café Starbucks and Circadia – in an effort to offer new formats to 
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related but new markets. It has also introduced a Hear Music brand of compilation CDs. 
In a more extreme diversification, Starbucks might consider leveraging its strong brand 
name by making and marketing a line of branded casual clothing consistent with the 
“Starbucks experience.” However, this would probably be unwise. Companies that 
diversify too broadly into unfamiliar products or industries can lose their market focus, 
something that some critics are already concerned about with Starbucks. 

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 abandon products or markets. The market environment might change, making some of 
the company’s product or markets less profitable. This might happen during an 
economic recession or when a strong competitor opens next door. The firm may have 
grown too fast or entered areas where it lacks experience. This can occur when a firm 
enters too many foreign markets without the proper research or when a company 
introduces new products that do not offer superior customer value. Finally, some 
products or business units just age and die. 

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

Many discussions of strategic planning focus on large corporations with many 
divisions and products. However, small businesses can also benefit from sound strategic 
planning. Whereas most small ventures start out with extensive business and marketing 
plans used to attract potential investors, strategic planning often falls by the wayside 
once the business gets going. Entrepreneurs and presidents of small companies are more 
likely to spend their time “putting out fires” than planning. But what does a small firm 
do when it finds that it has taken on too much debt, when its growth is exceeding 
production capacity, or when it’s losing market share to a competitor with lower prices? 
Strategic planning can help small business managers to anticipate such situations and 
determine how to prevent or handle them. 

The planning process, which hinges on an assessment of the company, its place in 
the market, and its goals, includes the following steps. 

1. Identify the major elements of the business environment in which the 
organization has operated over the past few years.  

2. Describe the mission of the organization in terms of its nature and function for 
the next two years.  

3. Explain the internal and external forces that will impact the mission of the 
organization.  
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4. Identify the basic driving force that will direct the organization in the future.  
5. Develop a set of long-term objectives that will identify what the organization 

will become in the future.  
6. Outline a general plan of action that defines the logistical, financial, and 

personnel factors needed to integrate the long-term objectives into the total 
organization.  

 
 Clearly, strategic planning is crucial to a small company’s future.  
 

Planning Marketing: Partnering to Build Customer Relationships 
 

The company’s strategic plan establishes what kinds of businesses the company 
will be in and its objectives for each business. Then, within each business unit, more 
detailed planning takes place. The major functional departments in each unit—
marketing, finance, accounting, 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 
that 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 by assessing the firm’s potential 
to take advantage 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 carry them out profitably. 

Customer value and satisfaction are important ingredients in the marketer’s formula 
for success. However, as we noted in Chapter 1, marketers alone cannot produce 
superior value for customers. Although it plays a leading role, marketing can be only a 
partner in attracting, keeping, and growing customers. In addition to customer 
relationship management, marketers must also practice partner relationship 
management. They must work closely with partners in other company departments to 
form an effective value chain that serves the customer. Moreover, they must partner 
effectively with other companies in the marketing system to form a competitively 
superior value-delivery network. We now take a closer look at the concepts of a 
company value chain and value-delivery network. 
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Partnering with Others in the Company 
Each company department can be thought of as a link in the company’s value 

chain. That is, each department carries out value-creating activities to design, produce, 
market, deliver, and support the firm’s products. The firm’s success depends not only on 
how well each department performs its work but also on how well the activities of 
various departments are coordinated. 

For example, Wal-Mart’s goal is to create customer value and satisfaction by 
providing shoppers with the products they want at the lowest possible prices. Marketers 
at Wal-Mart play an important role. They learn what customers need and want and aid 
Wal-Mart merchants as they endeavor to stock the store’s shelves with the desired 
products at unbeatable low prices. Marketers prepare advertising and merchandising 
programs and assist shoppers with customer service. Through these and other activities, 
Wal-Mart’s marketers help deliver value to customers. However, the marketing 
department needs help from the company’s other departments. Wal-Mart’s ability to 
offer the right products at low prices depends on the purchasing department’s skill in 
tracking down the needed suppliers and buying from them at low cost. Similarly, Wal-
Mart’s information technology department must provide fast and accurate information 
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. Success depends on 
how well each department performs its work of adding value for customers and on how 
well the activities of various departments are coordinated. At Wal-Mart, if purchasing 
can’t wring 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 lowest prices. 

Ideally, then, a company’s different functions should work in harmony to produce 
value for consumers. But, in practice, departmental relations are full of conflicts and 
misunderstandings. The marketing department takes the consumer’s point of view. But 
when marketing tries to develop customer satisfaction, it can cause other departments to 
do a poorer job in their terms. Marketing department actions can increase purchasing 
costs, disrupt production schedules, increase inventories, and create budget headaches. 
Thus, the other departments may resist the marketing department’s efforts. 

Marketing management can best gain support for its goal of customer satisfaction 
by working to understand the company’s other departments. Marketing managers need 
to work closely with managers of other functions to develop a system of functional plans 
under which the different departments can work together to accomplish the company’s 
overall strategic objectives. 
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Partnering with Others in the Marketing System 
In its quest to create customer value, the firm needs to look beyond its own value 

chain and into the value chains of its suppliers, distributors, and, ultimately, customers. 
Consider McDonald’s. McDonald’s 30,000 restaurants worldwide serve more than 46 
million customers daily, capturing a 43 percent share of the burger market. People do 
not swarm to McDonald’s only because they love the chain’s hamburgers. In fact, 
consumers typically rank McDonald’s behind Burger King and Wendy’s in taste. 
Consumers flock to the McDonald’s system, not just to its food products. Throughout 
the world, McDonald’s finely tuned system delivers a high standard of what the 
company calls 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 deliver exceptionally high customer value. 
         

The Marketing Process 
The strategic plan defines the company’s overall mission and objectives. 

Marketing’s role and activities are shown in next figure, which summarizes the entire 
marketing process and the forces influencing company marketing strategy. 

Consumers stand in the center. The goal is to build strong and profitable 
relationships with customers. As a first step, through market segmentation, targeting, 
and positioning, the company decides which customers it will serve and how. It 
identifies the total market, then divides it into smaller segments, selects the most 
promising segments, and focuses on serving and satisfying these segments.  

 
The marketing process 
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Next, the company designs a marketing mix made up of factors under its control—

product, price, place, and promotion. To find the best marketing mix and put it into 
action, 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 element in the 
marketing process. In later chapters, we will discuss each element in more depth.          
 

Relationships with Consumers 
To succeed in today’s competitive marketplace, companies must be customer 

centered, winning customers from competitors, then keeping and growing them by 
delivering greater value. But before it can satisfy consumers, a company must first 
understand their needs and wants. Thus, sound marketing requires a 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. And most companies are in a 
position to serve some segments 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 three steps: market segmentation, target 
marketing, and market positioning. 
 
Market Segmentation 

The market consists of many types of customers, products, and needs. The marketer 
has to determine which segments offer the best opportunity for achieving company 
objectives. 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 behavior 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 male and 
female users of pain relievers 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 choose the biggest, 
most comfortable car regardless of price make up one market segment. Customers 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. 
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Companies are wise to focus their efforts on meeting the distinct needs of individual 
market segments. 
 
Target Marketing 

After a company has defined market segments, it can enter one or many segments 
of a given market. Target marketing involves evaluating each market segment’s 
attractiveness and selecting one or more segments to enter. A company should target 
segments in which it can generate the greatest customer value profitably and sustain it 
over time. A company with limited resources might decide to serve only one or a few 
special segments or “market niches.” This strategy limits sales but can be very 
profitable. Or a company might choose to serve several related segments—perhaps those 
with different kinds of customers but with the same basic wants. A large company might 
also decide to offer a complete range of products to serve all market segments. 

Most companies enter a new market by serving a single segment, and if this proves 
successful, they add segments. Large companies eventually seek full market coverage. 
They want to be the General Motors of their industry. GM says that it makes a car for 
every “person, purse, and personality.” The leading company normally has different 
products designed to meet the special needs of each segment. 
 
Market Positioning 
 

After a company has decided which market segments to enter, it must decide what 
positions it wants to occupy in those segments. A product’s position is the place the 
product occupies relative to competitors 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. 

Market positioning is arranging for a product to occupy a clear, distinctive, and 
desirable place relative to competing products in the minds of target consumers. Thus, 
marketers plan positions that distinguish their products from competing brands and give 
them the greatest strategic advantage in their target markets. For example, the Ford 
Taurus is “built to last”; Chevy Blazer is “like a rock”; Lexus avows “the passionate 
pursuit of excellence,” Jaguar is positioned as “the art of performance,” and Mercedes 
says, “In a perfect world, everyone would drive a Mercedes.” The luxurious Bentley 
promises “, handcrafted feet of shameless luxury.” Such deceptively simple statements 
form the backbone of a product’s marketing strategy. 

In positioning its product, the company first identifies possible competitive 
advantages upon which to build the position. To gain competitive advantage, the 
company must offer greater value to target consumers. It can do this either by charging 
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lower prices than competitors do or by offering more benefits to justify higher prices. 
But if the company positions the product as offering greater value, it must then deliver 
that greater value. Thus, effective positioning begins with actually differentiating the 
company’s marketing offer so that it gives consumers more value. 

Once the company has chosen a desired position, it must take strong steps to 
deliver and communicate that position to target consumers. The company’s entire 
marketing program should support the chosen positioning strategy. 
 

Marketing Strategies for Competitive Advantage 
 

To be successful, the company must do a better job than competitors of satisfying 
target consumers. Thus, marketing strategies must be geared to the needs of consumers 
but also to the strategies of competitors. 

Designing competitive marketing strategies begins with thorough competitor 
analysis. The company constantly compares the value and customer satisfaction 
delivered by its products, prices, channels, and promotion with those of close 
competitors. In this way it can discern areas of potential advantage and disadvantage. 
The company asks: Who are our competitors? What are their objectives and strategies? 
What are their strengths and weaknesses? And how will they react to different 
competitive strategies we might use? 

The competitive marketing strategy a company adopts depends on its industry 
position. A firm that dominates a market can adopt one or more of several market leader 
strategies. Well-known leaders include Coca-Cola (soft drinks), Microsoft (computer 
software), Caterpillar (large construction equipment), IBM (computers and information 
technology services), Wal-Mart (retailing), Boeing (aircraft). Market challengers are 
runner-up companies that aggressively attack competitors to get more market share. For 
example, Pepsi challenges Coke, Komatsu challenges Caterpillar. The challenger might 
attack the market leader other firms its own size, or smaller local and regional 
competitors. 

Some runner-up firms will choose to follow rather than challenge the market 
leader. Market followers seek stable market shares and profits by following competitors’ 
product offers, prices, and marketing programs. Smaller firms in a market, or even larger 
firms that lack established positions, often adopt market nicher strategies. They 
specialize in serving market niches that major competitors overlook or ignore.  

“Nichers” avoid direct confrontations with the majors by specializing along market, 
customer, product, or marketing-mix lines. Through smart niching, smaller firms in an 
industry can be as profitable as their larger competitors.  
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Developing the Marketing Mix 
 
Once the company has decided on its overall competitive marketing strategy, it 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 controllable, 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 known as the “four Ps”: 
product, price, place, and promotion. Figure below shows the particular marketing tools 
under each P. 

 

 
The four Ps of the marketing mix  

 
Product means the goods-and-services combination the company offers to the 

target market. Thus, a Ford Mondeo product consists of nuts and bolts, spark plugs, 
pistons, headlights, and thousands of other parts. Ford offers several Mondeo styles 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 have to pay to obtain the product. Ford 
calculates suggested retail prices that its dealers might charge for each Mondeo. But 
Ford dealers negotiate the price with each customer, offering discounts, trade-in 
allowances, and credit terms. These actions adjust prices for the current competitive 
situation 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 
consumers. Ford partners with a large body of independently owned dealerships that sell 
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the company’s many different models. Ford selects its dealers carefully and supports 
them strongly. The dealers keep an inventory of Ford automobiles, demonstrate them to 
potential buyers, negotiate prices, close sales, and service the cars after the sale. 

Promotion means activities that communicate the merits of the product and 
persuade target customers to buy it. Ford spends more than billion USD each year on 
advertising to tell consumers about the company and its many products. Dealership 
salespeople 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 all of the marketing-mix elements into a 
coordinated 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 establishing strong positioning in target markets. 

Some critics feel that the four Ps may omit or underemphasize certain important 
activities. 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 packaging?” the critics might ask. Marketers would answer that they include 
packaging as just one of many product decisions.  

All said, many marketing activities that might appear to be left out of the marketing 
mix are subsumed under one of the four Ps. The issue is not whether there should be 
four, six, or ten Ps so much as what framework is most helpful in designing 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 relationships, the four Ps might be better described as the four 
Cs: 
 
          Four Ps         Four Cs  

Product        Customer solution  
Price        Customer cost  
Place        Convenience  
Promotion       Communication  

 
Thus while 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 
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of a product. Customers want the product and service to be as conveniently available as 
possible. 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 
 

The company wants to design and put into action the marketing mix that will best 
achieve its objectives in its target markets.  The relationship between the four marketing 
management functions – analysis, planning, implementation, and control is following: 
the company first develops companywide strategic plans, than translates them into 
marketing and other plans for each division, product, and brand. Through 
implementation, the company turns the plans into actions. Control consists of measuring 
and evaluating the results of marketing activities and taking corrective action where 
needed. Finally, marketing analysis provides information and evaluations needed for all 
of the other marketing activities. 
 
Marketing Analysis 

Managing the marketing function begins with a complete analysis of the company’s 
situation. The company must analyze its markets and marketing environment to find 
attractive opportunities and avoid environmental threats. It must analyze company 
strengths and weaknesses as well as current and possible marketing actions to determine 
which opportunities it can best pursue. Marketing provides input to each of the other 
marketing management functions.  
 
Marketing Planning 

Through strategic planning, the company decides what it wants to do with each 
business unit. Marketing planning involves deciding on marketing strategies that will 
help the company 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 plans. 

Table below outlines the major sections of a typical product or brand plan. The plan 
begins with an executive summary, which quickly overviews major assessments, goals, 
and recommendations. The main section of the plan presents a detailed analysis of the 
current marketing situation as well as potential threats and opportunities. It next states 
major objectives for the brand and outlines the specifics of a marketing strategy for 
achieving them. 
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Contents of a Marketing Plan  

Section Purpose 
Executive summary Presents a brief summary of the main goals and recommendations of the 

plan for management review, helping top management to find the plan’s 
major points quickly. A table of contents should follow the executive 
summary. 

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

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

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

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

• A review of distribution, which evaluates recent sales trends and 
other developments in major distribution channels.  

Threats and opportunity 
analysis 

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. 

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

Marketing strategy Outlines the broad marketing logic by which the business unit hopes to 
achieve its marketing objectives and the specifics of target markets, 
positioning, and marketing expenditure levels. It 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. 

Action programs 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 is responsible for doing it? How much will it cost? 

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

Controls Outlines the control that will be used to monitor progress and allow higher 
management to review implementation results and spot products that are 
not meeting their goals. 
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A marketing strategy is the marketing logic whereby the company hopes to achieve 
its marketing objectives. It consists of specific strategies for target markets, positioning, 
the marketing mix, and marketing expenditure levels. In this section, the planner 
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 and take corrective action. 
 
Marketing Implementation 

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 implementation is the process that turns marketing plans into marketing 
actions in order to accomplish strategic marketing objectives. Implementation involves 
day to day, month to month activities that effectively put the marketing plan to work. 
Marketing planning addresses what and why of marketing activities, implementation 
addresses who, where, when, and how. 

Many managers think that “doing things right” (implementation) is as important as, 
or even more important than, “doing the right things” (strategy). The fact is that both are 
critical to success. However, 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 execution. Still, implementation is 
difficult—it is often easier to think up good marketing strategies than it is to carry them 
out. 

In an increasingly connected world, people at all levels of the marketing system 
must work together to implement marketing plans and strategies. At Black & Decker, 
for example, marketing implementation for the company’s power tool products requires 
day to day decisions and actions by thousands of people both inside and outside the 
organization. Marketing managers make decisions about target segments, branding, 
packaging, pricing, promoting, and distributing. They connect with people elsewhere in 
the company to get support for their products and programs. They talk with engineering 
about product design, 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 media to obtain publicity support. 

Successful marketing implementation depends on how well the company blends its 
people, organizational structure, decision and reward systems, and company culture into 
a cohesive action program that supports its strategies. At all levels, the company must be 
staffed by people who have the needed skills, motivation, and personal characteristics. 
The company’s formal organization structure plays an important role in implementing 
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marketing strategy; so do its decision and reward systems. For example, if a company’s 
compensation system rewards managers for short run profit results, they will have little 
incentive to work toward long run market-building objectives. 

Finally, to be successfully implemented, the firm’s marketing strategies must fit 
with its company culture, the system of values and beliefs shared by people in the 
organization.  
 
Marketing Department Organization 

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

Modern marketing departments can be arranged in several ways. The most 
common form of marketing organization is the functional organization, in which 
different marketing activities are headed by a functional specialist—a sales manager, 
advertising manager, marketing research manager, customer service manager, or new-
product manager. A company that sells across the country or internationally often uses a 
geographic organization, in which 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. 
Product management first appeared at Procter & Gamble in 1929. New company soap, 
Camay, was not doing well, and a young P&G executive was assigned to give his 
exclusive attention to developing and promoting this product. He was successful, and the 
company soon added other product managers. Since then, many firms, especially 
consumer products companies, have set up product management organizations. 
However, recent changes in the marketing environment have caused many companies to 
rethink the role of the product manager. Many companies are finding that today’s 
marketing environment calls for less brand focus and more customer focus. They are 
shifting toward customer equity management – moving away from managing just 
product profitability and toward managing customer profitability. 

For companies that sell one product line to many different types of markets and 
customers that have different needs and preferences, a market or customer management 
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organization might be best. A market management organization is similar to the product 
management organization. Market managers are responsible for developing marketing 
strategies and plans for their specific markets or customers. This system’s main 
advantage is that the company is organized around the needs of specific customer 
segments. 

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 organization forms. This ensures that each function, 
product, and market receives its share of management attention. However, it can also 
add costly layers of management and reduce organizational flexibility. Still, the benefits 
of organizational specialization usually outweigh the drawbacks. 
 
Marketing Control 

Because many surprises occur during the implementation of marketing plans, the 
marketing department must practice constant marketing control. Marketing control 
involves evaluating the results of marketing strategies and plans and taking corrective 
action to ensure that objectives are attained.  

Figure shows that marketing control involves four steps. Management first sets 
specific marketing goals. It then measures its performance in the marketplace and 
evaluates the causes of any differences between expected and actual performance. 
Finally, management takes corrective action to close the gaps between its goals and its 
performance. This may require changing the action programs 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. 
         

 
The control process 

 
Strategic control involves looking at whether the company’s basic strategies are 

well matched to its opportunities. Marketing strategies and programs can quickly 
become outdated, and each company should periodically reassess its overall approach to 
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the marketplace. A major tool for such strategic control is a marketing audit. The 
marketing audit is a comprehensive, systematic, independent, and periodic examination 
of a company’s environment, objectives, strategies, and activities to determine problem 
areas and opportunities. The audit provides good input for a plan of action to improve 
the company’s marketing performance. 

The marketing audit covers all major marketing areas of a business, not just a few 
trouble spots. It assesses the marketing environment, marketing strategy, marketing 
organization, marketing systems, marketing mix, and marketing productivity and 
profitability. The audit is normally conducted by an objective and experienced outside 
party. Table shows the kinds of questions the marketing auditor might ask. The findings 
may come as a surprise – and sometimes as a shock – to management. Management then 
decides which actions make sense and how and when to implement them. 

Marketing Audit Questions  
MARKETING ENVIRONMENT AUDIT  

1. The macroenvironment: What major demographic, economic, natural, 
technological, political, and cultural trends pose threats and opportunities for this 
company? 

2. The task environment: 

• Markets and Customers: What is happening to marketing size, growth, 
geographic distribution, and profits? What are the major market segments? 
How do customers make their buying decisions? How do they rate the 
company on product quality, value, and service? 

• Other factors in the marketing system: Who are the company’s major 
competitors and what are their strategies, strengths, and weaknesses? How 
are the company’s channels performing? What trends are affecting 
suppliers? What key publics provide problems or opportunities?  

MARKETING STRATEGY AUDIT  

1. Business mission and marketing objectives: Is the mission clearly defined and 
market oriented? Has the company set clear objectives to guide marketing planning 
and performance? 

2. Marketing strategy: Does the company have a strong marketing strategy for 
achieving its objectives? 

3. Budgets: Has the company budgeted sufficient resources to segments, products, 
territories, and marketing-mix elements?  
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MARKETING ORGANIZATION AUDIT  

1. Formal structure: Are marketing activities optimally structured along functional, 
product, market, and territory lines? 

2. Functional efficiency: Do marketing and sales communicate effectively? Is 
marketing staff well trained, supervised, motivated, and evaluated? 

3. Cross-functional efficiency: Do marketing people work well with people in 
operations, R&D, purchasing, human resources, information technology, and other 
nonmarketing areas?  

MARKETING SYSTEMS AUDIT  

1. Marketing information system: Is the marketing intelligence system providing 
accurate and timely information? Is the company using marketing research 
effectively? 

2. Marketing planning system: Does the company prepare annual, long-term, and 
strategic plans? Are they used? 

3. Marketing control system: Are annual plan objectives being achieved? Does 
management periodically analyze product, market, and channel sales and 
profitability? 

4. New-product development: Does the company have an effective new-product 
development process? Has the company succeeded with new products?  

 
MARKETING PRODUCTIVITY AUDIT  

1. Profitability analysis: How profitable are the company’s different products, 
markets, territories, and channels? Should the company enter, expand, or withdraw 
from any business segments? 

2. Cost-effectiveness analysis: Do any marketing activities have excessive costs? How 
can costs be reduced?  

MARKETING FUNCTION AUDIT  

1. Products: What are the company’s product line objectives? Should some current 
products be phased out or new products be added? Would some products benefit 
from changes in quality, features, or style? 

2. Price: Are the company’s pricing policies and procedures appropriate? Are prices 
in line with customers’ perceived value? 

3. Distribution: What are the company’s distribution objectives and strategies? Should 
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existing channels be changed or new ones added? 

4. Promotion: Does the company have well-developed advertising, sales promotion, 
and public relations programs? Is the sales force large enough and well trained, 
supervised, and motivated?  

 
The Marketing Environment 

Managing the marketing function would be hard enough if the marketer had to deal 
only with the controllable marketing mix variables. But the company operates in a 
complex marketing environment, consisting of uncontrollable forces to which the 
company must adapt. The environment produces both threats and opportunities. The 
company must carefully analyze its environment so that it can avoid the threats and take 
advantage of the opportunities. 

The company’s marketing environment includes forces close to the company that 
affect its ability to serve consumers, such as other company departments, channel 
members, suppliers, competitors, and publics. It also includes broader demographic and 
economic forces, political and legal forces, technological and ecological forces, and 
social and cultural forces. In order to connect effectively with consumers, others in the 
company, external partners, and the world around them, marketers need to consider all 
of these forces when developing and positioning its offer to the target market.  
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9 SEGMENTATION, TARGETING AND POSITIONING: BUILDING 
THE RIGHT RELATIONSHIPS WITH THE RIGHT CUSTOMERS 

 
Target Marketing 

Market segmentation reveals the firm's market segment opportunities. The firm 
now has to evaluate the various segments and decide how many and which ones to 
target. We now look at how companies evaluate and select target segments. 
 
Evaluating Market 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. The company must first collect and analyze data on current segment sales, 
growth rates, and expected profitability for various segments. It will be interested in 
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 the larger segments. Or they may find these segments too competitive. 
Such companies may select 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 
segment attractiveness. For example, a segment is less attractive if it already contains 
many strong and aggressive competitors. 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 powerful suppliers who 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 in relation to that segment. 
Some attractive segments could be dismissed quickly because they do not mesh with the 
company's long-run objectives. The company must consider whether it possesses the 
skills and resources it needs to succeed in that segment. If the company lacks the 
strengths needed to compete successfully in a segment and cannot readily obtain them, it 
should not enter the segment. Even if the company possesses the required strengths, it 
needs to employ skills and resources superior to those of the competition in order to 
really win in a market segment. The company should enter only segments in which it 
can offer superior value and gain advantages over competitors. 
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Selecting Target Market Segments 

After evaluating different segments, the company must now decide which and how 
many segments it will target. A target market consists of a set of buyers who share 
common needs or characteristics that the company decides to serve. 

Because buyers have unique needs and wants, a seller could potentially view each 
buyer as a separate target market. Ideally, then, a seller might design a separate 
marketing program for each buyer. However, although some companies do attempt to 
serve buyers individually, most face larger numbers of smaller buyers and do not find 
individual targeting worthwhile. Instead, they look for broader segments of buyers. 
More generally, target marketing can be carried out at several different levels. 
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. 
This mass-marketing strategy focuses on what is common 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. It relies on mass distribution 
and mass advertising, and it aims to give the product a superior image in people's minds. 
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. General Motors 
tries to produce a car for every "purse, purpose, and personality." Nike offers athletic 
shoes for a dozen or more different sports, from running, fencing, golf, and aerobics to 
bicycling and baseball. And American Express offers not only its traditional green cards 
but also gold cards, corporate cards, and even a black card, called the Centurian, with a 
$1,000 annual fee aimed at a segment of "superpremium customers."  

Estée Lauder offers dozens of different products aimed at carefully defined 
segments: The four best-selling prestige perfumes in the United States belong to Estée 
Lauder. So do seven of the top ten prestige makeup products and eight of the ten best-
selling prestige skin care products. Estée Lauder is an expert in creating differentiated 
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brands that serve the tastes of different market segments. There's the original Estée 
Lauder brand, which appeals to older, Junior League types. Then there's Clinique, 
perfect for the middle-aged mom with no time to waste. For the youthful hipster, there's 
the hip M.A.C. line. And, for the New Age type, there's upscale Aveda, with its 
aromatherapy line, and earthy Origins. The company even offers downscale brands, such 
as Jane by Sassaby, for teens at Wal-Mart. 

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 marketing 
across all segments.  

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 one product. Developing separate marketing plans for the 
separate segments requires extra marketing research, forecasting, sales analysis, 
promotion planning, and channel management. Trying to reach different market 
segments with different advertising is increasing promotion costs. Thus, the company 
must weigh increased sales against increased costs when deciding on a differentiated 
marketing strategy. 

 
Concentrated Marketing 

A third market-coverage strategy, concentrated marketing (or niche marketing), is 
especially appealing when company resources are limited. Instead of going after a small 
share of a large market, the firm goes after a large share of one or a few segments or 
niches.  

Whereas segments are fairly large and normally attract several competitors, niches 
are smaller and may attract only one or a few competitors. 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. 

Niching offers smaller companies an opportunity to compete by focusing their 
limited resources on serving niches that may be unimportant to or overlooked by larger 
competitors. Today, the low cost of setting up shop on the Internet makes it even more 
profitable to serve seemingly minuscule niches. Small businesses, in particular, are 
realizing riches from serving small niches on the Web.  

Concentrated marketing can be highly profitable. At the same time, it involves 
higher-than-normal risks. Companies that rely on one or a few segments for all of their 
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business will suffer greatly if the segment turns sour. Or larger competitors may decide 
to enter the same segment.  
 
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 practice of tailoring products and marketing programs to suit the 
tastes of specific individuals and locations. 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. 

Local marketing has some drawbacks. It can drive up manufacturing and marketing 
costs by reducing economies of scale. It can also create logistics problems as companies 
try to meet the varied requirements of different regional and local markets. Further, a 
brand's overall image might be diluted if the product and message vary too much in 
different localities. Still, as companies face increasingly fragmented markets, and as new 
supporting technologies develop, the advantages of local marketing often outweigh the 
drawbacks. Local marketing helps a company to market more effectively in the face of 
pronounced regional and local differences in demographics and lifestyles. It also meets 
the needs of the company's first-line customers – retailers – who prefer more fine-tuned 
product assortments for their neighborhoods. 

INDIVIDUAL MARKETING In the extreme, micromarketing becomes individual 
marketing – tailoring products and marketing programs to the needs and preferences of 
individual customers. Individual marketing has also been labeled one-to-one marketing, 
customized marketing, and markets-of-one marketing. 

The widespread use of mass marketing has obscured the fact that for centuries 
consumers were served as individuals: The tailor custom-made the suit, the cobbler 
designed shoes for the individual, the cabinetmaker made furniture to order. Today, 
however, new technologies are permitting many companies to return to customized 
marketing. More-powerful computers, detailed databases, robotic production and 
flexible manufacturing, and immediate and interactive communication media such as e-
mail, fax, and the Interne – all have combined to foster "mass customization." Mass 
customization is the process through which firms interact one-to-one with masses of 
customers to create customer-unique value by designing products and services tailor-
made to individual needs. 

Thus, Dell Computer delivers computers to individual customers loaded with 
customer-specified hardware and software.  
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The move toward individual marketing mirrors the trend in consumer self-
marketing. Increasingly, individual customers are taking more responsibility for 
determining which products and brands to buy. Consider two business buyers with two 
different purchasing styles. The first sees several salespeople, each trying to persuade 
him to buy his or her product. The second sees no salespeople but rather logs on to the 
Internet. She searches for information on available products; interacts electronically with 
various suppliers, users, and product analysts; and then makes up her own mind about 
the best offer. The second purchasing agent has taken more responsibility for the buying 
process, and the marketer has had less influence over her buying decision. 

As the trend toward more interactive dialogue and less advertising monologue 
continues, self-marketing will grow in importance. As more buyers look up consumer 
reports, join Internet product discussion forums, and place orders via phone or online, 
marketers will have to influence the buying process in new ways. Many companies now 
practice customerization. They combine operationally driven mass customization with 
customized marketing to empower consumers to design products and services to their 
own preferences. They involve customers more in all phases of the product development 
and buying processes, increasing opportunities for buyers to practice self-marketing. 
 
Choosing a Target-Marketing Strategy 

Companies need to consider many factors when choosing a target-marketing 
strategy. Which strategy is best depends on company 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 automobiles, are more suited to differentiation or concentration. 

The product's life-cycle stage also must be considered. When a firm introduces a 
new product, it may be practical to launch only one version and undifferentiated 
marketing or concentrated marketing may make the most sense. In the mature stage of 
the product life cycle, however, differentiated marketing begins to make 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 
appropriate. Finally, competitors' marketing strategies are important. When competitors 
use differentiated or concentrated marketing, undifferentiated marketing can be suicidal. 
Conversely, when competitors use undifferentiated marketing, a firm can gain an 
advantage by using differentiated or concentrated marketing. 
 
 
 
 



Study Text – Principles of Marketing 

 
 

146 

Socially Responsible Target Marketing 
 

Smart targeting helps companies to be more efficient and effective by focusing on 
the segments that they can satisfy best and most profitably. Targeting also benefits 
consumers – companies reach specific groups of consumers with offers carefully 
tailored to satisfy their needs. However, target marketing sometimes generates 
controversy and concern. Issues usually involve the targeting of vulnerable or 
disadvantaged consumers with controversial or potentially harmful products. 

For example, over the years, the cereal industry has been heavily criticized for its 
marketing efforts directed toward children. Critics worry that premium offers and high-
powered advertising appeals presented through the mouths of lovable animated 
characters will overwhelm children's defenses. The marketers of toys and other 
children's products have been similarly battered, often with good justification. 

Other problems arise when the marketing of adult products spills over into the kid 
segment—intentionally or unintentionally. Cigarette, beer, and fast-food marketers have 
also generated much controversy in recent years by their attempts to target inner-city 
minority consumers. For example, McDonald's and other chains have drawn criticism 
for pitching their high-fat, salt-laden fare to low-incomes, inner-city residents who are 
much more likely than are suburbanites to be heavy consumers.  

The meteoric growth of the Internet and other carefully targeted direct media has 
raised fresh concerns about potential targeting abuses. The Internet allows increasing 
refinement of audiences and, in turn, more precise targeting. This might help makers of 
questionable products or deceptive advertisers to more readily victimize the most 
vulnerable audiences. As one expert observes, "In theory, an audience member could 
have tailor-made deceptive messages sent directly to his or her computer screen." 

Not all attempts to target children, minorities, or other special segments draw such 
criticism. In fact, most provide benefits to targeted consumers. For example, Colgate 
makes a large selection of toothbrushes and toothpaste flavors and packages for 
children. Such products help make toothbrushing more fun and get children to brush 
longer and more often. 

Thus, in market targeting, 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 
questionable 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. 
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Positioning for Competitive Advantage 
 

Beyond deciding which segments of the market it will target, the company must 
decide what positions it wants to occupy in those segments. A product's position is the 
way the product is defined by consumers on important attributes – the place the product 
occupies in consumers' minds relative to competing products. Positioning involves 
implanting the brand's unique benefits and differentiation in customers' minds. Tide is 
positioned as a powerful, all-purpose family detergent; In the automobile market, the 
Toyota Echo and Ford Focus are positioned on economy, Mercedes and Cadillac on 
luxury, and Porsche and BMW on performance. Volvo positions powerfully on safety. 

Consumers are overloaded with information about products and services. They 
cannot reevaluate products every time they make a buying decision. To simplify 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. 
  
Choosing a Positioning Strategy 

Some firms find it easy to choose their positioning strategy. For example, a firm 
well known for quality in certain segments will go for this position in a new segment 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 appeal to a 
substantial group within the segment. 

The positioning task consists of three steps: identifying a set of possible competitive 
advantages upon which to build a position, choosing the right competitive advantages, 
and selecting an overall positioning strategy. The company must then effectively 
communicate and deliver the chosen position to the market. 
 
Identifying Possible Competitive Advantages 

The key to winning and keeping target customers is to understand their needs better 
than competitors do and to deliver more value. To the extent that a company can 
position itself as providing superior value, it gains competitive advantage. But solid 
positions cannot be built on empty promises. If a company positions its product as 
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offering the best quality and service, it must then deliver the promised quality and 
service. Thus, positioning begins with actually differentiating the company's marketing 
offer so that it will give consumers more value than competitors' offers do. 

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 
differentiate itself at every point where it comes in contact with customers. In what 
specific ways can a company differentiate its offer from those of competitors? A 
company or market offer can be differentiated along the lines of product, services, 
channels, people, or image. 

Product differentiation takes place along a continuum. At one extreme we find 
physical products that allow little variation: chicken, steel, aspirin. Yet even here some 
meaningful differentiation is possible. For example, Perdue claims that its branded 
chickens are better—fresher and more tender—and gets a 10 percent price premium 
based on this differentiation. At the other extreme are products that can be highly 
differentiated, such as automobiles, clothing, and furniture. Such products can be 
differentiated on features, performance, or style and design. Thus, Volvo provides new 
and better safety features; Whirlpool designs its dishwasher to run more quietly; Bose 
positions its speakers on their striking design characteristics. Similarly, companies can 
differentiate their products on such attributes as consistency, durability, reliability, or 
repairability. 

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.  

Installation can also differentiate one company from another, as can repair services. 
Many an automobile buyer will gladly pay a little more and travel a little farther to buy a 
car from a dealer that provides top-notch repair services. Some companies differentiate 
their offers by providing customer training service or consulting services—data, 
information systems, and advising services that buyers need.  

Firms that practice channel differentiation gain competitive advantage through the 
way they design their channel's coverage, expertise, and performance. Caterpillar's 
success in the construction-equipment industry is based on superior channels. Dell 
Computer, and Avon distinguish themselves by their high-quality direct channels. And 
Iams pet food achieved success by going against tradition, distributing its products only 
through veterinarians and pet stores. 

Companies can gain a strong competitive advantage through people 
differentiation—hiring and training better people than their competitors do. Thus, 
Disney people are known to be friendly and upbeat. IBM offers people who make sure 
that the solution customers want is the solution they get: "People Who Get It. People 
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Who Get It Done." People differentiation requires that a company select its customer-
contact people carefully and train them well.  

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 the product's distinctive benefits and positioning. Developing a strong and 
distinctive image calls for creativity and hard work. A company cannot plant an image 
in the public's mind overnight using only a few advertisements. If Ritz-Carlton means 
quality, this image must be supported by everything the company says and does. 
Symbols—such as the McDonald's golden arches, the Nike swoosh, the Intel Inside 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 Air Jordan 
basketball shoes and Tiger Woods golfing products. Some companies even become 
associated with colors, such as IBM (blue), Campbell (red and white), or UPS (brown). 
The chosen symbols, characters, and other image elements 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 competitive 
advantages. It now must choose the ones on which it will build its positioning strategy. 
It must decide how many differences to promote and which ones. 

HOW MANY DIFFERENCES TO PROMOTE? Many marketers think that 
companies should aggressively promote only one benefit to the target market. Each 
brand should pick an attribute and tout itself as "number one" on that attribute. Buyers 
tend to remember number one better, especially in an overcommunicated society. Thus, 
Crest toothpaste consistently promotes its anticavity protection and Volvo promotes 
safety. A company that hammers away at one of these positions and consistently delivers 
on it probably will become best known and remembered for it. 

Other marketers think that companies should position 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 are trying to broaden their positioning strategies to appeal to more 
segments.  

In general, a company needs to avoid three major positioning errors. The first is 
underpositioning—failing ever to really position the company at all. Some companies 
discover that buyers have only a vague idea of the company or that they do not really 
know anything special about it. The second error is overpositioning—giving buyers too 
narrow a picture of the company.  

WHICH DIFFERENCES TO PROMOTE? Not all brand differences are 
meaningful or worthwhile; not every difference makes a good differentiator. Each 
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difference has the potential to create company costs as well as customer benefits. 
Therefore, the company must carefully select the ways in which it will distinguish itself 
from competitors. A difference is worth establishing to the extent that it satisfies the 
following criteria: 

§ Important: The difference delivers a highly valued benefit to target buyers.  
§ 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. 
§ Communicable: The difference is communicable and visible to buyers.  
§ Preemptive: Competitors cannot easily copy the difference.  
§ Affordable: Buyers can afford to pay for the difference.  
§ Profitable: Company can introduce the difference profitably.          

 
Many companies have introduced differentiations that failed one or more of these 

tests. The Westin Stamford hotel in Singapore advertises that it is the world's tallest 
hotel, a distinction that is not important to most tourists—in fact, it turns many off. 
When Pepsi introduced clear Crystal Pepsi some years ago, customers were 
unimpressed. Although the new drink was distinctive, consumers didn't see "clarity" as 
an important benefit in a soft drink. Thus, choosing competitive advantages upon which 
to position a product or service can be difficult, yet such choices may be crucial to 
success. 
 
Selecting an Overall Positioning Strategy 

Consumers typically choose products and services that give them the greatest 
value. Thus, marketers want to position their brands on the key benefits that they offer 
relative to competing brands. The full positioning of a brand is called the brand's value 
proposition –he full mix of benefits upon which the brand is positioned. It is the answer 
to the customer's question "Why should I buy your brand?" Volvo's value proposition 
hinges on safety but also includes reliability, roominess, and styling, all for a price that 
is higher than average but seems fair for this mix of benefits. 
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Possible value propositions 
 

Figure shows possible value propositions upon which a company might position its 
products. In the figure, the five green (dark) cells represent winning value propositions – 
positioning that gives the company competitive advantage. The red cells, however, 
represent losing value propositions. The center yellow (lighter) cell represents at best a 
marginal proposition. In the following sections, we discuss the five winning value 
propositions upon which companies can position their products: 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 product or service and charging a higher price to cover the higher costs. Ritz-
Carlton Hotels, Mont Blanc writing instruments, Mercedes-Benz automobiles—each 
claims superior quality, craftsmanship, durability, performance, or style and charges a 
price to match. Not only is the marketing offers high in quality, it also offers prestige to 
the buyer. It symbolizes status and a loftier lifestyle. Often, the price difference exceeds 
the actual increment in quality.  

Sellers offering "only the best" can be found in every product and service category, 
from hotels, restaurants, food, and fashion to cars and kitchen appliances. Consumers are 
sometimes surprised, even delighted, when a new competitor enters a category with an 
unusually high-priced brand.  

In general, companies should be on the lookout for opportunities to introduce a 
"much-more-for-much-more" brand in any underdeveloped product or service category. 
Yet more-for-more brands can be vulnerable. They often invite imitators who claim the 
same quality but at a lower price. Luxury goods that sell well during good times may be 
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at risk during economic downturns when buyers become more cautious in their 
spending.  

MORE FOR THE SAME.    Companies can attack a competitor's more-for-more 
positioning by introducing a brand offering comparable quality but at a lower price. For 
example, Toyota introduced its Lexus line with a "more-for-the-same" value 
proposition. Its headline read: "Perhaps the first time in history that trading a $72,000 
car for a $36,000 car could be considered trading up." It communicated the high quality 
of its new Lexus through rave reviews in car magazines, through a widely distributed 
videotape showing side-by-side comparisons of Lexus and Mercedes automobiles, and 
through 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—everyone likes a good deal. Discounts stores such as Wal-Mart and other 
"category killers" use this positioning. They don't claim to offer different or better 
products. Instead, they offer many of the same brands as department 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, AMD makes less expensive 
versions of Intel's market-leading microprocessor chips. Many personal computer 
companies make "IBM clones" and claim to offer the same performance at lower prices. 

LESS FOR MUCH LESS.   A market almost always exists for products that offer 
less and therefore 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. 

"Less-for-much-less" positioning involves meeting consumers' lower performance 
or quality requirements at a much lower price. SkyEurope, the air carrier, also practices 
less-for-much-less positioning. It charges incredibly low prices by not serving food, not 
assigning seats, and not using travel agents.  

MORE FOR LESS. Of course, the winning value proposition would be to offer 
"more for less." Many companies claim to do this. Procter & Gamble claims that its 
laundry detergents provide the best cleaning and everyday low prices. In the short run, 
some companies can actually achieve such lofty positions. 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 competitors.  
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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 companies, each successfully occupying different positions. 

The important thing is that each company must develop its own winning 
positioning strategy, one that makes it special to its target consumers. Offering only "the 
same for the same" provides no competitive advantage, leaving the firm in the middle of 
the pack. Companies offering one of the three losing value propositions—"the same for 
more," "less for more," and "less for the same"—will inevitably fail. Here, customers 
soon realize that they've been underserved, tell others, and abandon the brand. 
 
Developing a Positioning Statement 

Company and brand positioning should be summed up in a positioning statement. 
The statement should follow this form: To (target segment and need) our (brand) is 
(concept) that (point-of-difference).  

Sometimes a positioning statement is more detailed: To young, active soft-drink 
consumers who have little time for sleep, Mountain Dew is the soft drink that gives you 
more energy than any other brand because it has the highest level of caffeine. With 
Mountain Dew, you can stay alert and keep going even when you haven't been able to 
get a good night's sleep. 

Note that the positioning first states the product's membership in a category 
(Mountain Dew is a soft drink) and then shows its point of difference from other 
members of the category (has more caffeine). Placing a brand in a specific category 
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 difference.  
 
Communicating and Delivering the Chosen Position 

Once it has chosen a position, the company must take strong steps to deliver and 
communicate the desired position to 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 tactical 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 service people, 
find retailers who 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. 
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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 
consistent 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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10 PRODUCT, SERVICE AND BRANDING STRATEGIES 
 
This chapter begins with a deceptively simple question: What is a product? After 

answering 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, product lines, and product mixes. Next, we look into the critically 
important issue of how marketers build and manage brands. Finally, we examine the 
characteristics and marketing requirements of a special form of product – services. 

 
What Is a Product? 

 
A Sony DVD player, a Ford Mondeo, Caffé Mocha at Starbucks, VUB online 

investment services—all are products. We define a product as anything that can be 
offered to a market for attention, acquisition, use, or consumption and that might satisfy 
a want or need. Products include more than just tangible goods. Broadly defined, 
products include physical objects, services, events, persons, places, organizations, ideas, 
or mixes of these entities. Thus, throughout this text, we use the term product broadly to 
include any or all of these entities. 

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. Examples are banking, hotel, airline, tax preparation, and home 
repair services. 
 
Products, Services, and Experiences 

Product is a key element in the market offering. Marketing-mix planning begins 
with formulating an offering that brings value to target customers and satisfies their 
needs. This offering becomes the basis upon which the company builds profitable 
relationships with customers. 

A company's market offering often includes both tangible goods and services. Each 
component can be a minor or a major part of the total offer. At one extreme, the 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 offer 
consists primarily of a service. Examples include a doctor's exam or financial services. 
Between these two extremes, however, many goods-and-services combinations are 
possible. 
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Today, as products and services become more and more commoditized, many 
companies are moving to a new level in creating value for their customers. To 
differentiate their offers, they are developing and delivering total customer experiences. 
Whereas products are tangible and services are intangible, experiences are memorable. 
Whereas products and services are external, experiences are personal and take place in 
the minds of individual consumers. Companies that market experiences realize that 
customers are really buying much more than just products and services. They are buying 
what those offers will do for them.  
 
Levels of Product and Services 

Product planners need to think about products and services on three levels (see next 
Figure). Each level adds more customer value. The most basic level is the core benefit, 
which addresses the question: What is the buyer really buying? When designing 
products, marketers must first define the core, problem-solving benefits or services that 
consumers seek. A woman buying lipstick buys more than lip color: "In the factory, we 
make cosmetics; in the store, we sell hope."  
 

 
 

Three Levels of Product 
 

At the second level, product planners must turn the core benefit into an actual 
product. They need to develop product and service features, design, a quality level, a 
brand name, and packaging. For example, a Sony camcorder is an actual product. Its 
name, parts, styling, features, packaging, and other attributes have all been combined 
carefully to deliver the core benefit—a convenient, high-quality way to capture 
important moments. 



Study Text – Principles of Marketing 

 
 

157 

Finally, product planners must build an augmented product around the core benefit 
and actual product by offering additional consumer services and benefits. Sony must 
offer more than just a camcorder. It must provide consumers with a complete solution to 
their picture-taking problems. Thus, when consumers buy a Sony camcorder, Sony and 
its dealers also might give buyers a warranty on parts and workmanship, instructions on 
how to use the camcorder, quick repair services when needed, and a toll-free telephone 
number to call if they have problems or questions. 

Consumers see products as complex bundles of benefits that satisfy their needs. 
When developing products, marketers first must identify the core consumer needs the 
product will satisfy. They must then design the actual product and find ways to augment 
it in order to create the bundle of benefits that will provide the most satisfying customer 
experience. 
 

Product and Service Classifications 
Products and services fall into two broad classes based on the types of consumers 

that use them – consumer products and industrial products. Broadly defined, products 
also include other marketable entities such as experiences, organizations, persona, 
places, and ideas. 
 
Consumer Products 

Consumer products are products and services bought by final consumers for 
personal consumption. Marketers usually classify these products and services further 
based on how consumers go about buying them. Consumer products include 
convenience products, shopping products, specialty products, and unsought products. 
These products differ in the ways consumers buy them and therefore in how they are 
marketed (see table below). 

Convenience products are consumer products and services that the customer 
usually buys frequently, immediately, and with a minimum of comparison and buying 
effort. Examples include soap, candy, newspapers, and fast food. Convenience products 
are usually low priced, and marketers place them in many locations to make them 
readily available when customers need them. 
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Type of Consumer Product 
Marketing 
Considerations Convenience Shopping Specialty Unsought 

 
Customer 
buying behavior 

Frequent purchase, 
little planning, 
little comparison 
or shopping effort, 
low customer 
involvement 

Less frequent 
purchase, much 
planning and 
shopping effort, 
comparison of 
brands on price, 
quality, style 

Strong brand 
preference and 
loyalty, special 
purchase effort, 
little comparison 
of brands, low 
price sensitivity 

Little product 
awareness, 
knowledge (or, 
if aware, little 
or even 
negative 
interest) 

Price  Low Price Higher price High price Varies 
Distribution Widespread 

distribution, 
convenient 
locations  

Selective 
distribution in 
fewer outlets  

Exclusive 
distribution in 
only one or a few 
outlets per market 
area 

Varies  

Promotion  Mass promotion 
by the producer  

Advertising and 
personal selling 
by both producer 
and resellers 

More carefully 
targeted 
promotion by 
both producer and 
resellers 

Aggressive 
advertising and 
personal selling 
by producer 
and resellers 

Examples Toothpaste, 
magazines, 
laundry detergent 

Major appliances, 
televisions, 
furniture, 
clothing 

Luxury goods, 
such as Tissot 
watches or fine 
crystal 

Life insurance, 
Red Cross 
blood 
donations  

 
  

Shopping products are less-frequently-purchased consumer products and services 
that customers compare carefully on suitability, quality, price, and style. When buying 
shopping products and services, consumers spend much time and effort in gathering 
information and making comparisons. Examples include furniture, clothing, used cars, 
major appliances, and hotel and airline services. Shopping products marketers usually 
distribute their products through fewer outlets but provide deeper sales support to help 
customers in their comparison efforts. 

Specialty products are consumer products and services with unique characteristics 
or brand identification for which a significant group of buyers is willing to make a 
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special purchase effort. Examples include specific brands and types of cars, high-priced 
photographic equipment, designer clothes, and the services of medical or legal 
specialists. A Lamborghini automobile, for example, is a specialty product because 
buyers are usually willing to travel great distances to buy one. Buyers normally do not 
compare specialty products. They invest only the time needed to reach dealers carrying 
the wanted products. 

Unsought products are consumer products that the consumer either does not know 
about or knows about but does not normally think of buying. Most major new 
innovations are unsought until the consumer becomes aware of them through 
advertising. Classic examples of known but unsought products and services are life 
insurance, cemetery plots, and blood donations to the Red Cross. By their very nature, 
unsought products require a lot of advertising, personal selling, and other marketing 
efforts. 
 
Industrial Products 

Industrial products are those purchased for further processing or for use in 
conducting a business. Thus, the distinction between a consumer product and an 
industrial product is based on the purpose for which the product is bought. If a consumer 
buys a lawn mower for use around home, the lawn mower is a consumer product. If the 
same consumer buys the same lawn mower for use in a landscaping business, the lawn 
mower is an industrial product. 

The three groups of industrial products and services include materials and parts, 
capital items, and supplies and services. Materials and parts include raw materials and 
manufactured materials and parts.  

Raw materials consist of farm products (wheat, cotton, livestock, fruits, vegetables) 
and natural products (fish, lumber, crude petroleum, iron ore). Manufactured materials 
and parts consist of component materials (iron, yarn, cement, wires) and component 
parts (small motors, tires, castings). Most manufactured materials and parts are sold 
directly to industrial users. Price and service are the major marketing factors; branding 
and advertising tend to be less important. 

Capital items are industrial products that aid in the buyer's production or 
operations, including installations and accessory equipment. Installations consist of 
major purchases such as buildings (factories, offices) and fixed equipment (generators, 
drill presses, large computer systems, elevators). Accessory equipment includes portable 
factory equipment and tools (hand tools, lift trucks) and office equipment (computers, 
fax machines, desks). They have a shorter life than installations and simply aid in the 
production process. 

The final group of business products is supplies and services. Supplies include 
operating supplies (lubricants, coal, paper, pencils) and repair and maintenance items 
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(paint, nails, brooms). Supplies are the convenience products of the industrial field 
because they are usually purchased with a minimum of effort or comparison. Business 
services include maintenance and repair services (window cleaning, computer repair) 
and business advisory services (legal, management consulting, advertising). Such 
services are usually supplied under contract. 
 
Organizations, Persons, Places and Ideas 

In addition to tangible products and services, in recent years marketers have 
broadened the concept of a product to include other market offerings—organizations, 
persons, places, and ideas. 

Organizations often carry out activities to “sell” the organization itself. 
Organization marketing consists of activities undertaken to create, maintain, or change 
the attitudes and behavior of target consumers toward an organization. Both profit and 
nonprofit organizations practice organization marketing. Business firms sponsor public 
relations or corporate advertising campaigns to polish their images. Similarly, not-for-
profit organizations, such as churches, colleges, charities, museums, and performing arts 
groups, market their organizations in order to raise funds and attract members or 
patrons. 

People can also be thought of as products. Person marketing consists of activities 
undertaken to create, maintain, or change attitudes or behavior toward particular people. 
All kinds of people and organizations practice person marketing. Today's presidents 
market themselves, their parties, and their platforms to get needed votes and program 
support. Entertainers and sports figures use marketing to promote their careers and 
improve their impact and incomes. Professionals such as lawyers, accountants, and 
architects market themselves in order to build their reputations and increase business. 
Businesses, charities, sports teams, fine arts groups, religious groups, and other 
organizations also use person marketing. Creating or associating with well-known 
personalities often helps these organizations achieve their goals better. That's why more 
than a dozen different companies combined—including Nike, Target, Buick, American 
Express, Disney, and Titleist—pay more than $50 million a year to link themselves with 
golf superstar Tiger Woods. 

Place marketing involves activities undertaken to create, maintain, or change 
attitudes or behavior toward particular places. Cities, states, regions, and even entire 
nations compete to attract tourists, new residents, conventions, and company offices and 
factories. New York State shouts, "I Love New York!", Michigan says "Great Lakes, 
Great Times" to attract tourists, "Great Lakes, Great Jobs" to attract residents, and 
"Great Lakes, Great Location" to attract businesses.  

Ideas can also be marketed. In one sense, all marketing is the marketing of an idea, 
whether it is the general idea of brushing your teeth or the specific idea that Crest 
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toothpastes "create smiles every day." Here, however, we narrow our focus to the 
marketing of social ideas. This area has been called social marketing, the use of 
commercial marketing concepts and tools in programs designed to influence individuals' 
behavior to improve their well-being and that of society. Such programs include public 
health campaigns to reduce smoking, alcoholism, drug abuse, and overeating. Other 
social marketing efforts include environmental campaigns to promote wilderness 
protection, clean air, and conservation. Still others address issues such as family 
planning, human rights, and racial equality. 

 
Product and Service Decisions 

 
Marketers make product and services decisions at three levels: individual product 

decisions, product line decisions, and product mix decisions. We discuss each in turn. 
 
Individual Product and Service Decisions 

We will focus on decisions about product attributes, branding, packaging, 
labeling, and product support services. 
 
Product and Service Attributes 

Developing a product or service involves defining the benefits that it will offer. 
These benefits are communicated and delivered by product attributes such as quality, 
features, and style and design. 

PRODUCT QUALITY Product quality is one of the marketer's major positioning 
tools. Quality has a direct impact on product or service performance; thus, it is closely 
linked to customer value and satisfaction. In the narrowest sense, quality can be defined 
as "freedom from defects." But most customer-centered companies go beyond this 
narrow definition. Instead, they define quality in terms of customer satisfaction. The 
American Society for Quality defines quality as the characteristics of a product or 
service that bear on its ability to satisfy stated or implied customer needs. Similarly, we 
define quality this way: "Quality is when our customers come back and our products 
don't." These customer-focused definitions suggest that quality begins with customer 
needs and ends with customer satisfaction. 

Total quality management (TQM) is an approach in which all the company's people 
are involved in constantly improving the quality of products, services, and business 
processes. During the past two decades, companies large and small have credited TQM 
with greatly improving their market shares and profits. Recently, however, the total 
quality management movement has drawn criticism. Too many companies viewed TQM 
as a magic cure-all and created token total quality programs that applied quality 
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principles only superficially. Still others became obsessed with narrowly defined TQM 
principles and lost sight of broader concerns for customer value and satisfaction. As a 
result, many such programs failed, causing a backlash against TQM. 

When applied in the context of creating customer satisfaction, however, total 
quality principles remain a requirement for success. Although many firms don't use the 
TQM label anymore, for most top companies customer-driven quality has become a way 
of doing business. Today, companies are taking a "return on quality" approach, viewing 
quality as an investment and holding quality efforts accountable for bottom-line results. 

Product quality has two dimensions – level and consistency. In developing a 
product, the marketer must first choose a quality level that will support the product's 
position in the target market. Here, product quality means performance quality – the 
ability of a product to perform its functions. For example, a Rolls-Royce provides higher 
performance quality than a Chevrolet: It has a smoother ride, handles better, and lasts 
longer. Companies rarely try to offer the highest possible performance quality level—
few customers want or can afford the high levels of quality offered in products such as a 
Rolls-Royce automobile, or a Rolex watch. Instead, companies choose a quality level 
that matches target market needs and the quality levels of competing products. 

Beyond quality level, high quality also can mean high levels of quality consistency. 
Here, product quality means conformance quality – freedom from defects and 
consistency in delivering a targeted level of performance. All companies should strive 
for high levels of conformance quality. In this sense, a Chevrolet can have just as much 
quality as a Rolls-Royce. Although a Chevy doesn't perform as well as a Rolls, it can as 
consistently deliver the quality that customers pay for and expect. 

Many companies today have turned customer-driven quality into a potent strategic 
weapon. They create customer satisfaction and value by consistently and profitably 
meeting customers' needs and preferences for quality. 

PRODUCT FEATURES A product can be offered with varying features. A 
stripped-down model, one without any extras, is the starting point. The company can 
create higher-level models by adding more features. Features are a competitive tool for 
differentiating the company's product from competitors' products. Being the first 
producer to introduce a needed and valued new feature is one of the most effective ways 
to compete. 

How can a company identify new features and decide which ones to add to its 
product? The company should periodically survey buyers who have used the product 
and ask these questions: How do you like the product? Which specific features of the 
product do you like most? Which features could we add to improve the product? The 
answers provide the company with a rich list of feature ideas. The company can then 
assess each feature's value to customers versus its cost to the company. Features that 
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customers value little in relation to costs should be dropped; those that customers value 
highly in relation to costs should be added. 

PRODUCT STYLE AND DESIGN    Another way to add customer value is 
through distinctive product style and design. Design is a larger concept than style. Style 
simply describes the appearance of a product. Styles can be eye-catching or yawn 
producing. A sensational style may grab attention and produce pleasing aesthetics, but it 
does not necessarily make the product perform better. Unlike style, design is more than 
skin deep – it goes to the very heart of a product. Good design contributes to a product's 
usefulness as well as to its looks. 

Good style and design can attract attention, improve product performance, cut 
production costs, and give the product a strong competitive advantage in the target 
market. Here is an example: 

Who said that computers have to be beige and boxy? Apple's iMac is anything but. 
The first iMac – which featured a sleek, egg-shaped monitor and hard drive, all in one 
unit, in a futuristic translucent turquoise casing – redefined the look and feel of the 
personal computer. There was no clunky tower or desktop hard drive to clutter up your 
office area. Featuring one-button Internet access, this machine was designed specifically 
for surfing the Internet (that's what the "i" in "iMac" stands for). The dramatic iMac won 
raves for design and lured buyers in droves. Within a year, it had sold more than a 
million units, marking Apple's reemergence in the personal computer industry. Four 
years later, Apple did it again with a stunning new iMac design – a clean, futuristic 
machine featuring a flat-panel display that seems to float in the air. Within only three 
months, Apple-lovers had snapped up nearly one-quarter million of these eye-pleasing 
yet functional machines. 
 
Branding 

Perhaps the most distinctive skill of professional marketers is their ability to create, 
maintain, protect, and enhance brands of their products and services. A brand is a name, 
term, sign, symbol, or design, or a combination of these, that identifies the maker or 
seller of a product or service. Consumers view a brand as an important part of a product, 
and branding can add value to a product.  

Branding has become so strong that today hardly anything goes unbranded. Salt is 
packaged in branded container, common nuts and bolts are packaged with a distributor's 
label, and automobile parts – spark plugs, tires, filters – bear brand names that differ 
from those of the automakers. Even fruits, vegetables, and sweets are branded – Sunkist 
oranges, Chiquita bananas, Orion or Figaro chocolates. 

Branding helps buyers in many ways. Brand names help consumers identify 
products that might benefit them. Brands also tell the buyer something about product 
quality. Buyers who always buy the same brand know that they will get the same 
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features, benefits, and quality each time they buy. Branding also gives the seller several 
advantages. The brand name becomes the basis on which a whole story can be built 
about a product's special qualities. The seller's brand name and trademark provide legal 
protection for unique product features that otherwise might be copied by competitors.  

Building and managing brands is perhaps the marketer's most important task. We 
will discuss branding strategy in more detail later in the chapter. 
 
Packaging 

Packaging involves designing and producing the container or wrapper for a 
product. The package includes a product's primary container (the tube holding Colgate 
Total toothpaste). It may also include a secondary package that is thrown away when the 
product is about to be used (the cardboard box containing the tube of Colgate). Finally, 
it can include a shipping package necessary to store, identify, and ship the product (a 
corrugated box carrying six dozen tubes of Colgate). Labeling - printed information 
appearing on or with the package - is also part of packaging. 

Traditionally, the primary function of the package was to contain and protect the 
product. In recent times, however, numerous factors have made packaging an important 
marketing tool. Increased competition and clutter on retail store shelves means that 
packages must now perform many sales tasks - from attracting attention, to describing 
the product, to making the sale. 

Companies are realizing the power of good packaging to create instant consumer 
recognition of the company or brand. Innovative packaging can give a company an 
advantage over competitors. In contrast, poorly designed packages can cause headaches 
for consumers and lost sales for the company.  

Developing a good package for a new product requires making many decisions. 
First, the company must establish the packaging concept, which states what the package 
should be or do for the product. Should it mainly offer product protection, introduce a 
new dispensing method, suggest certain qualities about the product, or do something 
else? Decisions then must be made on specific elements of the package, such as size, 
shape, materials, color, text, and brand mark. These elements must work together to 
support the product's position and marketing strategy. 

In recent years, product safety has also become a major packaging concern. We 
have all learned to deal with hard-to-open "childproof" packages. And after the rash of 
product tampering scares during the 1980s, most drug producers and food makers are 
now putting their products in tamper-resistant packages. In making packaging decisions, 
the company also must heed growing environmental concerns. Fortunately, many 
companies have gone "green" by reducing their packaging and using environmentally 
responsible packaging materials.  
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Labeling 
Labels may range from simple tags attached to products to complex graphics that 

are part of the package. They perform several functions. At the very least, the label 
identifies the product or brand. The label might also describe several things about the 
product – who made it, where it was made, when it was made, its contents, how it is to 
be used, and how to use it safely. Finally, the label might promote the product through 
attractive graphics. 

In some cases legislation set mandatory labeling requirements, encouraged 
voluntary industry packaging standards, and allowed state authorities to set packaging 
regulations in specific industries. 

Labeling has been affected in recent times by unit pricing (stating the price per unit 
of standard measure), open dating (stating the expected shelf life of the product), and 
nutritional labeling (stating the nutritional values in the product). The nutritional 
labeling requires sellers to provide detailed nutritional information on food products. 
Sellers must ensure that their labels contain all the required information. 
 
Product Support Services 

Customer service is another element of product strategy. A company's offer to the 
marketplace usually includes some support services, which can be a minor or a major 
part of the total offering. Later in the chapter, we will discuss services as products in 
themselves. Here, we discuss services that augment actual products. 

The first step is to survey customers periodically to assess the value of current 
services and to obtain ideas for new ones. Many companies are now using the Internet 
and other modern technologies to provide support services that were not possible before. 
Using the Web, 24-hour telephone help lines, self-service kiosks, and other digital 
technologies, these companies are now empowering consumers to tailor their own 
service and support experiences.  
 
Product Line Decisions 

Beyond decisions about individual products and services, product strategy also 
calls for building a product line. A product line is a group of products that are closely 
related because they function in a similar manner, are sold to the same customer groups, 
are marketed through the same types of outlets, or fall within given price ranges. For 
example, Nike produces several lines of athletic shoes and apparel. 

The major product line decision involves product line length - the number of items 
in the product line. The line is too short if the manager can increase profits by adding 
items; the line is too long if the manager can increase profits by dropping items. The 
company should manage its product lines carefully. Product lines tend to lengthen over 
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time, and most companies eventually need to prune unnecessary or unprofitable items 
from their lines to increase overall profitability. 

Product line length is influenced by company objectives and resources. For 
example, one objective might be to allow for upselling. Thus BMW wants to move 
customers up from it's 3-series models to 5- and 7-series models. Another objective 
might be to allow cross-selling: Hewlett-Packard sells printers as well as cartridges. Still 
another objective might be to protect against economic swings: Gap runs several 
clothing-store chains (Gap, Old Navy, Banana Republic) covering different price points. 

A company can lengthen its product line in two ways: by line stretching or by line 
filling. Product line stretching occurs when a company lengthens its product line beyond 
its current range. The company can stretch its line downward, upward, or both ways. 

Companies located at the upper end of the market can stretch their lines downward. 
A company may stretch downward to plug a market hole that otherwise would attract a 
new competitor or to respond to a competitor's attack on the upper end. Or it may add 
low-end products because it finds faster growth taking place in the low-end segments. 
DaimlerChrysler stretched its Mercedes line downward for all these reasons. Facing a 
slow-growth luxury car market and attacks by Japanese automakers on its high-end 
positioning, it successfully introduced its Mercedes C-Class cars.  

Companies at the lower end of a market can stretch their product lines upward. 
Sometimes, companies stretch upward in order to add prestige to their current products. 
Or they may be attracted by a faster growth rate or higher margins at the higher end. For 
example, each of the leading Japanese auto companies introduced an upmarket 
automobile: Toyota launched Lexus, Nissan launched Infinity, and Honda launched 
Acura. They used entirely new names rather than their own names. 

Companies in the middle range of the market may decide to stretch their lines in 
both directions.  

An alternative to product line stretching is product line filling - adding more items 
within the present range of the line. There are several reasons for product line filling: 
reaching for extra profits, satisfying dealers, using excess capacity, being the leading 
full-line company, and plugging holes to keep out competitors. Sony filled its Walkman 
line by adding solar-powered and waterproof Walkmans, an ultralight model that 
attaches to a sweatband for exercisers, the MiniDisc Walkman, the CD Walkman, and 
the Memory Stick Walkman, which enables users to download tracks straight from the 
Net. However, line filling is overdone if it results in cannibalization and customer 
confusion. The company should ensure that new items are noticeably different from 
existing ones. 
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Product Mix Decisions 
An organization with several product lines has a product mix. A product mix (or 

product assortment) consists of all the product lines and items that a particular seller 
offers for sale. Avon's product mix consists of four major product lines: beauty products, 
wellness products, jewelry and accessories, and "inspirational" products (gifts, books, 
music, and home accents). Each product line consists of several sublines. For example, 
the beauty line breaks down into makeup, skin care, bath and beauty, fragrance, and 
outdoor protection products. Each line and subline has many individual items. 
Altogether, Avon's product mix includes 1,300 items. 

A company's product mix has four important dimensions: width, length, depth, and 
consistency. Product mix width refers to the number of different product lines the 
company carries. Procter & Gamble markets a fairly wide product mix consisting of 250 
brands organized into many product lines. These lines include fabric and home care, 
baby care, feminine care, beauty care, health care, and food and beverage products. 
Product mix length refers to the total number of items the company carries within its 
product lines. P&G typically carries many brands within each line. For example, it sells 
seven laundry detergents, six hand soaps, five shampoos, and four dishwashing 
detergents. 

Product line depth refers to the number of versions offered of each product in the 
line. Thus, P&G's Crest toothpaste comes in 13 varieties, ranging from Crest Multicare, 
Crest Cavity Protection, and Crest Tartar Protection to Crest Sensitivity Protection, 
Crest Dual Action Whitening, Crest Whitening Plus Scope, Kid's Cavity Protection, and 
Crest Baking Soda & Peroxide Whitening formulations. 

Finally, the consistency of the product mix refers to how closely relate the various 
product lines are in end use, production requirements, distribution channels, or some 
other way. P&G's product lines are consistent in so far as they are consumer products 
that go through the same distribution channels. The lines are less consistent insofar as 
they perform different functions for buyers. 

These product mix dimensions provide the handles for defining the company's 
product strategy. The company can increase its business in four ways. It can add new 
product lines, thus widening its product mix. In this way, its new lines build on the 
company's reputation in its other lines. The company can lengthen its existing product 
lines to become a more full-line company. Or it can add more versions of each product 
and thus deepen its product mix. Finally, the company can pursue more product line 
consistency - or less - depending on whether it wants to have a strong reputation in a 
single field or in several fields. 
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Branding Strategy: Building Strong Brands 
 

Some analysts see brands as the major enduring asset of a company, outlasting the 
company's specific products and facilities.  
 
Brand Equity 

Brands are more than just names and symbols. Brands represent consumers' 
perceptions and feelings about a product and its performance - everything that the 
product or service means to consumers. As one branding expert suggests, "Ultimately, 
brands reside in the minds of consumers." Thus, the real value of a strong brand is its 
power to capture consumer preference and loyalty. 

Brands vary in the amount of power and value they have in the marketplace. A 
powerful brand has high brand equity. Brand equity is the positive differential effect that 
knowing the brand name has on customer response to the product or service. A measure 
of a brand's equity is the extent to which customers are willing to pay more for the 
brand. One study found that 72 percent of customers would pay a 20 percent premium 
for their brand of choice relative to the closest competing brand; 40 percent said they 
would pay a 50 percent premium.  

A brand with strong brand equity is a very valuable asset. Brand valuation is the 
process of estimating the total financial value of a brand. Measuring such value is 
difficult. However, according to one estimate, the brand value of Coca-Cola is $69 
billion, Microsoft is $65 billion, and IBM is $53 billion. Other brands rating among the 
world's most valuable include General Electric, Nokia, Intel, Disney, Ford, McDonald's, 
and AT&T.  

High brand equity provides a company with many competitive advantages. A 
powerful brand enjoys a high level of consumer brand awareness and loyalty. Because 
consumers expect stores to carry the brand, the company has more leverage in 
bargaining with resellers. Because the brand name carries high credibility, the company 
can more easily launch line and brand extensions, as when Coca-Cola leveraged its well-
known brand to introduce Diet Coke or when Procter & Gamble introduced Ivory 
dishwashing detergent. Above all, a powerful brand offers the company some defense 
against fierce price competition. 

Therefore, the fundamental asset underlying brand equity is customer equity - the 
value of the customer relationships that the brand creates. A powerful brand is 
important, but what it really represents is a set of loyal customers. Thus, the proper focus 
of marketing is building customer equity, with brand management serving as a major 
marketing tool. 
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BUILDING STRONG BRANDS 
Branding poses challenging decisions to the marketer. Figure below shows that the 

major brand strategy decisions involve brand positioning, brand name selection, brand 
sponsorship, and brand development. 
 
 

 
 

Major brand strategy decisions 
 

Brand Positioning 
Marketers need to position their brands clearly in target customers' minds. They can 

position brands at any of three levels. At the lowest level, they can position the brand on 
product attributes. Thus, marketers of Dove soap can talk about the product's attribute of 
one-quarter cleansing cream. However, attributes are the least desirable level for brand 
positioning. Competitors can easily copy attributes. More important, customers are not 
interested in attributes as such; they are interested in what the attributes will do for them. 

A brand can be better positioned by associating its name with a desirable benefit. 
Thus, Dove marketers can go beyond the brand's cleansing cream attribute and talk 
about the resulting benefit of softer skin. Some successful brands positioned on benefits 
are Volvo (safety), Hallmark (caring), Harley-Davidson (adventure), FedEx (guaranteed 
overnight delivery), Nike (performance), and Lexus (quality). 

The strongest brands go beyond attribute or benefit positioning. They are 
positioned on strong beliefs and values. These brands pack an emotional wallop. Thus, 
Dove's marketers can talk not just about cleansing cream attributes and softer skin 
benefits, but about how these will make you more attractive.  

When positioning a brand, the marketer should establish a mission for the brand 
and a vision of what the brand must be and do. A brand is the company's promise to 
deliver a specific set of features, benefits, services, and experiences consistently to the 
buyers. It can be thought of as a contract to the customer regarding how the product or 
service will deliver value and satisfaction. The brand contract must be simple and 
honest. Motel 6, for example, offers clean rooms, low prices, and good service but does 
not promise expensive furniture or large bathrooms. In contrast, Ritz-Carlton offers 
luxurious rooms and a truly memorable experience but does not promise low prices. 
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Brand Name Selection 

A good name can add greatly to a product's success. However, finding the best 
brand name is a difficult task. It begins with a careful review of the product and its 
benefits, the target market, and proposed marketing strategies. 

Desirable qualities for a brand name include the following:  
1. It should suggest something about the product's benefits and qualities. Examples: 

Beautyrest, Craftsman, Snuggles, Merrie Maids, OFF bug spray.  
2. It should be easy to pronounce, recognize, and remember. Short names help. 

Examples: Tide, Crest, Puffs. But longer ones are sometimes effective. 
Examples: "Love My Carpet" carpet cleaner, "I Can't Believe It's Not Butter" 
margarine. 

3. The brand name should be distinctive. Examples: Taurus, Kodak, Oracle. 
4. It should be extendable: Amazon.com began as an online bookseller but chose a 

name that would allow expansion into other categories. 
5. The name should translate easily into foreign languages. Before spending $100 

million to change its name to Exxon, Standard Oil of New Jersey tested several 
names in 54 languages in more than 150 foreign markets. It found that the name 
Enco referred to a stalled engine when pronounced in Japanese. 

6. It should be capable of registration and legal protection. A brand name cannot be 
registered if it infringes on existing brand names. 

 
Once chosen, the brand name must be protected. Many firms try to build a brand 

name that will eventually become identified with the product category. Brand names 
such as Kleenex, Levi's, Scotch Tape and Fiberglas have succeeded in this way. 
However, their very success may threaten the company's rights to the name. Many 
originally protected brand names - such as cellophane, aspirin, nylon, kerosene, 
linoleum, yo-yo, trampoline, escalator, thermos - are now generic names that any seller 
can use. 
 
Brand Sponsorship 

A manufacturer has four sponsorship options. The product may be launched as a 
manufacturer's brand (or national brand), as when Kellogg and IBM sell their output 
under their own manufacturer's brand names. Or the manufacturer may sell to resellers 
who give it a private brand (also called a store brand or distributor brand). Although 
most manufacturers create their own brand names, others market licensed brands. 
Finally, two companies can join forces and co-brand a product. 
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MANUFACTURER'S BRANDS VERSUS PRIVATE BRANDS Manufacturers' 
brands have long dominated the retail scene. In recent times, however, an increasing 
number of retailers and wholesalers have created their own private brands (or store 
brands). For example, Billa created private brand – Clever.  

Private brands can be hard to establish and costly to stock and promote. However, 
they also yield higher profit margins for the reseller. And they give resellers exclusive 
products that cannot be bought from competitors. 

In the so-called battle of the brands between manufacturers' and private brands, 
retailers have many advantages. They control what products they stock, where they go 
on the shelf, and which ones they will feature in local circulars. Retailers price their 
store brands lower than comparable manufacturers' brands, thereby appealing to budget-
conscious shoppers, especially in difficult economic times. And most shoppers believe 
that store brands are often made by one of the larger manufacturers anyway. 

To fend off private brands, leading brand marketers will have to invest in R&D to 
bring out new brands, new features, and continuous quality improvements. They must 
design strong advertising programs to maintain high awareness and preference. They 
must find ways to "partner" with major distributors in a search for distribution 
economies and improved joint performance. 

LICENSING Mosts manufacturers take years and spend millions to create their 
own brand names. However, some companies license names or symbols previously 
created by other manufacturers, names of well-known celebrities, or characters from 
popular movies and books. For a fee, any of these can provide an instant and proven 
brand name. 

Apparel and accessories sellers pay large royalties to adorn their products - from 
blouses to ties, and linens to luggage - with the names or initials of well-known fashion 
innovators such as Calvin Klein, Tommy Hilfiger, Gucci, or Armani. Sellers of 
children's products attach an almost endless list of character names to clothing, toys, 
school supplies, linens, dolls, lunch boxes, cereals, and other items. Licensed character 
names range from classics such as Disney, Peanuts, Winnie the Pooh, Scooby Doo, and 
characters to the more recent Pokemon and Harry Potter characters. Almost half of all 
retail toy sales come from products based on television shows and movies such as 
Scooby Doo, The Rugrats Movie, The Lion King, Batman, Star Trek, Star Wars, Spider-
Man, or Men in Black. 

The fastest-growing licensing category is corporate brand licensing, as more and 
more for-profit and not-for-profit organizations are licensing their names to generate 
additional revenues and brand recognition. Coca-Cola, for example, has some 320 
licensees in 57 countries producing more than 10,000 products, ranging from baby 
clothes and boxer shorts to earrings, a Coca-Cola Barbie doll, and even a fishing lure 
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shaped like a tiny Coke can. Last year, licensees sold more than $1 billion worth of 
licensed Coca-Cola products. 

CO-BRANDING    Although companies have been co-branding products for many 
years, there has been a recent resurgence in co-branded products. Co-branding occurs 
when two established brand names of different companies are used on the same product. 
In most co-branding situations, one company licenses another company's well-known 
brand to use in combination with its own. 

Co-branding offers many advantages. Because each brand dominates in a different 
category, the combined brands create broader consumer appeal and greater brand equity. 
Co-branding also allows a company to expand its existing brand into a category it might 
otherwise have difficulty entering alone. 

Co-branding also has limitations. Such relationships usually involve complex legal 
contracts and licenses. Co-branding partners must carefully coordinate their advertising, 
sales promotion, and other marketing efforts. Finally, when co-branding, each partner 
must trust the other will take good care of its brand.  
 
Brand Development 

A company has four choices when it comes to developing brands (see next figure). 
It can introduce line extensions (existing brand names extended to new forms, sizes, and 
flavors of an existing product category), brand extensions (existing brand names 
extended to new product categories), multibrands (new brand names introduced in the 
same product category), or new brands (new brand names in new product categories). 

LINE EXTENSIONS Line extensions occur when a company introduces additional 
items in a given product category under the same brand name, such as new flavors, 
forms, colors, ingredients, or package sizes. Thus, Danone introduced several line 
extensions, including seven new yogurt flavors, a fat-free yogurt, and a large, economy-
size yogurt. The vast majority of all new-product activity consists of line extensions. 

A company might introduce line extensions as a low-cost, low-risk way to 
introduce new products. Or it might want to meet consumer desires for variety, to utilize 
excess capacity, or simply to command more shelf space from resellers. However, line 
extensions involve some risks. An overextended brand name might lose its specific 
meaning, or heavily extended brands can cause consumer confusion or frustration. 

Another risk is that sales of an extension may come at the expense of other items in 
the line. A line extension works best when it takes sales away from competing brands, 
not when it "cannibalizes" the company's other items. 
 
 



Study Text – Principles of Marketing 

 
 

173 

 
 

Brand development strategies 
 

BRAND EXTENSIONS  A brand extension involves the use of a successful brand 
name to launch new or modified products in a new category. Mattel has extended its 
enduring Barbie Doll brand into new categories ranging from Barbie home furnishings, 
Barbie cosmetics, and Barbie electronics to Barbie books, Barbie sporting goods, and 
even a Barbie band - Beyond Pink. Honda uses its company name to cover different 
products such as its automobiles, motorcycles, snowblowers, lawn mowers, marine 
engines, and snowmobiles. This allows Honda to advertise that it can fit "six Hondas in 
a two-car garage." Swiss Army brand sunglasses - all are brand extensions. 

A brand extension gives a new product instant recognition and faster acceptance. It 
also saves the high advertising costs usually required to build a new brand name. At the 
same time, a brand extension strategy involves some risk. Brand extensions such as Bic 
pantyhose, Heinz pet food met early deaths. The extension may confuse the image of the 
main brand. And if a brand extension fails, it may harm consumer attitudes toward the 
other products carrying the same brand name. Further, a brand name may not be 
appropriate to a particular new product, even if it is well made and satisfying - would 
you consider buying Texaco milk? A brand name may lose its special positioning in the 
consumer's mind through overuse. Companies that are tempted to transfer a brand name 
must research how well the brand's associations fit the new product. 

MULTIBRANDS Companies often introduce additional brands in the same 
category. Thus, P&G markets many different brands in each of its product categories. 
Multibranding offers a way to establish different features and appeal to different buying 
motives. It also allows a company to lock up more reseller shelf space. Or the company 
may want to protect its major brand by setting up flanker or fighter brands. Seiko uses 
different brand names for its higher-priced watches (Seiko Lasalle) and lower-priced 
watches (Pulsar) to protect the flanks of its mainstream Seiko brand. 

A major drawback of multibranding is that each brand might obtain only a small 
market share, and none may be very profitable. The company may end up spreading its 
resources over many brands instead of building a few brands to a highly profitable level. 
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These companies should reduce the number of brands they sell in a given category and 
set up tighter screening procedures for new brands. 

NEW BRANDS A company may create a new brand name when it enters a new 
product category for which none of the company's current brand names is appropriate. 
For example, Honda created the Lexus brand to differentiate its luxury car from the 
established Honda line. Japan's Matsushita uses separate names for its different families 
of products: Technics, Panasonic, National, and Quasar. Or, a company might believe 
that the power of its existing brand name is waning and a new brand name is needed. 

As with multibranding, offering too many new brands can result in a company 
spreading its resources too thin. And in some industries, such as consumer packaged 
goods, consumers and retailers have become concerned that there are already too many 
brands, with too few differences between them. Thus, Procter & Gamble, and other large 
consumer-product marketers are now pursuing megabrand strategies - weeding out 
weaker brands and focusing their marketing dollars only on brands that can achieve the 
number one or number two market share positions in their categories. 
 
Managing Brands 

Companies must carefully manage their brands. First, the brand's positioning must 
be continuously communicated to consumers. Major brand marketers often spend huge 
amounts on advertising to create brand awareness and to build preference and loyalty.  

Such advertising campaigns can help to create name recognition, brand knowledge, 
and maybe even some brand preference. However, the fact is that brands are not 
maintained by advertising but by the brand experience. Today, customers come to know 
a brand through a wide range of contacts and touch points. These include advertising, 
but also personal experience with the brand, word of mouth, personal interactions with 
company people, telephone interactions, company Web pages, and many others. Any of 
these experiences can have a positive or negative impact on brand perceptions and 
feelings. The company must put as much care into managing these touch points as it 
does into producing its ads. 

The brand's positioning will not take hold fully unless everyone in the company 
lives the brand. Therefore the company needs to train its people to be customer-centered. 
Even better, the company should build pride in its employees regarding their products 
and services so that their enthusiasm will spill over to customers. Companies such as 
Nordstrom, Lexus, Dell, and Harley-Davidson have succeeded in turning all of their 
employees into enthusiastic brand builders. Companies can carry on internal brand 
building to help employees to understand, desire, and deliver on the brand promise. 
Many companies go even further by training and encouraging their distributors and 
dealers to serve their customers well. 
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All of this suggests that managing a company's brand assets can no longer be left 
only to brand managers. Brand managers do not have enough power or scope to do all 
the things necessary to build and enhance their brands. Moreover, brand managers often 
pursue short-term results, whereas managing brands as assets calls for longer-term 
strategy. Thus, some companies are now setting up brand asset management teams to 
manage their major brands. Canada Dry and Colgate-Palmolive have appointed brand 
equity managers to maintain and protect their brands' images, associations, and quality, 
and to prevent short-term actions by overeager brand managers from hurting the brand. 
Similarly, Hewlett-Packard has appointed a senior executive in charge of the customer 
experience in each of its two divisions, consumer and B2B. Their job is to track, 
measure, and improve the customer experience with HP products. They report directly to 
the presidents of their respective divisions. 

Finally, companies need to periodically audit their brands' strengths and 
weaknesses. They should ask: Does our brand excel at delivering benefits that 
consumers truly value? Is the brand properly positioned? Do all of our consumer touch 
points support the brand's positioning? Do the brand's managers understand what the 
brand means to consumers? Does the brand receive proper, sustained support? 

The brand audit may turn up brands that need to be repositioned because of 
changing customer preferences or new competitors. Some cases may call for completely 
rebranding a product, service, or company. The recent wave of corporate mergers and 
acquisitions has set off a flurry of corporate rebranding campaigns. However, building a 
new image and re-educating customers can be a huge undertaking.  

                
Services Marketing 

 
Services have grown dramatically in recent years. Service industries vary greatly. 

Governments offer services through courts, employment services, hospitals, military 
services, police and fire departments, postal service, and schools. Private not-for-profit 
organizations offer services through museums, charities, churches, colleges, 
foundations, and hospitals. A large number of business organizations offer services - 
airlines, banks, hotels, insurance companies, consulting firms, medical and law 
practices, entertainment companies, real estate firms, advertising and research agencies, 
and retailers. 
 
The Nature and Characteristics of a Service 

A company must consider four special service characteristics when designing 
marketing programs: intangibility, inseparability, variability, and perishability (see 
down figure). 
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Service intangibility means that services cannot be seen, tasted, felt, heard, or 
smelled before they are bought. For example, people undergoing cosmetic surgery 
cannot see the result before the purchase. Airline passengers have nothing but a ticket 
and the promise that they and their luggage will arrive safely at the intended destination, 
hopefully at the same time. To reduce uncertainty, buyers look for "signals" of service 
quality. They draw conclusions about quality from the place, people, price, equipment, 
and communications that they can see. Therefore, the service provider's task is to make 
the service tangible in one or more ways. Whereas product marketers try to add 
intangibles to their tangible offers, service marketers try to add tangibles to their 
intangible offers. 
 

 
 

Four service characteristics 
 

Physical goods are produced, then stored, later sold, and still later consumed. In 
contrast, services are first sold, then produced and consumed at the same time. Service 
inseparability means that services cannot be separated from their providers, whether the 
providers are people or machines. If a service employee provides the service, then the 
employee is a part of the service. Because the customer is also present as the service is 
produced, provider–customer interaction is a special feature of services marketing. Both 
the provider and the customer affect the service outcome. 

Service variability means that the quality of services depends on who provides 
them as well as when, where, and how they are provided. For example, some hotels - 
say, Marriott - have reputations for providing better service than others. Still, within a 
given Marriott hotel, one registration-desk employee may be cheerful and efficient, 
whereas another standing just a few feet away may be unpleasant and slow. Even the 
quality of a single Marriott employee's service varies according to his or her energy and 
frame of mind at the time of each customer encounter. 

Service perishability means that services cannot be stored for later sale or use. 
Some doctors charge patients for missed appointments because the service value existed 
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only at that point and disappeared when the patient did not show up. The perishability of 
services is not a problem when demand is steady. However, when demand fluctuates, 
service firms often have difficult problems. For example, because of rush-hour demand, 
public transportation companies have to own much more equipment than they would if 
demand were even throughout the day. Thus, service firms often design strategies for 
producing a better match between demand and supply. Hotels and resorts charge lower 
prices in the off-season to attract more guests. And restaurants hire part-time employees 
to serve during peak periods. 
 
Marketing Strategies for Service Firms 

Just like manufacturing businesses, good service firms use marketing to position 
themselves strongly in chosen target markets. Wal-Mart promises "Always Low Prices, 
Always." Ritz-Carlton Hotels positions itself as offering a memorable experience that 
"enlivens the senses, instills well-being, and fulfills even the unexpressed wishes and 
needs of our guests." These and other service firms establish their positions through 
traditional marketing mix activities. 

However, because services differ from tangible products, they often require 
additional marketing approaches. In a product business, products are fairly standardized 
and can sit on shelves waiting for customers. But in a service business, the customer and 
front-line service employee interact to create the service. Thus, service providers must 
interact effectively with customers to create superior value during service encounters. 
Effective interaction, in turn, depends on the skills of front-line service employees and 
on the support processes backing these employees. 
 
The Service-Profit Chain 

Successful service companies focus their attention on both their customers and their 
employees. They understand the service-profit chain, which links service firm profits 
with employee and customer satisfaction. This chain consists of five links:  

§ Internal service quality: superior employee selection and training, a quality work 
environment, and strong support for those dealing with customers, which results 
in…  

§ Satisfied and productive service employees: more satisfied, loyal, and 
hardworking employees, which results in…  

§ Greater service value: more effective and efficient customer value creation and 
service delivery, which results in…  

§ Satisfied and loyal customers: satisfied customers who remain loyal, repeat 
purchase, and refer other customers, which results in…  

§ Healthy service profits and growth: superior service firm performance.  
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Therefore, reaching service profits and growth goals begins with taking care of 

those who take care of customers. 
Thus, service marketing requires more than just traditional external marketing 

using the four Ps. Below figure shows that service marketing also requires internal 
marketing and interactive marketing. Internal marketing means that the service firm 
must effectively train and motivate its customer-contact employees and supporting 
service people to work as a team to provide customer satisfaction. Marketers must get 
everyone in the organization to be customer-centered. In fact, internal marketing must 
precede external marketing. Ritz-Carlton orients its employees carefully, instills in them 
a sense of pride, and motivates them by recognizing and rewarding outstanding service 
deeds. 

Interactive marketing means that service quality depends heavily on the quality of 
the buyer – seller interaction during the service encounter. In product marketing, product 
quality often depends little on how the product is obtained. But in services marketing, 
service quality depends on both the service deliverer and the quality of the delivery. 
Service marketers, therefore, have to master interactive marketing skills. Thus, Ritz-
Carlton selects only "people who care about people" and instructs them carefully in the 
fine art of interacting with customers to satisfy their every need. 

Today, as competition and costs increase, and as productivity and quality decrease, 
more service marketing sophistication is needed. Service companies face three major 
marketing tasks: They want to increase their competitive differentiation, service quality, 
and productivity. 
 

 
 

Three types of marketing in service industries 
 

Managing Service Differentiation 
In these days of intense price competition, service marketers often complain about 

the difficulty of differentiating their services from those of competitors. To the extent 
that customers view the services of different providers as similar, they care less about 
the provider than the price. 
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The solution to price competition is to develop a differentiated offer, delivery, and 
image. The offer can include innovative features that set one company's offer apart from 
competitors' offers. Some hotels offer car rental, banking, and business center services in 
their lobbies. Airlines introduced innovations such as in-flight movies, advance seating, 
air-to-ground telephone service, and frequent flyer award programs to differentiate their 
offers.  

Service companies can differentiate their service delivery by having more able and 
reliable customer-contact people, by developing a superior physical environment in 
which the service product is delivered, or by designing a superior delivery process. For 
example, many banks offer their customers Internet banking as a better way to access 
banking services than having to drive, park, and wait in line. 

Finally, service companies also can work on differentiating their images through 
symbols and branding. The Harris Bank of Chicago adopted the lion as its symbol on its 
stationery, in its advertising, and even as stuffed animals offered to new depositors. The 
well-known Harris lion confers an image of strength on the bank. 
  
Managing Service Quality 

One of the major ways a service firm can differentiate itself is by delivering 
consistently higher quality than its competitors do. Like manufacturers before them, 
most service industries have now joined the customer-driven quality movement. And 
like product marketers, service providers need to identify the expectations of target 
customers concerning service quality. Unfortunately, service quality is harder to define 
and judge than is product quality. For instance, it is harder to get agreement on the 
quality of a haircut than on the quality of a hair dryer. Customer retention is perhaps the 
best measure of quality - a service firm's ability to hang on to its customers depends on 
how consistently it delivers value to them. 

Top service companies are customer obsessed and set high service quality 
standards. They do not settle for merely good service; they aim for 100 percent defect-
free service. A 98 percent performance standard may sound good, but using this 
standard, 64,000 FedEx packages would be lost each day, 10 words would be misspelled 
on each printed page, and drinking water would be unsafe 8 days a year. Top service 
firms also watch service performance closely, both their own and that of competitors. 
They communicate their concerns about service quality to employees and provide 
performance feedback. 

Unlike product manufacturers who can adjust their machinery and inputs until 
everything is perfect, service quality will always vary, depending on the interactions 
between employees and customers. As hard as they try, even the best companies will 
have an occasional late delivery, burned steak, or grumpy employee. However, good 
service recovery can turn angry customers into loyal ones. In fact, good recovery can 
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win more customer purchasing and loyalty than if things had gone well in the first place. 
Therefore, companies should take steps not only to provide good service every time but 
also to recover from service mistakes when they do occur. 

The first step is to empower front-line service employees - to give them the 
authority, responsibility, and incentives they need to recognize, care about, and tend to 
customer needs.  
 
Managing Service Productivity 

With their costs rising rapidly, service firms are under great pressure to increase 
service productivity. They can do so in several ways. The service providers can train 
current employees better or hire new ones who will work harder or more skillfully. Or 
they can increase the quantity of their service by giving up some quality. The provider 
can "industrialize the service" by adding equipment and standardizing production, as in 
McDonald's assembly-line approach to fast-food retailing. Finally, the service provider 
can harness the power of technology. Although we often think of technology's power to 
save time and costs in manufacturing companies, it also has great - and often untapped - 
potential to make service workers more productive. 

However, companies must avoid pushing productivity so hard that doing so reduces 
quality. Attempts to industrialize a service or to cut costs can make a service company 
more efficient in the short run. But they can also reduce its longer-run ability to 
innovate, maintain service quality, or respond to consumer needs and desires. In short, 
they can take the "service" out of service. 
 

International Product and Services Marketing 
 

International product and service marketers face special challenges. First, they must 
figure out what products and services to introduce and in which countries. Then, they 
must decide how much to standardize or adapt their products and services for world 
markets. 

On the one hand, companies would like to standardize their offerings. 
Standardization helps a company to develop a consistent worldwide image. It also 
lowers manufacturing costs and eliminates duplication of research and development, 
advertising, and product design efforts.  

On the other hand, consumers around the world differ in their cultures, attitudes, 
and buying behaviors. And markets vary in their economic conditions, competition, 
legal requirements, and physical environments. Companies must usually respond to 
these differences by adapting their product offerings. Something as simple as an 
electrical outlet can create big product problems: 
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Those who have traveled across Europe know the frustration of electrical plugs, 
different voltages, and other annoyances of international travel. Philips, the electrical 
appliance manufacturer, has to produce 12 kinds of irons to serve just its European 
market. The problem is that Europe does not have a universal [electrical] standard. The 
ends of irons bristle with different plugs for different countries. Some have three prongs, 
others two; prongs protrude straight or angled, round or rectangular, fat, thin, and 
sometimes sheathed. There are circular plug faces, squares, pentagons, and hexagons. 
Some are perforated and some are notched. One French plug has a niche like a keyhole. 

Packaging also presents new challenges for international marketers. Packaging 
issues can be subtle. For example, names, labels, and colors may not translate easily 
from one country to another. A firm using yellow flowers in its logo might fare well in 
the United States but meet with disaster in Mexico, where a yellow flower symbolizes 
death or disrespect. Similarly, although Nature's Gift might be an appealing name for 
gourmet mushrooms in America, it would be deadly in Germany, where gift means 
poison. Packaging may also have to be tailored to meet the physical characteristics of 
consumers in various parts of the world. For instance, soft drinks are sold in smaller 
cans in Japan to fit the smaller Japanese hand better. Thus, although product and 
package standardization can produce benefits, companies must usually adapt their 
offerings to the unique needs of specific international markets. 

Service marketers also face special challenges when going global. Some service 
industries have a long history of international operations. For example, the commercial 
banking industry was one of the first to grow internationally. Banks had to provide 
global services in order to meet the foreign exchange and credit needs of their home 
country clients wanting to sell overseas. In recent years, many banks have become truly 
global operations.  

Professional and business services industries such as accounting, management 
consulting, and advertising have only recently globalized. The international growth of 
these firms followed the globalization of the manufacturing companies they serve. For 
example, as their client companies began to employ global marketing and advertising 
strategies, advertising agencies and other marketing services firms responded by 
globalizing their own operations.  

Retailers are among the latest service businesses to go global. As their home 
markets become saturated, retailers such as Carrefour, Tesco Stores, Wal-Mart, are 
expanding into faster-growing markets abroad.  

Service companies wanting to operate in other countries are not always welcomed 
with open arms. Whereas manufacturers usually face straightforward tariff, quota, or 
currency restrictions when attempting to sell their products in another country, service 
providers are likely to face more subtle barriers. In some cases, rules and regulations 
affecting international service firms reflect the host country's traditions. In others, they 
appear to protect the country's own fledgling service industries from large global 
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competitors with greater resources. In still other cases, however, the restrictions seem to 
have little purpose other than to make entry difficult for foreign service firms. 

Despite such difficulties, the trend toward growth of global service companies will 
continue, especially in banking, airlines, telecommunications, and professional services. 
Today service firms are no longer simply following their manufacturing customers. 
Instead, they are taking the lead in international expansion. 
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11 NEW-PRODUCT DEVELOPMENT AND PRODUCT LIFE-CYCLE 
STRATEGY 

 
A company has to be good at developing and managing new products. Every 

product seems to go through a life cycle - it is born, goes through several phases, and 
eventually dies as newer products come along that better serve consumer needs. This 
product life cycle presents two major challenges: First, because all products eventually 
decline, a firm must be good at developing new products to replace aging ones (the 
problem of new-product development). Second, the firm must be good at adapting its 
marketing strategies in the face of changing tastes, technologies, and competition as 
products pass through life-cycle stages (the problem of product life-cycle strategies). We 
first look at the problem of finding and developing new products and then at the problem 
of managing them successfully over their life cycles. 
 

New-Product Development Strategy 
 

Given the rapid changes in consumer tastes, technology, and competition, 
companies must develop a steady stream of new products and services. A firm can 
obtain new products in two ways. One is through acquisition - by buying a whole 
company, a patent, or a license to produce someone else's product. The other is through 
new-product development in the company's own research-and-development department. 
By new products we mean original products, product improvements, product 
modifications, and new brands that the firm develops through its own research-and-
development efforts. In this chapter, we concentrate on new-product development. 

Innovation can be very risky. Ford lost $350 million on its Edsel automobile; and 
Texas Instruments lost a staggering $660 million before withdrawing from the home 
computer business. Other costly product failures from sophisticated companies include 
New Coke (Coca-Cola Company), Eagle Snacks (Anheuser-Busch), Zap Mail electronic 
mail (FedEx), Polarvision instant movies (Polaroid), and Arch Deluxe sandwiches 
(McDonald's). 

New products continue to fail at a disturbing rate. One source estimates that new 
consumer packaged goods (consisting mostly of line extensions) fail at a rate of 80 
percent. Another study suggested that only 40 percent will be around five years later. 
Moreover, failure rates for new industrial products may be as high as 30 percent. Still 
another estimates new-product failures to be as high as 95 percent. 

Why do so many new products fail? There are several reasons. Although an idea 
may be good, the market size may have been overestimated. Perhaps the actual product 
was not designed as well as it should have been. Or maybe it was incorrectly positioned 
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in the market, priced too high, or advertised poorly. A high-level executive might push a 
favorite idea despite poor marketing research findings. Sometimes the costs of product 
development are higher than expected, and sometimes competitors fight back harder 
than expected. 

Because so many new products fail, companies are anxious to learn how to 
improve their odds of new-product success. One way is to identify successful new 
products and find out what they have in common. Another is to study new-product 
failures to see what lessons can be learned. In all, to create successful new products, a 
company must understand its consumers, markets, and competitors and develop products 
that deliver superior value to customers. 

So companies face a problem - they must develop new products, but the odds 
weigh heavily against success. The solution lies in strong new-product planning and in 
setting up a systematic new-product development process for finding and growing new 
products. Figure down shows the eight major steps in this process. 
 

 
         

Idea Generation 
New-product development starts with idea generation - the systematic search for 

new-product ideas. A company typically has to generate many ideas in order to find a 
few good ones. According to one well-known management consultant, "For every 1,000 
ideas, only 100 will have enough commercial promise to merit a small-scale experiment, 
only 10 of those will warrant substantial financial commitment, and of those, only a 
couple will turn out to be unqualified successes." His conclusion? "If you want to find a 
few ideas with the power to enthrall customers, foil competitors, and thrill investors, you 
must first generate hundreds and potentially thousands of unconventional strategic 
ideas." 
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Major sources of new-product ideas include internal sources and external sources 
such as customers, competitors, distributors and suppliers, and others. 
 
Internal Idea Sources 

Using internal sources, the company can find new ideas through formal research 
and development. It can pick the brains of its executives, scientists, engineers, 
manufacturing staff, and salespeople. Some companies have developed successful 
"intrapreneurial" programs that encourage employees to think up and develop new-
product ideas.  
 
External Idea Sources 

Good new-product ideas also come from watching and listening to customers. The 
company can analyze customer questions and complaints to find new products that 
better solve consumer problems. Company engineers or salespeople can meet with and 
work alongside customers to get suggestions and ideas. The company can conduct 
surveys or focus groups to learn about consumer needs and wants. 

Consumers often create new products and uses on their own, and companies can 
benefit by finding these products and putting them on the market. For example, Avon 
capitalized on new uses discovered by consumers for its Skin-So-Soft bath oil and 
moisturizer. For years, customers have been spreading the word that Skin-So-Soft bath 
oil is also a terrific bug repellent. Whereas some consumers were content simply to 
bathe in water scented with the fragrant oil, others carried it in their backpacks to 
mosquito-infested campsites or kept a bottle on the deck of their beach houses. Now, 
Avon offers a complete line of Skin-So-Soft Bug Guard products, including Bug Guard 
Mosquito Repellant Moisturizing Towelettes and Bug Guard Plus, a combination 
moisturizer, insect repellent, and sunscreen.  

Finally, some companies even give customers the tools and resources to design 
their own products. 

Many companies have abandoned their efforts to figure out exactly what products 
their customers want. Instead, they have equiped customers with tools that let them 
design their own products. The user-friendly tools employ new technologies like 
computer simulation and rapid prototyping to make product development faster and less 
expensive.  

Companies must be careful not to rely too heavily on customer input when 
developing new products. For some products, especially highly technical ones, 
customers may not know what they need. In such cases, "customers should not be 
trusted to come up with solutions; they aren't expert or informed enough for that part of 
the innovation process," says the head of an innovation management consultancy. 
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"That's what your R&D team is for. Rather, customers should be asked only for 
outcomes - that is, what they want a product or service to do for them." 

Competitors are another good source of new-product ideas. Companies watch 
competitors' ads and other communications to get clues about their new products. They 
buy competing new products, take them apart to see how they work, analyze their sales, 
and decide whether they should bring out a new product of their own. Distributors and 
suppliers can also contribute many good new-product ideas. Resellers are close to the 
market and can pass along information about consumer problems and new-product 
possibilities. Suppliers can tell the company about new concepts, techniques, and 
materials that can be used to develop new products. Other idea sources include trade 
magazines, shows, and seminars; government agencies; new-product consultants; 
advertising agencies; marketing research firms; university and commercial laboratories; 
and inventors. 

The search for new-product ideas should be systematic rather than haphazard. 
Otherwise, few new ideas will surface and many good ideas will sputter and die. Top 
management can avoid these problems by installing an idea management system that 
directs the flow of new ideas to a central point where they can be collected, reviewed, 
and evaluated. In setting up such a system, the company can do any or all of the 
following:  

§ Appoint a respected senior person to be the company's idea manager. 
§ Create a cross-functional idea management committee consisting of people from 

R&D, engineering, purchasing, operations, finance, and sales and marketing to 
meet regularly and evaluate proposed new product and service ideas. 

§ Set up a toll-free number or Web site for anyone who wants to send a new idea 
to the idea manager. 

§ Encourage all company stakeholders - employees, suppliers, distributors, dealers 
- to send their ideas to the idea manager. 

§ Set up formal recognition programs to reward those who contribute the best new 
ideas. 

 
The idea manager approach yields two favorable outcomes. First, it helps create an 

innovation-oriented company culture. It shows that top management supports, 
encourages, and rewards innovation. Second, it will yield a larger number of ideas, 
among which will be found some especially good ones. As the system matures, ideas 
will flow more freely. No longer will good ideas wither for the lack of a sounding board 
or a senior product advocate. 
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Idea Screening 
The purpose of idea generation is to create a large number of ideas. The purpose of 

the succeeding stages is to reduce that number. The first idea-reducing stage is idea 
screening, which helps spot good ideas and drop poor ones as soon as possible. Product 
development costs rise greatly in later stages, so the company wants to go ahead only 
with the product ideas that will turn into profitable products. As one marketing executive 
suggests, "Three executives sitting in a room can get 40 good ideas ricocheting off the 
wall in minutes. The challenge is getting a steady stream of good ideas out of the labs 
and creativity campfires, through marketing and manufacturing, and all the way to 
consumers."  

Many companies require their executives to write up new-product ideas on a 
standard form that can be reviewed by a new-product committee. The write-up describes 
the product, the target market, and the competition. It makes some rough estimates of 
market size, product price, development time and costs, manufacturing costs, and rate of 
return. The committee then evaluates the idea against a set of general criteria. Many 
companies have well-designed systems for rating and screening new-product ideas. 
 

Concept Development and Testing 
An attractive idea must be developed into a product concept. It is important to 

distinguish between a product idea, a product concept, and a product image. A product 
idea is an idea for a possible product that the company can see itself offering to the 
market. A product concept is a detailed version of the idea stated in meaningful 
consumer terms. A product image is the way consumers perceive an actual or potential 
product. 
 
Concept Development 

DaimlerChrysler is getting ready to commercialize its experimental fuel-cell-
powered electric car. This car's nonpolluting fuel-cell system runs directly on methanol, 
which delivers hydrogen to the fuel cell with only water as a by-product. It is highly fuel 
efficient (75 percent more efficient than gasoline engines) and gives the new car an 
environmental advantage over standard internal combustion engine cars or even today's 
superefficient gasoline-electric hybrid cars. 

DaimlerChrysler is currently road-testing its NECAR 5 (New Electric Car) 
subcompact prototype and plans to deliver the first fuel-cell cars to customers. Based on 
the tiny Mercedes A-Class, the car accelerates quickly, reaches speeds of 90 miles per 
hour, and has a 280-mile driving range, giving it a huge edge over battery-powered 
electric cars that travel only about 80 miles before needing 3 to 12 hours of recharging. 
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DaimlerChrysler's task is to develop this new product into alternative product 
concepts, find out how attractive each concept is to customers, and choose the best one. 
It might create the following product concepts for the fuel-cell electric car: 

§ Concept 1 A moderately priced subcompact designed as a second family car to 
be used around town. The car is ideal for running errands and visiting friends.  

§ Concept 2 A medium-cost sporty compact appealing to young people.  
§ Concept 3 An inexpensive subcompact “green” car appealing to environmentally 

conscious people who want practical transportation and low pollution.  
§ Concept 4 A high-end SUV appealing to those who love the space SUVs provide 

but lament the poor gas mileage.  
    
Concept Testing 

Concept testing calls for testing new-product concepts with groups of target 
consumers. The concepts may be presented to consumers symbolically or physically. 
Here, in words, is concept 3: 

An efficient, fun-to-drive, fuel-cell-powered electric subcompact car that seats four. 
This methanol-powered high-tech wonder provides practical and reliable transportation 
with virtually no pollution. It goes up to 90 miles per hour and, unlike battery-powered 
electric cars, it never needs recharging. It's priced, fully equipped, at $20,000. 

For some concept tests, a word or picture description might be sufficient. However, 
a more concrete and physical presentation of the concept will increase the reliability of 
the concept test. Today, some marketers are finding innovative ways to make product 
concepts more real to consumer subjects. For example, some are using virtual reality to 
test product concepts. Virtual reality programs use computers and sensory devices (such 
as gloves or goggles) to simulate reality. A designer of kitchen cabinets can use a virtual 
reality program to help a customer "see" how his or her kitchen would look and work if 
remodeled with the company's products. Hairdressers have used virtual reality for years 
to show consumers how they might look with a new style.  
 

Marketing Strategy Development 
Suppose DaimlerChrysler finds that concept 3 for the fuel-cell-powered electric car 

tests best. The next step is marketing strategy development, designing an initial 
marketing strategy for introducing this car to the market. 

The marketing strategy statement consists of three parts.  
The first part describes the target market; the planned product positioning; and the 

sales, market share, and profit goals for the first few years. Thus:  
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The target market is younger, well-educated, moderate-to-high-income individuals, 
couples, or small families seeking practical, environmentally responsible 
transportation. The car will be positioned as more economical to operate, more fun 
to drive, and less polluting than today's internal combustion engine or hybrid cars, 
and as less restricting than battery-powered electric cars, which must be recharged 
regularly. The company will aim to sell 100,000 cars in the first year, at a loss of 
not more than $15 million. In the second year, the company will aim for sales of 
120,000 cars and a profit of $25 million. 
 
The second part of the marketing strategy statement outlines the product's planned 

price, distribution, and marketing budget for the first year: 
The fuel-cell-powered electric car will be offered in three colors - red, white, and 
blue - and will have optional air-conditioning and power-drive features. It will sell 
at a retail price of $20,000 - with 15 percent off the list price to dealers. Dealers 
who sell more than 10 cars per month will get an additional discount of 5 percent 
on each car sold that month. An advertising budget of $30 million will be split 50-
50 between national and local advertising. Advertising will emphasize the car's fun 
spirit and low emissions. During the first year, $100,000 will be spent on marketing 
research to find out who is buying the car and their satisfaction levels. 

 
         The third part of the marketing strategy statement describes the planned long-run 
sales, profit goals, and marketing mix strategy: 

DaimlerChrysler intends to capture a 3 percent long-run share of the total auto 
market and realize an after-tax return on investment of 15 percent. To achieve this, 
product quality will start high and be improved over time. Price will be raised in 
the second and third years if competition permits. The total advertising budget will 
be raised each year by about 10 percent. Marketing research will be reduced to 
$60,000 per year after the first year. 

 
Business Analysis 

Once management has decided on its product concept and marketing strategy, it 
can evaluate the business attractiveness of the proposal. Business analysis involves a 
review of the sales, costs, and profit projections for a new product to find out whether 
they satisfy the company's objectives. If they do, the product can move to the product 
development stage. 

To estimate sales, the company might look at the sales history of similar products 
and conduct surveys of market opinion. It can then estimate minimum and maximum 
sales to assess the range of risk. After preparing the sales forecast, management can 
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estimate the expected costs and profits for the product, including marketing, R&D, 
operations, accounting, and finance costs. The company then uses the sales and costs 
figures to analyze the new product's financial attractiveness. 

Product Development 
So far, for many new-product concepts, the product may have existed only as a 

word description, a drawing, or perhaps a crude mock-up. If the product concept passes 
the business test, it moves into product development. Here, R&D or engineering 
develops the product concept into a physical product. The product development step, 
however, now calls for a large jump in investment. It will show whether the product idea 
can be turned into a workable product. 

The R&D department will develop and test one or more physical versions of the 
product concept. R&D hopes to design a prototype that will satisfy and excite consumers 
and that can be produced quickly and at budgeted costs. Developing a successful 
prototype can take days, weeks, months, or even years. Often, products undergo rigorous 
tests to make sure that they perform safely and effectively, or that consumers will find 
value in them. Here are some examples of such product tests:  

P&G spends $150 million on 4,000 to 5,000 studies a year, testing everything from 
the ergonomics of picking up a shampoo bottle to how long women can keep their hands 
in sudsy water. On any given day, subjects meet in focus groups, sell their dirty laundry 
to researchers, put prototype diapers on their babies' bottoms, and rub mysterious creams 
on their faces. Last year, one elementary school raised $17,000 by having students and 
parents take part in P&G product tests. Students tested toothpaste and shampoo and ate 
brownies, while their mothers watched advertising for Tempo tissue, P&G's paper wipes 
packaged to fit in a car. This year, P&G is paying the school to have 48 students and 
parents wear new sneakers that they hand in every month for six months. Half the shoes 
return cleaned. No one knows what P&G is testing, and the company won't say. 
 

Test Marketing 
If the product passes functional and consumer tests, the next step is test marketing, 

the stage at which the product and marketing program are introduced into more-realistic 
market settings. Test marketing gives the marketer experience with marketing the 
product before going to the great expense of full introduction. It lets the company test 
the product and its entire marketing program - positioning strategy, advertising, 
distribution, pricing, branding and packaging, and budget levels. 

The amount of test marketing needed varies with each new product. Test-marketing 
costs can be high, and it takes time that may allow competitors to gain advantages. 
When the costs of developing and introducing the product are low, or when management 
is already confident about the new product, the company may do little or no test 
marketing. In fact, test marketing by consumer package-goods firms has been declining 
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in recent years. Companies often do not test-market simple line extensions or copies of 
successful competitor products.  

However, when introducing a new product requires a big investment, or when 
management is not sure of the product or marketing program, a company may do a lot of 
test marketing.  

Although test-marketing costs can be high, they are often small when compared 
with the costs of making a major mistake. For example, McDonald's made a costly 
mistake when it introduced its low-fat burger, the McLean Deluxe, nationally without 
the chain's normal and lengthy testing process. The new product failed after a big 
investment but lean results.  

Still, test marketing doesn't guarantee success. For example, Procter & Gamble 
tested its new Fit produce rinse for heavily for five years and Olay cosmetics for three 
years. Although market tests suggested the products would be successful, P&G had to 
pull the plug on both shortly after their introductions. 

When using test marketing, consumer products companies usually choose one of 
three approaches - standard test markets, controlled test markets, or simulated test 
markets. 
 
Standard Test Markets 

Using standard test markets, the company finds a small number of representative 
test cities, conducts a full marketing campaign in these cities, and uses store audits, 
consumer and distributor surveys, and other measures to gauge product performance. 
The results are used to forecast national sales and profits, discover potential product 
problems, and fine-tune the marketing program. 

Standard test markets have some drawbacks. They can be very costly and they may 
take a long time - some last as long as three to five years. Moreover, competitors can 
monitor test-market results or even interfere with them by cutting their prices in test 
cities, increasing their promotion, or even buying up the product being tested. Finally, 
test markets give competitors a look at the company's new product well before it is 
introduced nationally. Thus, competitors may have time to develop defensive strategies, 
and may even beat the company's product to the market.  

Despite these disadvantages, standard test markets are still the most widely used 
approach for major in-market testing. However, many companies today are shifting 
toward quicker and cheaper controlled and simulated test-marketing methods. 
 
Controlled Test Markets 

Several research firms keep controlled panels of stores that have agreed to carry 
new products for a fee. Controlled test marketing systems like ACNielsen's Scantrack 
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and Information Resources Inc.'s (IRI) BehaviorScan track individual behavior from the 
television set to the checkout counter. 

In each BehaviorScan market, IRI maintains a panel of shoppers who report all of 
their purchases by showing an identification card at check-out in participating stores and 
by using a handheld scanner at home to record purchases at non-participating stores.19 
Within test stores, IRI controls such factors as shelf placement, price, and in-store 
promotions for the product being tested. IRI also measures TV viewing in each panel 
household and sends special commercials to panel member television sets. Direct mail 
promotions can also be tested. 

Detailed scanner information on each consumer's purchases is fed into a central 
computer, where it is combined with the consumer's demographic and TV viewing 
information and reported daily. Thus, BehaviorScan can provide store-by-store, week-
by-week reports on the sales of tested products. Such panel purchasing data enables in-
depth diagnostics not possible with retail point-of-sale data alone, including repeat 
purchase analysis, buyer demographics, and earlier, more accurate sales forecasts after 
just 12 to 24 weeks in market. Most importantly, the system allows companies to 
evaluate their specific marketing efforts. 

Controlled test markets, such as Behaviorscan, usually cost less than standard test 
markets. Also, because retail distribution is "forced" in the first week of the test, 
controlled test markets can be completed much more quickly than standard test markets. 
As in standard test markets, controlled test markets allow competitors to get a look at the 
company's new product. And some companies are concerned that the limited number of 
controlled test markets used by the research services may not be representative of their 
products' markets or target consumers. However, the research firms are experienced in 
projecting test market results to broader markets and can usually account for biases in 
the test markets used. 
 
Simulated Test Markets 

Companies can also test new products in a simulated shopping environment. The 
company or research firm shows ads and promotions for a variety of products, including 
the new product being tested, to a sample of consumers. It gives consumers a small 
amount of money and invites them to a real or laboratory store where they may keep the 
money or use it to buy items. The researchers note how many consumers buy the new 
product and competing brands. 

This simulation provides a measure of trial and the commercial's effectiveness 
against competing commercials. The researchers then ask consumers the reasons for 
their purchase or nonpurchase. Some weeks later, they interview the consumers by 
phone to determine product attitudes, usage, satisfaction, and repurchase intentions. 
Using sophisticated computer models, the researchers then project national sales from 
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results of the simulated test market. Recently, some marketers have begun to use 
interesting new high-tech approaches to simulated-test-market research, such as virtual 
reality and the Internet. 

Simulated test markets overcome some of the disadvantages of standard and 
controlled test markets. They usually cost much less, can be run in eight weeks, and 
keep the new product out of competitors' view. Yet, because of their small samples and 
simulated shopping environments, many marketers do not think that simulated test 
markets are as accurate or reliable as larger, real-world tests. Still, simulated test markets 
are used widely, often as "pretest" markets. Because they are fast and inexpensive, they 
can be run to quickly assess a new product or its marketing program. If the pretest 
results are strongly positive, the product might be introduced without further testing. If 
the results are very poor, the product might be dropped or substantially redesigned and 
retested. If the results are promising but indefinite, the product and marketing program 
can be tested further in controlled or standard test markets. 
 

Commercialization 
Test marketing gives management the information needed to make a final decision 

about whether to launch the new product. If the company goes ahead with 
commercialization - introducing the new product into the market - it will face high costs. 
The company will have to build or rent a manufacturing facility. And it may have to 
spend, in the case of a new consumer packaged goods, millions for advertising, sales 
promotion, and other marketing efforts in the first year. 

The company launching a new product must first decide on introduction timing. If 
DaimlerChrysler's new fuel-cell electric car will eat into the sales of the company's other 
cars, its introduction may be delayed. If the car can be improved further, or if the 
economy is down, the company may wait until the following year to launch it. 

Next, the company must decide where to launch the new product - in a single 
location, a region, the national market, or the international market. Few companies have 
the confidence, capital, and capacity to launch new products into full national or 
international distribution. They will develop a planned market rollout over time. In 
particular, small companies may enter attractive cities or regions one at a time. Larger 
companies, however, may quickly introduce new models into several regions or into the 
full national market. 

Companies with international distribution systems may introduce new products 
through global rollouts. Rapid worldwide expansion solidified the brand's market 
position before foreign competitors could react. 
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Organizing for New-Product Development 
Many companies organize their new-product development process into the orderly 

sequence of steps shown in former figure, starting with idea generation and ending with 
commercialization. Under this sequential product development approach, one company 
department works individually to complete its stage of the process before passing the 
new product along to the next department and stage. This orderly, step-by-step process 
can help bring control to complex and risky projects. But it also can be dangerously 
slow. In fast-changing, highly competitive markets, such slow-but-sure product 
development can result in product failures, lost sales and profits, and crumbling market 
positions. "Speed to market" and reducing new-product development cycle time have 
become pressing concerns to companies in all industries. 

In order to get their new products to market more quickly, many companies are 
adopting a faster, team-oriented approach called simultaneous product development (or 
teamed-based or collaborative product development). Under this approach, company 
departments work closely together through cross-functional teams, overlapping the steps 
in the product development process to save time and increase effectiveness. Instead of 
passing the new product from department to department, the company assembles a team 
of people from various departments that stay with the new product from start to finish. 
Such teams usually include people from the marketing, finance, design, manufacturing, 
and legal departments, and even supplier and customer companies. 

Top management gives the product development team general strategic direction 
but no clear-cut product idea or work plan. It challenges the team with stiff and 
seemingly contradictory goals - "turn out carefully planned and superior new products, 
but do it quickly" - and then gives the team whatever freedom and resources it needs to 
meet the challenge. In the sequential process, a bottleneck at one phase can seriously 
slow the entire project. In the simultaneous approach, if one functional area hits snags, it 
works to resolve them while the team moves on. 

The simultaneous team-based approach does have some limitations. Superfast 
product development can be riskier and more costly than the slower, more orderly 
sequential approach. Moreover, it often creates increased organizational tension and 
confusion. And the company must take care that rushing a product to market doesn't 
adversely affect its quality - the objective is not only to create products faster, but to 
create them better and faster. 

Despite these drawbacks, in rapidly changing industries facing increasingly shorter 
product life cycles, the rewards of fast and flexible product development far exceed the 
risks. Companies that get new and improved products to the market faster than 
competitors often gain a dramatic competitive edge. They can respond more quickly to 
emerging consumer tastes and charge higher prices for more-advanced designs. As one 
auto industry executive states, "What we want to do is get the new car approved, built, 
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and in the consumer's hands in the shortest time possible. . . . Whoever gets there first 
gets all the marbles."  

Thus, new-product success requires more than simply thinking up a few good 
ideas, turning them into products, and finding customers for them. It requires a 
systematic approach for finding new ways to create value for target consumers, from 
generating and screening new-product ideas to creating and rolling out want-satisfying 
products to customers. More than this, successful new-product development requires a 
total-company commitment. At companies known for their new-product prowess - such 
as 3M, Gillette, and Intel - the entire culture encourages, supports, and rewards 
innovation. 

 
Product Life-Cycle Strategies 

 
After launching the new product, management wants the product to enjoy a long 

and happy life. Although it does not expect the product to sell forever, the company 
wants to earn a decent profit to cover all the effort and risk that went into launching it. 
Management is aware that each product will have a life cycle, although its exact shape 
and length is not known in advance. 

Figure down shows a typical product life cycle (PLC), the course that a product's 
sales and profits take over its lifetime. The product life cycle has five distinct stages: 

1. Product development begins when the company finds and develops a new-
product idea. During product development, sales are zero and the company's 
investment costs mount.  

2. Introduction is a period of slow sales growth as the product is introduced in the 
market. Profits are nonexistent in this stage because of the heavy expenses of 
product introduction.  

3. Growth is a period of rapid market acceptance and increasing profits.  
4. Maturity is a period of slowdown in sales growth because the product has 

achieved acceptance by most potential buyers. Profits level off or decline 
because of increased marketing outlays to defend the product against 
competition.  

5. Decline is the period when sales fall off and profits drop.  
 

Not all products follow this product life cycle. Some products are introduced and 
die quickly; others stay in the mature stage for a long, long time. Some enter the decline 
stage and are then cycled back into the growth stage through strong promotion or 
repositioning. 
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Sales and profits over the product's life from inception to demise 

The PLC concept can describe a product class (gasoline-powered automobiles), a 
product form (SUVs), or a brand (the Ford Explorer). The PLC concept applies 
differently in each case. Product classes have the longest life cycles - the sales of many 
product classes stay in the mature stage for a long time. Product forms, in contrast, tend 
to have the standard PLC shape. Product forms such as "cream deodorants," "dial 
telephones," and "cassette tapes" passed through a regular history of introduction, rapid 
growth, maturity, and decline. 

A specific brand's life cycle can change quickly because of changing competitive 
attacks and responses. For example, although laundry soaps (product class) and 
powdered detergents (product form) have enjoyed fairly long life cycles, the life cycles 
of specific brands have tended to be much shorter.  

The PLC concept also can be applied to what are known as styles, fashions, and 
fads. Their special life cycles are shown in next page figure. A style is a basic and 
distinctive mode of expression. For example, styles appear in homes (colonial, ranch, 
transitional), clothing (formal, casual), and art (realist, surrealist, abstract). Once a style 
is invented, it may last for generations, passing in and out of vogue. A style has a cycle 
showing several periods of renewed interest. A fashion is a currently accepted or popular 
style in a given field. For example, the more formal "business attire" look of corporate 
dress of the 1980s and early 1990s has now given way to the "business casual" look of 
today. Fashions tend to grow slowly, remain popular for a while, then decline slowly. 

Fads are fashions that enter quickly, are adopted with great zeal, peak early, and 
decline very quickly. They last only a short time and tend to attract only a limited 
following.  
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The PLC concept can be applied by marketers as a useful framework for describing 
how products and markets work. But using the PLC concept for forecasting product 
performance or for developing marketing strategies presents some practical problems. 
For example, managers may have trouble identifying which stage of the PLC the product 
is in or pinpointing when the product moves into the next stage. They may also find it 
hard to determine the factors that affect the product's movement through the stages. In 
practice, it is difficult to forecast the sales level at each PLC stage, the length of each 
stage, and the shape of the PLC curve. 

Using the PLC concept to develop marketing strategy also can be difficult because 
strategy is both a cause and a result of the product's life cycle. The product's current PLC 
position suggests the best marketing strategies, and the resulting marketing strategies 
affect product performance in later life-cycle stages. Yet, when used carefully, the PLC 
concept can help in developing good marketing strategies for different stages of the 
product life cycle. 

We looked at the product development stage of the product life cycle in the first 
part of the chapter. We now look at strategies for each of the other life-cycle stages. 
 

 
        
Styles, fashions, and fads 
 
Introduction Stage 

The introduction stage starts when the new product is first launched. Introduction 
takes time, and sales growth is apt to be slow. Well-known products such as instant 
coffee, frozen orange juice, and powdered coffee creamers lingered for many years 
before they entered a stage of rapid growth. 

In this stage, as compared to other stages, profits are negative or low because of the 
low sales and high distribution and promotion expenses. Much money is needed to 
attract distributors and build their inventories. Promotion spending is relatively high to 
inform consumers of the new product and get them to try it. Because the market is not 
generally ready for product refinements at this stage, the company and its few 
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competitors produce basic versions of the product. These firms focus their selling on 
those buyers who are the most ready to buy. 

A company, especially the market pioneer, must choose a launch strategy that is 
consistent with the intended product positioning. It should realize that the initial strategy 
is just the first step in a grander marketing plan for the product's entire life cycle. If the 
pioneer chooses its launch strategy to make a "killing," it will be sacrificing long-run 
revenue for the sake of short-run gain. As the pioneer moves through later stages of the 
life cycle, it will have to continuously formulate new pricing, promotion, and other 
marketing strategies. It has the best chance of building and retaining market leadership if 
it plays its cards correctly from the start. 
 
Growth Stage 

If the new product satisfies the market, it will enter a growth stage, in which sales 
will start climbing quickly. The early adopters will continue to buy, and later buyers will 
start following their lead, especially if they hear favorable word of mouth. Attracted by 
the opportunities for profit, new competitors will enter the market. They will introduce 
new product features, and the market will expand. The increase in competitors leads to 
an increase in the number of distribution outlets, and sales jump just to build reseller 
inventories. Prices remain where they are or fall only slightly. Companies keep their 
promotion spending at the same or a slightly higher level. Educating the market remains 
a goal, but now the company must also meet the competition. 

Profits increase during the growth stage, as promotion costs are spread over a large 
volume and as unit manufacturing costs fall. The firm uses several strategies to sustain 
rapid market growth as long as possible. It improves product quality and adds new 
product features and models. It enters new market segments and new distribution 
channels. It shifts some advertising from building product awareness to building product 
conviction and purchase, and it lowers prices at the right time to attract more buyers. 

In the growth stage, the firm faces a trade-off between high market share and high 
current profit. By spending a lot of money on product improvement, promotion, and 
distribution, the company can capture a dominant position. In doing so, however, it 
gives up maximum current profit, which it hopes to make up in the next stage. 
 
Maturity Stage 

At some point, a product's sales growth will slow down, and the product will enter 
a maturity stage. This maturity stage normally lasts longer than the previous stages, and 
it poses strong challenges to marketing management. Most products are in the maturity 
stage of the life cycle, and therefore most of marketing management deals with the 
mature product. 
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The slowdown in sales growth results in many producers with many products to 
sell. In turn, this overcapacity leads to greater competition. Competitors begin marking 
down prices, increasing their advertising and sales promotions, and upping their R&D 
budgets to find better versions of the product. These steps lead to a drop in profit. Some 
of the weaker competitors start dropping out, and the industry eventually contains only 
well-established competitors. 

Although many products in the mature stage appear to remain unchanged for long 
periods, most successful ones are actually evolving to meet changing consumer needs. 
Product managers should do more than simply ride along with or defend their mature 
products - a good offense is the best defense. They should consider modifying the 
market, product, and marketing mix. 

In modifying the market, the company tries to increase the consumption of the 
current product. It looks for new users and market segments, as when Johnson & 
Johnson targeted the adult market with its baby powder and shampoo. The manager also 
looks for ways to increase usage among present customers. Amazon.com sends 
permission-based e-mails to regular customers letting them know when their favorite 
authors or performers publish new books or CDs. Or the company may want to 
reposition the brand to appeal to a larger or faster-growing segment, as Verizon did 
when it expanded into high-speed Internet and wireless services. 

The company might also try modifying the product - changing characteristics such 
as quality, features, or style to attract new users and to inspire more usage. It might 
improve the product's quality and performance - its durability, reliability, speed, taste. It 
can improve the product's styling and attractiveness. Thus, car manufacturers restyle 
their cars to attract buyers who want a new look. The makers of consumer food and 
household products introduce new flavors, colors, ingredients, or packages to revitalize 
consumer buying. 

Or the company might add new features that expand the product’s usefulness, 
safety, or convenience. For example, Sony keeps adding new styles and features to its 
Walkman and Discman lines, and Volvo adds new safety features to its cars.  

Finally, the company can try modifying the marketing mix - improving sales by 
changing one or more marketing mix elements. It can cut prices to attract new users and 
competitors' customers. It can launch a better advertising campaign or use aggressive 
sales promotions - trade deals, cents-off, premiums, and contests. The company can also 
move into larger market channels, using mass merchandisers, if these channels are 
growing. Finally, the company can offer new or improved services to buyers. 
 
Decline Stage 

The sales of most product forms and brands eventually dip. The decline may be 
slow, as in the case of oatmeal cereal, or rapid, as in the case of phonograph records. 
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Sales may plunge to zero, or they may drop to a low level where they continue for many 
years. This is the decline stage. 

Sales decline for many reasons, including technological advances, shifts in 
consumer tastes, and increased competition. As sales and profits decline, some firms 
withdraw from the market. Those remaining may prune their product offerings. They 
may drop smaller market segments and marginal trade channels, or they may cut the 
promotion budget and reduce their prices further. 

Carrying a weak product can be very costly to a firm, and not just in profit terms. 
There are many hidden costs. A weak product may take up too much of management's 
time. It often requires frequent price and inventory adjustments. It requires advertising 
and sales force attention that might be better used to make "healthy" products more 
profitable. A product's failing reputation can cause customer concerns about the 
company and its other products. The biggest cost may well lie in the future. Keeping 
weak products delays the search for replacements, creates a lopsided product mix, hurts 
current profits, and weakens the company's foothold on the future. 

For these reasons, companies need to pay more attention to their aging products. 
The firm's first task is to identify those products in the decline stage by regularly 
reviewing sales, market shares, costs, and profit trends. Then, management must decide 
whether to maintain, harvest, or drop each of these declining products. 

Management may decide to maintain its brand without change in the hope that 
competitors will leave the industry. For example, Procter & Gamble made good profits 
by remaining in the declining liquid soap business as others withdrew. Or management 
may decide to reposition or reformulate the brand in hopes of moving it back into the 
growth stage of the product life cycle.  

Management may decide to harvest the product, which means reducing various 
costs (plant and equipment, maintenance, R&D, advertising, sales force) and hoping that 
sales hold up. If successful, harvesting will increase the company's profits in the short 
run. Or management may decide to drop the product from the line. It can sell it to 
another firm or simply liquidate it at salvage value. If the company plans to find a buyer, 
it will not want to run down the product through harvesting. 

Next table summarizes the key characteristics of each stage of the product life 
cycle. The table also lists the marketing objectives and strategies for each stage. 
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Summary of Product Life-Cycle characteristics, Objectives, and Strategies 

Characteristics Introduction Growth Maturity Decline 

Sales Low sales Rapidly rising 
sales 

Peak sales Declining sales 

Costs High cost per 
customer 

Average cost 
per customer 

Low cost per 
customer 

Low cost per 
customer 

Profits Negative Rising profits High profits Declining 
profits 

Customers Innovators Early adopters Middle majority Laggards 

Competitors Few Growing 
number 
beginning to 
decline 

Stable number Declining 
number 

MARKETING OBJECTIVES    

 
Create product 
awareness 

Maximize 
market share 

Maximize profit 
while defending 
market share 

Reduce 
expenditure and 
milk the brand 

 
 
STRATEGIES 

    

Product Offer a basic 
product 

Offer product 
extensions, 
service, and 
warranty 

Diversify brand 
models 

Phase out weak 
items 

Price Use cost-plus Price to 
penetrate 
market 

Price to match 
or beat 
competitors 

Cut price 

Distribution Build selective 
distribution 

Build intensive 
distribution 

Build more 
intensive 
distribution 

Go selective: 
phase out 
unprofitable 
outlets 

Advertising Build product 
awareness among 
early adopters 
and dealers 

Build awareness 
and interest in 
the mass market 

Stress brand 
differences and 
benefits 

Reduce to level 
needed to retain 
hard-core loyals 

Sales Promotion Use heavy sales 
promotion to 
entice trial 

Reduce to take 
advantage of 
heavy 

Increase to 
encourage 
brand switching 
consumer 
demand 

Reduce to 
minimal level 
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12 PRICING CONSIDERATIONS AND APPROACHES 

 
Factors to Consider When Setting Prices 

 
A company's pricing decisions are affected by both internal company factors and 

external environmental factors. 
 

Internal Factors Affecting Pricing Decisions 
Internal factors affecting pricing include the company's marketing objectives, 

marketing mix strategy, costs, and organizational considerations. 
 
Marketing Objectives 

Before setting a price, the company must decide on its strategy for the product. If 
the company has selected its target market and positioning carefully, then its marketing 
mix strategy, including price, will be fairly straightforward. For example, when Honda 
and Toyota decided to develop their Acura and Lexus brands to compete with European 
luxury-performance cars in the higher-income segment, this required charging a high 
price. In contrast, Motel 6, Econo Lodge have positioned themselves as motels that 
provide economical rooms for budget-minded travelers; this position requires charging a 
low price. Thus, pricing strategy is largely determined by decisions on market 
positioning. 
 

 
 
Factors affecting price decisions 
 

At the same time, the company may seek additional objectives. Common objectives 
include survival, current profit maximization, market share leadership, and product 
quality leadership. Companies set survival as their major objective if they are troubled 
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by too much capacity, heavy competition, or changing consumer wants. To keep a plant 
going, a company may set a low price, hoping to increase demand. In the long run, 
however, the firm must learn how to add value that consumers will pay for or face 
extinction. 

Many companies use current profit maximization as their pricing goal. They 
estimate what demand and costs will be at different prices and choose the price that will 
produce the maximum current profit, cash flow, or return on investment. Other 
companies want to obtain market share leadership. To become the market share leader, 
these firms set prices as low as possible. 

A company might decide that it wants to achieve product quality leadership. This 
normally calls for charging a high price to cover higher performance quality and the 
high cost of R&D.  

A company might also use price to attain other, more specific objectives. It can set 
prices low to prevent competition from entering the market or set prices at competitors' 
levels to stabilize the market. Prices can be set to keep the loyalty and support of 
resellers or to avoid government intervention. Prices can be reduced temporarily to 
create excitement for a product or to draw more customers into a retail store. One 
product may be priced to help the sales of other products in the company's line. Thus, 
pricing may play an important role in helping to accomplish the company's objectives at 
many levels. 

Not-for-profit and public organizations may adopt a number of other pricing 
objectives. A university aims for partial cost recovery, knowing that it must rely on 
private gifts and public grants to cover the remaining costs. A not-for-profit hospital 
may aim for full cost recovery in its pricing. A not-for-profit theater company may price 
its productions to fill the maximum number of theater seats. A social service agency 
may set a social price geared to the varying income situations of different clients. 
 
Marketing Mix Strategy 

Price is only one of the marketing mix tools that a company uses to achieve its 
marketing objectives. Price decisions must be coordinated with product design, 
distribution, and promotion decisions to form a consistent and effective marketing 
program. Decisions made for other marketing mix variables may affect pricing 
decisions. For example, producers using many resellers who are expected to support and 
promote their products may have to build larger reseller margins into their prices. The 
decision to position the product on high-performance quality will mean that the seller 
must charge a higher price to cover higher costs. 

Companies often position their products on price and then tailor other marketing 
mix decisions to the prices they want to charge. Here, price is a crucial product-
positioning factor that defines the product's market, competition, and design. Many 
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firms support such price-positioning strategies with a technique called target costing, a 
potent strategic weapon. Target costing reverses the usual process of first designing a 
new product, determining its cost, and then asking, "Can we sell it for that?" Instead, it 
starts with an ideal selling price based on customer considerations then targets costs that 
will ensure that the price is met. 

The original Swatch watch provides a good example of target costing. Rather than 
starting with its own costs, Swatch surveyed the market and identified an unserved 
segment of watch buyers who wanted "a low-cost fashion accessory that also keeps 
time." Swatch set out to give consumers in this segment the watch they wanted at a price 
they were willing to pay, and it managed the new product's costs accordingly. Like most 
watch buyers, targeted consumers were concerned about precision, reliability, and 
durability. However, they were also concerned about fashion and affordability. To keep 
costs down, Swatch designed fashionable but simpler watches that contained fewer parts 
and that were constructed from high-tech but less expensive materials. It then developed 
a revolutionary automated process for mass-producing the new watches and exercised 
strict cost controls throughout the manufacturing process. By managing costs carefully, 
Swatch created a watch that offered just the right blend of fashion and function at a price 
consumers were willing to pay. As a result, the company sold more than 2 million 
watches in its first two years. Based on this initial success, consumers have placed 
increasing value on Swatch products, allowing the company to introduce successively 
higher-priced designs. 

Other companies deemphasize price and use other marketing mix tools to create 
nonprice positions. Often, the best strategy is not to charge the lowest price, but rather to 
differentiate the marketing offer to make it worth a higher price. For example, for years 
Johnson Controls, a producer of climate-control systems for office buildings, used initial 
price as its primary competitive tool. However, research showed that customers were 
more concerned about the total cost of installing and maintaining a system than about its 
initial price. Repairing broken systems was expensive, time-consuming, and risky. 
Customers had to shut down the heat or air-conditioning in the whole building, 
disconnect a lot of wires, and face the dangers of electrocution. So Johnson designed an 
entirely new system called "Metasys." To repair the new system, customers need only 
pull out an old plastic module and slip in a new one - no tools required. Metasys costs 
more to make than the old system, and customers pay a higher initial price, but it costs 
less to install and maintain.  

Thus, marketers must consider the total marketing mix when setting prices. If the 
product is positioned on nonprice factors, then decisions about quality, promotion, and 
distribution will strongly affect price. If price is a crucial positioning factor, then price 
will strongly affect decisions made about the other marketing mix elements. But even 
when featuring price, marketers need to remember that customers rarely buy on price 
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alone. Instead, they seek products that give them the best value in terms of benefits 
received for the price paid. 
 
Costs 

Costs set the floor for the price that the company can charge. The company wants 
to charge a price that both covers all its costs for producing, distributing, and selling the 
product and delivers a fair rate of return for its effort and risk. A company's costs may be 
an important element in its pricing strategy. Many companies work to become the "low-
cost producers" in their industries. Companies with lower costs can set lower prices that 
result in greater sales and profits. 

TYPES OF COSTS    A company's costs take two forms, fixed and variable. Fixed 
costs (also known as overhead) are costs that do not vary with production or sales level. 
For example, a company must pay each month's bills for rent, heat, interest, and 
executive salaries, whatever the company's output. Variable costs vary directly with the 
level of production. Each personal computer produced by Compaq involves the cost of 
computer chips, wires, plastic, packaging, and other inputs. These costs tend to be the 
same for each unit produced. They are called variable because their total varies with the 
number of units produced. Total costs are the sum of the fixed and variable costs for any 
given level of production. Management wants to charge a price that will at least cover 
the total production costs at a given level of production. The company must watch its 
costs carefully. If it costs the company more than competitors to produce and sell its 
product, the company will have to charge a higher price or make less profit, putting it at 
a competitive disadvantage. 

COSTS AT DIFFERENT LEVELS OF PRODUCTION To price wisely, 
management needs to know how its costs vary with different levels of production. For 
example, suppose Texas Instruments (TI) has built a plant to produce 1,000 calculators 
per day. Figures at next page (A and B) show the typical short-run average cost curve 
(SRAC). It shows that the cost per calculator is high if TI's factory produces only a few 
per day. But as production moves up to 1,000 calculators per day, average cost falls. 
This is because fixed costs are spread over more units, with each one bearing a smaller 
share of the fixed cost. TI can try to produce more than 1,000 calculators per day, but 
average costs will increase because the plant becomes inefficient. Workers have to wait 
for machines, the machines break down more often, and workers get in each other's way. 
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Cost per unit at different levels of production per period 
 

If TI believed it could sell 2,000 calculators a day, it should consider building a 
larger plant. The plant would use more efficient machinery and work arrangements. 
Also, the unit cost of producing 2,000 calculators per day would be lower than the unit 
cost of producing 1,000 units per day, as shown in the long-run average cost (LRAC) 
curve (Figure B). In fact, a 3,000-capacity plant would even be more efficient, according 
to Figure B. But a 4,000-daily production plant would be less efficient because of 
increasing diseconomies of scale - too many workers to manage, paperwork slowing 
things down, and so on. Figure B shows that a 3,000-daily production plant is the best 
size to build if demand is strong enough to support this level of production. 

COSTS AS A FUNCTION OF PRODUCTION EXPERIENCE  Suppose TI runs a 
plant that produces 3,000 calculators per day. As TI gains experience in producing 
calculators, it learns how to do it better. Workers learn shortcuts and become more 
familiar with their equipment. With practice, the work becomes better organized, and TI 
finds better equipment and production processes. With higher volume, TI becomes more 
efficient and gains economies of scale. As a result, average cost tends to fall with 
accumulated production experience. This is shown in next figure. Thus, the average cost 
of producing the first 100,000 calculators is $10 per calculator. When the company has 
produced the first 200,000 calculators, the average cost has fallen to $9. After its 
accumulated production experience doubles again to 400,000, the average cost is $7. 
This drop in the average cost with accumulated production experience is called the 
experience curve (or the learning curve). 

If a downward-sloping experience curve exists, this is highly significant for the 
company. Not only will the company's unit production cost fall, but it will fall faster if 
the company makes and sells more during a given time period. But the market has to 
stand ready to buy the higher output. And to take advantage of the experience curve, TI 
must get a large market share early in the product's life cycle. This suggests the 
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following pricing strategy: TI should price its calculators low; its sales will then 
increase, and its costs will decrease through gaining more experience, and then it can 
lower its prices further. 

Some companies have built successful strategies around the experience curve. For 
example, Bausch & Lomb solidified its position in the soft contact lens market by using 
computerized lens design and steadily expanding its one Soflens plant. As a result, its 
market share climbed steadily to 65 percent. However, a single-minded focus on 
reducing costs and exploiting the experience curve will not always work. Experience-
curve pricing carries some major risks. The aggressive pricing might give the product a 
cheap image. The strategy also assumes that competitors are weak and not willing to 
fight it out by meeting the company's price cuts. Finally, while the company is building 
volume under one technology, a competitor may find a lower-cost technology that lets it 
start at prices lower than the market leader's, who still operates on the old experience 
curve. 
 

 
 
Cost per unit as a function of accumulated production: The experience curve 
 
Organizational Considerations 

Management must decide who within the organization should set prices. 
Companies handle pricing in a variety of ways. In small companies, prices are often set 
by top management rather than by the marketing or sales departments. In large 
companies, pricing is typically handled by divisional or product line managers. In 
industrial markets, salespeople may be allowed to negotiate with customers within 
certain price ranges. Even so, top management sets the pricing objectives and policies, 
and it often approves the prices proposed by lower-level management or salespeople. 

In industries in which pricing is a key factor (aerospace, steel, railroads, oil 
companies), companies often have a pricing department to set the best prices or help 
others in setting them. This department reports to the marketing department or top 
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management. Others who have an influence on pricing include sales managers, 
production managers, finance managers, and accountants. 
 

External Factors Affecting Pricing Decisions 
External factors that affect pricing decisions include the nature of the market and 

demand, competition, and other environmental elements. 
 
The Market and Demand 

Whereas costs set the lower limit of prices, the market and demand set the upper 
limit. Both consumer and industrial buyers balance the price of a product or service 
against the benefits of owning it. Thus, before setting prices, the marketer must 
understand the relationship between price and demand for its product. In this section, we 
explain how the price – demand relationship varies for different types of markets and 
how buyer perceptions of price affect the pricing decision. We then discuss methods for 
measuring the price–demand relationship. 

PRICING IN DIFFERENT TYPES OF MARKETS The seller's pricing freedom 
varies with different types of markets. Economists recognize four types of markets, each 
presenting a different pricing challenge. 

Under pure competition, the market consists of many buyers and sellers trading in a 
uniform commodity such as wheat, copper, or financial securities. No single buyer or 
seller has much effect on the going market price. A seller cannot charge more than the 
going price, because buyers can obtain as much as they need at the going price. Nor 
would sellers charge less than the market price, because they can sell all they want at 
this price. If price and profits rise, new sellers can easily enter the market. In a purely 
competitive market, marketing research, product development, pricing, advertising, and 
sales promotion play little or no role. Thus, sellers in these markets do not spend much 
time on marketing strategy. 

Under monopolistic competition, the market consists of many buyers and sellers 
who trade over a range of prices rather than a single market price. A range of prices 
occurs because sellers can differentiate their offers to buyers. Either the physical product 
can be varied in quality, features, or style or the accompanying services can be varied. 
Buyers see differences in sellers' products and will pay different prices for them. Sellers 
try to develop differentiated offers for different customer segments and, in addition to 
price, freely use branding, advertising, and personal selling to set their offers apart.  

Under oligopolistic competition, the market consists of a few sellers who are highly 
sensitive to each other's pricing and marketing strategies. The product can be uniform 
(steel, aluminum) or nonuniform (cars, computers). There are few sellers because it is 
difficult for new sellers to enter the market. Each seller is alert to competitors' strategies 
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and moves. If a steel company slashes its price by 10 percent, buyers will quickly switch 
to this supplier. The other steelmakers must respond by lowering their prices or 
increasing their services. An oligopolist is never sure that it will gain anything 
permanent through a price cut. In contrast, if an oligopolist raises its price, its 
competitors might not follow this lead. The oligopolist then would have to retract its 
price increase or risk losing customers to competitors. 

In a pure monopoly, the market consists of one seller. The seller may be a 
government monopoly (the Postal Service), a private regulated monopoly (a power 
company), or a private nonregulated monopoly (DuPont when it introduced nylon). 
Pricing is handled differently in each case. A government monopoly can pursue a variety 
of pricing objectives. It might set a price below cost because the product is important to 
buyers who cannot afford to pay full cost. Or the price might be set either to cover costs 
or to produce good revenue. It can even be set quite high to slow down consumption. 

In a regulated monopoly, the government permits the company to set rates that will 
yield a "fair return," one that will let the company maintain and expand its operations as 
needed. Nonregulated monopolies are free to price at what the market will bear. 
However, they do not always charge the full price for a number of reasons: a desire not 
to attract competition, a desire to penetrate the market faster with a low price, or a fear 
of government regulation. 

CONSUMER PERCEPTIONS OF PRICE AND VALUE   In the end, the 
consumer will decide whether a product's price is right. Pricing decisions, like other 
marketing mix decisions, must be buyer oriented. When consumers buy a product, they 
exchange something of value (the price) to get something of value (the benefits of 
having or using the product). Effective, buyer-oriented pricing involves understanding 
how much value consumers place on the benefits they receive from the product and 
setting a price that fits this value. 

A company often finds it hard to measure the values customers will attach to its 
product. For example, calculating the cost of ingredients in a meal at a fancy restaurant 
is relatively easy. But assigning a value to other satisfactions such as taste, environment, 
relaxation, conversation, and status is very hard. And these values will vary both for 
different consumers and in different situations. Still, consumers will use these values to 
evaluate a product's price. If customers perceive that the price is greater than the 
product's value, they will not buy the product. If consumers perceive that the price is 
below the product's value, they will buy it, but the seller loses profit opportunities. 

ANALYZING THE PRICE–DEMAND RELATIONSHIP    Each price the 
company might charge will lead to a different level of demand. The relationship between 
the price charged and the resulting demand level is shown in the demand curve in next 
figure. The demand curve shows the number of units the market will buy in a given time 
period at different prices that might be charged. In the normal case, demand and price 
are inversely related; that is, the higher the price, the lower the demand. Thus, the 
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company would sell less if it raised its price from P1 to P2. In short, consumers with 
limited budgets probably will buy less of something if its price is too high. 

In the case of prestige goods, the demand curve sometimes slopes upward. 
Consumers think that higher prices mean more quality. For example, Gibson Guitar 
Corporation recently toyed with the idea of lowering its prices to compete more 
effectively with Japanese rivals such as Yamaha and Ibanez. To its surprise, Gibson 
found that its instruments didn't sell as well at lower prices. "We had an inverse [price-
demand relationship]," noted Gibson's chief executive officer. "The more we charged 
the more products we sold." At a time when other guitar manufacturers have chosen to 
build their instruments more quickly, cheaply, and in greater numbers, Gibson still 
promises guitars that "are made one-at-a-time, by hand. No shortcuts. No substitutions." 
It turns out that low prices simply aren't consistent with "Gibson's century-old tradition 
of creating investment-quality instruments that represent the highest standards of 
imaginative design and masterful craftsmanship." Still, if the company charges too high 
a price, the level of demand will be lower. 
 

 
Demand curves  
 

Most companies try to measure their demand curves by estimating demand at 
different prices. The type of market makes a difference. In a monopoly, the demand 
curve shows the total market demand resulting from different prices. If the company 
faces competition, its demand at different prices will depend on whether competitors' 
prices stay constant or change with the company's own prices. 

In measuring the price–demand relationship, the market researcher must not allow 
other factors affecting demand to vary. For example, if Sony increased its advertising at 
the same time that it lowered its television prices, we would not know how much of the 
increased demand was due to the lower prices and how much was due to the increased 
advertising. The same problem arises if a holiday weekend occurs when the lower price 
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is set - more gifts giving over the holiday causes people to buy more televisions. 
Economists show the impact of nonprice factors on demand through shifts in the 
demand curve rather than movements along it. 

PRICE ELASTICITY OF DEMAND    Marketers also need to know price 
elasticity - how responsive demand will be to a change in price. Consider the two 
demand curves, a price increase from P1 to P2 leads to a relatively small drop in demand 
from Q1 to Q2. In figure B, however, the same price increase leads to a large drop in 
demand from Q1 to Q2. If demand hardly changes with a small change in price, we say 
the demand is inelastic. If demand changes greatly, we say the demand is elastic. The 
price elasticity of demand is given by the following formula: 
 

 
 

Suppose demand falls by 10 percent when a seller raises its price by 2 percent. 
Price elasticity of demand is therefore –5 (the minus sign confirms the inverse relation 
between price and demand) and demand is elastic. If demand falls by 2 percent with a 2 
percent increase in price, then elasticity is –1. In this case, the seller's total revenue stays 
the same: The seller sells fewer items but at a higher price that preserves the same total 
revenue. If demand falls by 1 percent when price is increased by 2 percent, then 
elasticity is –1/2 and demand is inelastic. The less elastic the demand, the more it pays 
for the seller to raise the price. 

What determines the price elasticity of demand? Buyers are less price sensitive 
when the product they are buying is unique or when it is high in quality, prestige, or 
exclusiveness. They are also less price sensitive when substitute products are hard to 
find or when they cannot easily compare the quality of substitutes. Finally, buyers are 
less price sensitive when the total expenditure for a product is low relative to their 
income or when the cost is shared by another party. 

If demand is elastic rather than inelastic, sellers will consider lowering their price. 
A lower price will produce more total revenue. This practice makes sense as long as the 
extra costs of producing and selling more do not exceed the extra revenue. At the same 
time, most firms want to avoid pricing that turns their products into commodities. In 
recent years, forces such as deregulation and the instant price comparisons afforded by 
the Internet and other technologies have increased consumer price sensitivity, turning 
products ranging from telephones and computers to new automobiles into commodities 
in consumers' eyes. Marketers need to work harder than ever to differentiate their 
offerings when a dozen competitors are selling virtually the same product at a 
comparable or lower price. More than ever, companies need to understand the price 
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sensitivity of their customers and prospects and the trade-offs people are willing to make 
between price and product characteristics.  
 
Competitors' Costs, Prices, and Offers 

Another external factor affecting the company's pricing decisions is competitors' 
costs and prices and possible competitor reactions to the company's own pricing moves. 
A consumer who is considering the purchase of a Canon camera will evaluate Canon's 
price and value against the prices and values of comparable products made by Nikon, 
Minolta, Pentax, and others. In addition, the company's pricing strategy may affect the 
nature of the competition it faces. If Canon follows a high-price, high-margin strategy, it 
may attract competition. A low-price, low-margin strategy, however, may stop 
competitors or drive them out of the market. 

Canon needs to benchmark its costs against its competitors' costs to learn whether it 
is operating at a cost advantage or disadvantage. It also needs to learn the price and 
quality of each competitor's offer. Once Canon is aware of competitors' prices and 
offers, it can use them as a starting point for its own pricing. If Canon's cameras are 
similar to Nikon's, it will have to price close to Nikon or lose sales. If Canon's cameras 
are not as good as Nikon's, the firm will not be able to charge as much. If Canon's 
products are better than Nikon's, it can charge more. Basically, Canon will use price to 
position its offer relative to the competition. 
 
Other External Factors 

When setting prices, the company also must consider other factors in its external 
environment. Economic conditions can have a strong impact on the firm's pricing 
strategies. Economic factors such as boom or recession, inflation, and interest rates 
affect pricing decisions because they affect both the costs of producing a product and 
consumer perceptions of the product's price and value. The company must also consider 
what impact its prices will have on other parties in its environment. How will resellers 
react to various prices? The company should set prices that give resellers a fair profit, 
encourage their support, and help them to sell the product effectively. The government is 
another important external influence on pricing decisions. Finally, social concerns may 
have to be taken into account. In setting prices, a company's short-term sales, market 
share, and profit goals may have to be tempered by broader societal considerations. 
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General Pricing Approaches 
        

The price the company charges will be somewhere between one that is too low to 
produce a profit and one that is too high to produce any demand. Down figure 
summarizes the major considerations in setting price. Product costs set a floor to the 
price; consumer perceptions of the product's value set the ceiling. The company must 
consider competitors' prices and other external and internal factors to find the best price 
between these two extremes. 

Companies set prices by selecting a general pricing approach that includes one or 
more of these three sets of factors. We will examine the following approaches: the cost-
based approach (cost-plus pricing, break-even analysis, and target profit pricing), the 
buyer-based approach (value-based pricing), and the competition-based approach 
(going-rate and sealed-bid pricing). 
 

 
 

Major considerations in setting price  
 

Cost-Based Pricing 
The simplest pricing method is cost-plus pricing - adding a standard markup to the 

cost of the product. Construction companies, for example, submit job bids by estimating 
the total project cost and adding a standard markup for profit. Servicemen and other 
professionals typically price by adding a standard markup to their costs. Some sellers tell 
their customers they will charge cost plus a specified markup; 

To illustrate markup pricing, suppose a toaster manufacturer had the following 
costs and expected sales: 
        Variable cost       $10  

Fixed costs     $300,000  
Expected unit sales        50,000  
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Then the manufacturer's cost per toaster is given by: 
 

 
 
Now suppose the manufacturer wants to earn a 20 percent markup on sales. The 
manufacturer's markup price is given by: 
 

 
 

The manufacturer would charge dealers $20 a toaster and make a profit of $4 per 
unit. The dealers, in turn, will mark up the toaster. If dealers want to earn 50 percent on 
sales price, they will mark up the toaster to $40 ($20 1 50% of $40). This number is 
equivalent to a markup on cost of 100 percent ($20/$20). 

Does using standard markups to set prices make sense? Generally, no. Any pricing 
method that ignores demand and competitor prices is not likely to lead to the best price. 
Suppose the toaster manufacturer charged $20 but sold only 30,000 toasters instead of 
50,000. Then the unit cost would have been higher because the fixed costs are spread 
over fewer units, and the realized percentage markup on sales would have been lower. 
Markup pricing works only if that price actually brings in the expected level of sales. 

Still, markup pricing remains popular for many reasons. First, sellers are more 
certain about costs than about demand. By tying the price to cost, sellers simplify pricing 
- they do not have to make frequent adjustments as demand changes. Second, when all 
firms in the industry use this pricing method, prices tend to be similar and price 
competition is thus minimized. Third, many people feel that cost-plus pricing is fairer to 
both buyers and sellers. Sellers earn a fair return on their investment but do not take 
advantage of buyers when buyers' demand becomes great. 
         
Break-Even Analysis and Target Profit Pricing 
 

Another cost-oriented pricing approach is break-even pricing, or a variation called 
target profit pricing. The firm tries to determine the price at which it will break even or 
make the target profit it is seeking. Such pricing is used by General Motors, which 
prices its automobiles to achieve a 15 to 20 percent profit on its investment. This pricing 
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method is also used by public utilities, which are constrained to make a fair return on 
their investment. 

Target pricing uses the concept of a break-even chart, which shows the total cost 
and total revenue expected at different sales volume levels. Figure below shows a break-
even chart for the toaster manufacturer discussed here. Fixed costs are $300,000 
regardless of sales volume. Variable costs are added to fixed costs to form total costs, 
which rise with volume. The total revenue curve starts at zero and rises with each unit 
sold. The slope of the total revenue curve reflects the price of $20 per unit. 

The total revenue and total cost curves cross at 30,000 units. This is the break-even 
volume. At $20, the company must sell at least 30,000 units to break even; that is, for 
total revenue to cover total cost. Break-even volume can be calculated using the 
following formula: 
 

 
 

 

 
 

Break-even chart for determining target price 
 

If the company wants to make a target profit, it must sell more than 30,000 units at 
$20 each. Suppose the toaster manufacturer has invested $1,000,000 in the business and 
wants to set price to earn a 20 percent return, or $200,000. In that case, it must sell at 
least 50,000 units at $20 each. If the company charges a higher price, it will not need to 
sell as many toasters to achieve its target return. But the market may not buy even this 



Study Text – Principles of Marketing 

 
 

216 

lower volume at the higher price. Much depends on the price elasticity and competitors' 
prices. 

The manufacturer should consider different prices and estimate break-even 
volumes, probable demand, and profits for each. This is done in below table. The table 
shows that as price increases, break-even volume drops (column 2). But as price 
increases, demand for the toasters also falls off (column 3). At the $14 price, because the 
manufacturer clears only $4 per toaster ($14 less $10 in variable costs), it must sell a 
very high volume to break even. Even though the low price attracts many buyers, 
demand still falls below the high break-even point, and the manufacturer loses money. 
At the other extreme, with a $22 price, the manufacturer clears $12 per toaster and must 
sell only 25,000 units to break even. But at this high price, consumers buy too few 
toasters, and profits are negative. The table shows that a price of $18 yields the highest 
profits. Note that none of the prices produce the manufacturer's target profit of $200,000. 
To achieve this target return, the manufacturer will have to search for ways to lower 
fixed or variable costs, thus lowering the break-even volume. 

Break-Even Volume and Profits at Different Prices  

(1) (2) (3) (4) (5) (6) 

Price 

Unit Demand 
Needed to 

Break Even 

Expected Unit 
Demand at 
Given Price 

Total 
Revenue 
(1) × (3) 

Total 
Costs* 

Profit 
(4) – (5) 

 
$14 75,000 71,000 $ 994,000 $1,010,000  –$ 16,000 
16 50,000 67,000 1,072,000 970,000 102,000 
18 37,500 60,000 1,080,000 900,000 180,000 
20 30,000 42,000 840,000 720,000 120,000 
22 25,000 23,000 506,000 530,000 –24,000 

 

* Assumes fixed costs of $300,000 and constant unit variable costs of $10. 

    
Value-Based Pricing 

An increasing number of companies are basing their prices on the product's 
perceived value. Value-based pricing uses buyers' perceptions of value, not the seller's 
cost, as the key to pricing. Value-based pricing means that the marketer cannot design a 
product and marketing program and then set the price. Price is considered along with the 
other marketing mix variables before the marketing program is set. 

Cost-based pricing is product driven. The company designs what it considers to be 
a good product, totals the costs of making the product, and sets a price that covers costs 
plus a target profit. Marketing must then convince buyers that the product's value at that 
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price justifies its purchase. If the price turns out to be too high, the company must settle 
for lower markups or lower sales, both resulting in disappointing profits. 

Value-based pricing reverses this process. The company sets its target price based 
on customer perceptions of the product value. The targeted value and price then drive 
decisions about product design and what costs can be incurred. As a result, pricing 
begins with analyzing consumer needs and value perceptions, and price is set to match 
consumers' perceived value. It's important to remember that "good value" is not the same 
as "low price." For example, Parker sells pens priced as high as $3,500. A less expensive 
pen might write as well, but some consumers place great value on the intangibles they 
receive from a fine writing instrument. 

A company using value-based pricing must find out what value buyers assign to 
different competitive offers. However, measuring perceived value can be difficult. 
Sometimes, companies ask consumers how much they would pay for a basic product and 
for each benefit added to the offer. Or a company might conduct experiments to test the 
perceived value of different product offers. If the seller charges more than the buyers' 
perceived value, the company's sales will suffer. Many companies overprice their 
products, and their products sell poorly. Other companies underprice. Underpriced 
products sell very well, but they produce less revenue than they would have if price were 
raised to the perceived-value level. 

During the past decade, marketers have noted a fundamental shift in consumer 
attitudes toward price and quality. Many companies have changed their pricing 
approaches to bring them into line with changing economic conditions and consumer 
price perceptions.  

Thus, more and more, marketers have adopted value pricing strategies - offering 
just the right combination of quality and good service at a fair price. In many cases, this 
has involved the introduction of less expensive versions of established, brand name 
products.  

In many business-to-business marketing situations, the pricing challenge is to find 
ways to maintain the company's pricing power - its power to maintain or even raise 
prices without losing market share. To retain pricing power - to escape price competition 
and to justify higher prices and margins - a firm must retain or build the value of its 
marketing offer. This is especially true for suppliers of commodity products, which are 
characterized by little differentiation and intense price competition. In such cases, many 
companies adopt value-added strategies. Rather than cutting prices to match 
competitors, they attach value-added services to differentiate their offers and thus 
support higher margins. "Even in today's economic environment, it's not about price," 
says a pricing expert. "It's about keeping customers loyal by providing service they can't 
find anywhere else." 
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An important type of value pricing at the retail level is everyday low pricing 
(EDLP). EDLP involves charging a constant, everyday low price with few or no 
temporary price discounts. In contrast, high–low pricing involves charging higher prices 
on an everyday basis but running frequent promotions to lower prices temporarily on 
selected items below the EDLP level. In recent years, high–low pricing has given way to 
EDLP in retail settings in stores such as Tesco Stores etc. 

Retailers adopt EDLP for many reasons, the most important of which is that 
constant sales and promotions are costly and have eroded consumer confidence in the 
credibility of everyday shelf prices. Consumers also have less time and patience for such 
time-honored traditions as watching for supermarket specials and clipping coupons. 
 
Competition-Based Pricing 

Consumers will base their judgments of a product's value on the prices that 
competitors charge for similar products. One form of competition-based pricing is 
going-rate pricing, in which a firm bases its price largely on competitors' prices, with 
less attention paid to its own costs or to demand. The firm might charge the same as, 
more than, or less than its major competitors. In oligopolistic industries that sell a 
commodity such as steel, paper, or fertilizer, firms normally charge the same price. The 
smaller firms follow the leader: They change their prices when the market leader's prices 
change, rather than when their own demand or costs change. Some firms may charge a 
bit more or less, but they hold the amount of difference constant. Thus, minor gasoline 
retailers usually charge a few cents less than the major oil companies, without letting the 
difference increase or decrease. 

Going-rate pricing is quite popular. When demand elasticity is hard to measure, 
firms feel that the going price represents the collective wisdom of the industry 
concerning the price that will yield a fair return. They also feel that holding to the going 
price will prevent harmful price wars. 

Competition-based pricing is also used when firms bid for jobs. Using sealed-bid 
pricing, a firm bases its price on how it thinks competitors will price rather than on its 
own costs or on the demand. The firm wants to win a contract, and winning the contract 
requires pricing less than other firms. Yet the firm cannot set its price below a certain 
level. It cannot price below cost without harming its position. In contrast, the higher the 
company sets its price above its costs, the lower its chance of getting the contract. 
        

Pricing Strategies 
 

Pricing decisions are subject to an incredibly complex array of environmental and 
competitive forces. A company sets not a single price, but rather a pricing structure that 
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covers different items in its line. This pricing structure changes over time as products 
move through their life cycles. The company adjusts product prices to reflect changes in 
costs and demand and to account for variations in buyers and situations. As the 
competitive environment changes, the company considers when to initiate price changes 
and when to respond to them. 

This chapter examines the major dynamic pricing strategies available to marketers. 
In turn, we look at new-product pricing strategies for products in the introductory stage 
of the product life cycle, product mix pricing strategies for related products in the 
product mix, price adjustment strategies that account for customer differences and 
changing situations, and strategies for initiating and responding to price changes. 
         

New-Product Pricing Strategies 
 
Pricing strategies usually change as the product passes through its life cycle. The 

introductory stage is especially challenging. Companies bringing out a new product face 
the challenge of setting prices for the first time. They can choose between two broad 
strategies: market-skimming pricing and market-penetration pricing. 
 
Market-Skimming Pricing 

Many companies that invent new products initially set high prices to "skim" 
revenues layer by layer from the market. Sony frequently uses this strategy, called 
market-skimming pricing. When Sony introduced the world's first high-definition 
television (HDTV) to the Japanese market in 1990, the high-tech sets cost $43,000. 
These televisions were purchased only by customers who could afford to pay a high 
price for the new technology. Sony rapidly reduced the price over the next several years 
to attract new buyers. By 1993 a 28-inch HDTV cost a Japanese buyer just over $6,000. 
In 2001, a Japanese consumer could buy a 40-inch HDTV for about $2,000, a price that 
many more customers could afford. HDTV sets now sell for about $3,000 in the United 
States, and "HDTV-ready" sets sell for about $1,500. In this way, Sony skimmed the 
maximum amount of revenue from the various segments of the market. 

Market skimming makes sense only under certain conditions. First, the product's 
quality and image must support its higher price, and enough buyers must want the 
product at that price. Second, the costs of producing a smaller volume cannot be so high 
that they cancel the advantage of charging more. Finally, competitors should not be able 
to enter the market easily and undercut the high price. 
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Market-Penetration Pricing 
Rather than setting a high initial price to skim off small but profitable market 

segments, some companies use market-penetration pricing. They set a low initial price in 
order to penetrate the market quickly and deeply - to attract a large number of buyers 
quickly and win a large market share. The high sales volume results in falling costs, 
allowing the company to cut its price even further. For example, Dell used penetration 
pricing to enter the personal computer market, selling high-quality computer products 
through lower-cost direct channels. Kaufland, Lidl and other discount retailers also use 
penetration pricing. 
Several conditions must be met for this low-price strategy to work.  

§ First, the market must be highly price sensitive so that a low price produces more 
market growth.  

§ Second, production and distribution costs must fall as sales volume increases.  
Finally, the low price must help keep out the competition, and the penetration 

pricer must maintain its low-price position - otherwise, the price advantage may be only 
temporary. For example, Dell faced difficult times when IBM and other competitors 
established their own direct distribution channels. However, through its dedication to 
low production and distribution costs, Dell has retained its price advantage and 
established itself as the industry's number one personal computer maker. 
 

Price Adjustment Strategies 
 

Companies usually adjust their basic prices to account for various customer 
differences and changing situations. Here we examine the six price adjustment strategies 
summarized in below Table: discount and allowance pricing, segmented pricing, 
psychological pricing, promotional pricing, geographical pricing, and international 
pricing. 
Discount and Allowance Pricing 

Most companies adjust their basic price to reward customers for certain responses, 
such as early payment of bills, volume purchases, and off-season buying. These price 
adjustments - called discounts and allowances - can take many forms. 
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Price Adjustment Strategies  

Strategy   Description 

Discount and allowance pricing 
  Reducing prices to reward customer responses such as paying 

early or promoting the product 

Segmented pricing 
  Adjusting prices to allow for differences in customers, 

products, or locations 

Psychological pricing   Adjusting prices for psychological effect 

Promotional pricing   Temporarily reducing prices to increase short-run sales 

Geographical pricing 
  Adjusting prices to account for the geographic location of 

customers 

International pricing   Adjusting prices for international markets 
 

         
The many forms of discounts include a cash discount, a price reduction to buyers 

who pay their bills promptly. A typical example is "2/10, net 30," which means that 
although payment is due within 30 days, the buyer can deduct 2 percent if the bill is paid 
within 10 days. The discount must be granted to all buyers meeting these terms. Such 
discounts are customary in many industries and help to improve the sellers' cash 
situation and reduce bad debts and credit-collection costs. 

A quantity discount is a price reduction to buyers who buy large volumes. A typical 
example might be "$10 per unit for less than 100 units, $9 per unit for 100 or more 
units." By law, quantity discounts must be offered equally to all customers and must not 
exceed the seller's cost savings associated with selling large quantities. These savings 
include lower selling, inventory, and transportation expenses. Discounts provide an 
incentive to the customer to buy more from one given seller, rather than from many 
different sources. 

A functional discount (also called a trade discount) is offered by the seller to trade-
channel members who perform certain functions, such as selling, storing, and record 
keeping. Manufacturers may offer different functional discounts to different trade 
channels because of the varying services they perform, but manufacturers must offer the 
same functional discounts within each trade channel. 

A seasonal discount is a price reduction to buyers who buy merchandise or services 
out of season. For example, lawn and garden equipment manufacturers offer seasonal 
discounts to retailers during the fall and winter months to encourage early ordering in 
anticipation of the heavy spring and summer selling seasons. Hotels, motels, and airlines 
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will offer seasonal discounts in their slower selling periods. Seasonal discounts allow the 
seller to keep production steady during an entire year. 

Allowances are another type of reduction from the list price. For example, trade-in 
allowances are price reductions given for turning in an old item when buying a new one. 
Trade-in allowances are most common in the automobile industry but are also given for 
other durable goods. Promotional allowances are payments or price reductions to reward 
dealers for participating in advertising and sales support programs. 
 
Segmented Pricing 

Companies will often adjust their basic prices to allow for differences in customers, 
products, and locations. In segmented pricing, the company sells a product or service at 
two or more prices, even though the difference in prices is not based on differences in 
costs. 

Segmented pricing takes several forms. Under customer-segment pricing, different 
customers pay different prices for the same product or service. Museums, for example, 
will charge a lower admission for students and senior citizens. Under product-form 
pricing, different versions of the product are priced differently but not according to 
differences in their costs.  

Using location pricing, a company charges different prices for different locations, 
even though the cost of offering each location is the same. For instance, theaters vary 
their seat prices because of audience preferences for certain locations, and state 
universities charge higher tuition for out-of-state students. Finally, using time pricing, a 
firm varies its price by the season, the month, the day, and even the hour. Public utilities 
vary their prices to commercial users by time of day and weekend versus weekday. The 
telephone company offers lower off-peak charges, and resorts give seasonal discounts. 

Segmented pricing goes by many names. A longtime consultant to the airlines calls 
it revenue management. According to him, the practice ensures that "companies will sell 
the right product to the right consumer at the right time for the right price." Airlines, 
hotels, and restaurants call it yield management and practice it religiously. The airlines, 
for example, routinely set prices on an hour-by-hour - even minute-by-minute - basis, 
depending on seat availability and demand. Segmented pricing and yield management 
aren't really new ideas. For instance, Marriott Corporation used seat-of-the-pants yield-
management approaches long before it installed its current sophisticated system. 

Back when Bill Marriott was a young man working at the family's first hotel, the 
Twin Bridges in Washington, D.C., he sold rooms from a drive-up window. As Bill tells 
it, the hotel charged a flat rate for a single occupant, with an extra charge for each 
additional person staying in the room. When room availability got tight on some nights, 
Bill would lean out the drive-up window and assess the cars waiting in line. If some of 
the cars were filled with passengers, Bill would turn away vehicles with just a single 
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passenger to sell his last rooms to those farther back in line who would be paying for 
multiple occupants. He might have accomplished the same result by charging a higher 
rate at peak times, regardless of the number of room occupants. 

For segmented pricing to be an effective strategy, certain conditions must exist. 
The market must be segmentable, and the segments must show different degrees of 
demand. Members of the segment paying the lower price should not be able to turn 
around and resell the product to the segment paying the higher price. Competitors should 
not be able to undersell the firm in the segment being charged the higher price. Nor 
should the costs of segmenting and watching the market exceed the extra revenue 
obtained from the price difference. Of course, the segmented pricing must also be legal. 
Most importantly, segmented prices should reflect real differences in customers' 
perceived value. Otherwise, in the long run, the practice will lead to customer 
resentment and ill will. 
 
Psychological Pricing 

Price says something about the product. For example, many consumers use price to 
judge quality. A $100 bottle of perfume may contain only $3 worth of cents, but some 
people are willing to pay the $100 because this price indicates something special. 

In using psychological pricing, sellers consider the psychology of prices and not 
simply the economics. For example, consumers usually perceive higher-priced products 
as having higher quality. When they can judge the quality of a product by examining it 
or by calling on past experience with it, they use price less to judge quality.  

Another aspect of psychological pricing is reference prices - prices that buyers 
carry in their minds and refer to when looking at a given product. The reference price 
might be formed by noting current prices, remembering past prices, or assessing the 
buying situation. Sellers can influence or use these consumers' reference prices when 
setting price. For example, a company could display its product next to more expensive 
ones in order to imply that it belongs in the same class. Department stores often sell 
women's clothing in separate departments differentiated by price: Clothing found in the 
more expensive department is assumed to be of better quality. Companies can also 
influence consumers' reference prices by stating high manufacturer's suggested prices, 
by indicating that the product was originally priced much higher, or by pointing to a 
competitor's higher price. 

Even small differences in price can suggest product differences. Consider a stereo 
priced at $300 compared to one priced at $299.95. The actual price difference is only 5 
cents, but the psychological difference can be much greater. For example, some 
consumers will see the $299.95 as a price in the $200 range rather than the $300 range. 
The $299.95 will more likely be seen as a bargain price, whereas the $300 price suggests 
more quality. Some psychologists argue that each digit has symbolic and visual qualities 
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that should be considered in pricing. Thus, 8 is round and even and creates a soothing 
effect, whereas 7 is angular and creates a jarring effect. 
 
Promotional Pricing 

With promotional pricing, companies will temporarily price their products below 
list price and sometimes even below cost to create buying excitement and urgency. 
Promotional pricing takes several forms. Supermarkets and department stores will price 
a few products as loss leaders to attract customers to the store in the hope that they will 
buy other items at normal markups. For example, supermarkets often sell disposable 
diapers at less than cost in order to attract family buyers who make larger average 
purchases per trip. Sellers will also use special-event pricing in certain seasons to draw 
more customers. Thus, linens are promotionally priced every January to attract weary 
Christmas shoppers back into stores. 

Manufacturers will sometimes offer cash rebates to consumers who buy the product 
from dealers within a specified time; the manufacturer sends the rebate directly to the 
customer. Rebates have been popular with automakers and producers of durable goods 
and small appliances, but they are also used with consumer packaged goods. Some 
manufacturers offer low-interest financing, longer warranties, or free maintenance to 
reduce the consumer's "price." This practice has recently become a favorite of the auto 
industry. Or, the seller may simply offer discounts from normal prices to increase sales 
and reduce inventories. 

Promotional pricing, however, can have adverse effects. Used too frequently and 
copied by competitors, price promotions can create "deal-prone" customers who wait 
until brands go on sale before buying them. Or, constantly reduced prices can erode a 
brand's value in the eyes of customers. Marketers sometimes use price promotions as a 
quick fix instead of sweating through the difficult process of developing effective 
longer-term strategies for building their brands. In fact, one observer notes that price 
promotions can be downright addicting to both the company and the customer: "Price 
promotions are the brand equivalent of heroin: easy to get into but hard to get out of. 
Once the brand and its customers are addicted to the short-term high of a price cut it is 
hard to wean them away to real brand building. . . . But continue and the brand dies by 
1,000 cuts." 

The frequent use of promotional pricing can also lead to industry price wars. Such 
price wars usually play into the hands of only one or a few competitors - those with the 
most efficient operations. In mid-2000, Dell declared a brutal price war just as the 
industry slipped into its worst slump ever. The result was nothing short of a rout. While 
Dell chalked up $361 million in profits the following year, the rest of the industry 
logged $1.1 billion in losses. Dell's edge starts with its direct-selling approach. By 
taking orders straight from customers and building machines to order, Dell avoids 
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paying retailer markups, getting stuck with unsold PCs, and keeping costly inventories. 
For example, at any given moment, Dell's warehouses hold just four days of stock, 
compared with 24 days for competitors. That gives it a gigantic edge in a market where 
the price of chips, drives, and other parts typically falls 1 percent a week. Moreover, 
Dell has mastered supply chain management. Last year, it required suppliers to use 
sophisticated software that wires them straight into Dell's factory floor, allowing Dell's 
plants to replenish supplies only as needed throughout the day. That software alone 
saved Dell $50 million in the first six months of use. Since launching the price war, the 
price of a Dell computer has dropped more than 18 percent, leaving competitors with 
few effective weapons. IBM has responded by outsourcing its PC production and sales. 
And H-P and Compaq merged in hopes of finding strength in numbers. Says Michael 
Dell, "When we sell these products, we make money. When our competitors sell them, 
they lose money." 

By contrast, Kmart's mishandling of promotional pricing started a price war that the 
struggling discount retailer could never win, plunging the firm into bankruptcy. The 
point is that promotional pricing can be an effective means of generating sales in certain 
circumstances but can be damaging if taken as a steady diet. 
 
Geographical Pricing 

A company also must decide how to price its products for customers located in 
different parts of the country or world. Should the company risk losing the business of 
more-distant customers by charging them higher prices to cover the higher shipping 
costs? Or should the company charge all customers the same prices regardless of 
location? We will look at five geographical pricing strategies for the following 
hypothetical situation: 

The Peerless Paper Company is located in Atlanta, Georgia, and sells paper 
products to customers all over the United States. The cost of freight is high and affects 
the companies from whom customers buy their paper. Peerless wants to establish a 
geographical pricing policy. It is trying to determine how to price a $100 order to three 
specific customers: Customer A (Atlanta), Customer B (Bloomington, Indiana), and 
Customer C (Compton, California). 

One option is for Peerless to ask each customer to pay the shipping cost from the 
Atlanta factory to the customer's location. All three customers would pay the same 
factory price of $100, with Customer A paying, say, $10 for shipping; Customer B, $15; 
and Customer C, $25. Called FOB-origin pricing, this practice means that the goods are 
placed free on board (hence, FOB) a carrier. At that point the title and responsibility 
pass to the customer, who pays the freight from the factory to the destination. Because 
each customer picks up its own cost, supporters of FOB pricing feel that this is the 
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fairest way to assess freight charges. The disadvantage, however, is that Peerless will be 
a high-cost firm to distant customers. 

Uniform-delivered pricing is the opposite of FOB pricing. Here, the company 
charges the same price plus freight to all customers, regardless of their location. The 
freight charge is set at the average freight cost. Suppose this is $15. Uniform-delivered 
pricing therefore results in a higher charge to the Atlanta customer (who pays $15 
freight instead of $10) and a lower charge to the Compton customer (who pays $15 
instead of $25). Although the Atlanta customer would prefer to buy paper from another 
local paper company that uses FOB-origin pricing, Peerless has a better chance of 
winning over the California customer. Other advantages of uniform-delivered pricing 
are that it is fairly easy to administer and it lets the firm advertise its price nationally. 

Zone pricing falls between FOB-origin pricing and uniform-delivered pricing. The 
company sets up two or more zones. All customers within a given zone pay a single total 
price; the more distant the zone, the higher the price. For example, Peerless might set up 
an East Zone and charge $10 freight to all customers in this zone, a Midwest Zone in 
which it charges $15, and a West Zone in which it charges $25. In this way, the 
customers within a given price zone receive no price advantage from the company. For 
example, customers in Atlanta and Boston pay the same total price to Peerless. The 
complaint, however, is that the Atlanta customer is paying part of the Boston customer's 
freight cost. 

Using basing-point pricing, the seller selects a given city as a "basing point" and 
charges all customers the freight cost from that city to the customer location, regardless 
of the city from which the goods are actually shipped. For example, Peerless might set 
Chicago as the basing point and charge all customers $100 plus the freight from Chicago 
to their locations. This means that an Atlanta customer pays the freight cost from 
Chicago to Atlanta, even though the goods may be shipped from Atlanta. If all sellers 
used the same basing-point city, delivered prices would be the same for all customers 
and price competition would be eliminated. Industries such as sugar, cement, steel, and 
automobiles used basing-point pricing for years, but this method has become less 
popular today. Some companies set up multiple basing points to create more flexibility: 
They quote freight charges from the basing-point city nearest to the customer. 

Finally, the seller who is anxious to do business with a certain customer or 
geographical area might use freight-absorption pricing. Using this strategy, the seller 
absorbs all or part of the actual freight charges in order to get the desired business. The 
seller might reason that if it can get more business, its average costs will fall and more 
than compensate for its extra freight cost. Freight-absorption pricing is used for market 
penetration and to hold on to increasingly competitive markets. 
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International Pricing 
Companies that market their products internationally must decide what prices to 

charge in the different countries in which they operate. In some cases, a company can set 
a uniform worldwide price.  

The price that a company should charge in a specific country depends on many 
factors, including economic conditions, competitive situations, laws and regulations, and 
development of the wholesaling and retailing system. Consumer perceptions and 
preferences also may vary from country to country, calling for different prices. Or the 
company may have different marketing objectives in various world markets, which 
require changes in pricing strategy. For example, Panasonic might introduce a new 
product into mature markets in highly developed countries with the goal of quickly 
gaining mass-market share - this would call for a penetration-pricing strategy. In 
contrast, it might enter a less developed market by targeting smaller, less price-sensitive 
segments; in this case, market-skimming pricing makes sense. 

Costs play an important role in setting international prices. Travelers abroad are 
often surprised to find that goods that are relatively inexpensive at home may carry 
outrageously higher price tags in other countries. A pair of Levi's selling for $30 in the 
United States goes for about $63 in Tokyo and $88 in Paris. A McDonald's Big Mac 
selling for a modest $2.25 here costs $5.75 in Moscow, and an Oral-B toothbrush selling 
for $2.49 at home costs $10 in China. Conversely, a Gucci handbag going for only $60 
in Milan, Italy, fetches $240 in the United States. In some cases, such price escalation 
may result from differences in selling strategies or market conditions. In most instances, 
however, it is simply a result of the higher costs of selling in another country - the 
additional costs of product modifications, shipping and insurance, import tariffs and 
taxes, exchange-rate fluctuations, and physical distribution. 
 

Price Changes 
 
After developing their pricing structures and strategies, companies often face 

situations in which they must initiate price changes or respond to price changes by 
competitors. 

 
Initiating Price Changes 

In some cases, the company may find it desirable to initiate either a price cut or a 
price increase. In both cases, it must anticipate possible buyer and competitor reactions. 
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Initiating Price Cuts 
Several situations may lead a firm to consider cutting its price. One such 

circumstance is excess capacity. In this case, the firm needs more business and cannot 
get it through increased sales effort, product improvement, or other measures. It may 
drop its "follow-the-leader pricing" - charging about the same price as its leading 
competitor - and aggressively cut prices to boost sales. But as the airline, construction 
equipment, fast-food, and other industries have learned in recent years, cutting prices in 
an industry loaded with excess capacity may lead to price wars as competitors try to 
hold on to market share. 

Another situation leading to price changes is falling market share in the face of 
strong price competition. Several American industries - automobiles, consumer 
electronics, cameras, watches, and steel, for example - lost market share to Japanese 
competitors whose high-quality products carried lower prices than did their American 
counterparts. In response, American companies resorted to more-aggressive pricing 
action. 

A company may also cut prices in a drive to dominate the market through lower 
costs. Either the company starts with lower costs than its competitors, or it cuts prices in 
the hope of gaining market share that will further cut costs through larger volume.  
 
Initiating Price Increases 

A successful price increase can greatly increase profits. For example, if the 
company's profit margin is 3 percent of sales, a 1 percent price increase will increase 
profits by 33 percent if sales volume is unaffected. A major factor in price increases is 
cost inflation. Rising costs squeeze profit margins and lead companies to pass cost 
increases along to customers. Another factor leading to price increases is overdemand: 
When a company cannot supply all its customers' needs, it can raise its prices, ration 
products to customers, or both. 

Companies can increase their prices in a number of ways to keep up with rising 
costs. Prices can be raised almost invisibly by dropping discounts and adding higher-
priced units to the line. Or prices can be pushed up openly. In passing price increases on 
to customers, the company must avoid being perceived as a price gouger. Companies 
also need to think of who will bear the brunt of increased prices. Customer memories are 
long, and they will eventually turn away from companies or even whole industries that 
they perceive as charging excessive prices. 

This happened to the cereal industry in the 1990s. Industry leader Kellogg covered 
rising costs and preserved profits by steadily raising prices without also increasing 
customer value. Eventually, frustrated consumers retaliated with a quiet fury by shifting 
away from branded cereals toward cheaper private-label brands. Worse, many 
consumers switched to less expensive, more portable handheld breakfast foods, such as 
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bagels, muffins, and breakfast bars. As a result, total American cereal sales began falling 
off by 3 to 4 percent a year. Thus, customers paid the price in the short run but Kellogg 
paid the price in the long run. 

There are some techniques for avoiding this problem. One is to maintain a sense of 
fairness surrounding any price increase. Price increases should be supported with a 
company communication program telling customers why prices are being increased. 
When possible, customers should be given advance notice so they can do forward 
buying or shop around. Making low-visibility price moves first is also a good technique: 
Eliminating discounts, increasing minimum order sizes, and curtailing production of 
low-margin products are some examples. Contracts or bids for long-term projects should 
contain escalator clauses based on such factors as increases in recognized national price 
indexes. The company sales force should help business customers find ways to 
economize. 

Wherever possible, the company should consider ways to meet higher costs or 
demand without raising prices. For example, it can consider more cost-effective ways to 
produce or distribute its products. It can shrink the product instead of raising the price, 
as candy bar manufacturers often do. It can substitute less expensive ingredients or 
remove certain product features, packaging, or services. Or it can "unbundle" its 
products and services, removing and separately pricing elements that were formerly part 
of the offer. IBM, for example, now offers training and consulting as separately priced 
services. 
 
Buyer Reactions to Price Changes 

Whether the price is raised or lowered, the action will affect buyers, competitors, 
distributors, and suppliers and may interest government as well. Customers do not 
always interpret prices in a straightforward way. They may view a price cut in several 
ways. For example, what would you think if HP suddenly to cut its personal computer 
prices drastically? You might think that the computers are about to be replaced by newer 
models or that they have some fault and are not selling well. You might think that HP is 
abandoning the computer business and may not stay in this business long enough to 
supply future parts. You might believe that quality has been reduced. Or you might think 
that the price will come down even further and that it will pay to wait and see. 

Similarly, a price increase, which would normally lower sales, may have some 
positive meanings for buyers. What would you think if HP raised the price of its latest 
personal computer model? On the one hand, you might think that the item is very "hot" 
and may be unobtainable unless you buy it soon. Or you might think that the computer is 
an unusually good value. On the other hand, you might think that HP is greedy and 
charging what the traffic will bear. 
 



Study Text – Principles of Marketing 

 
 

230 

Competitor Reactions to Price Changes 
A firm considering a price change has to worry about the reactions of its 

competitors as well as those of its customers. Competitors are most likely to react when 
the number of firms involved is small, when the product is uniform, and when the 
buyers are well informed. 

How can the firm anticipate the likely reactions of its competitors? If the firm faces 
one large competitor, and if the competitor tends to react in a set way to price changes, 
that reaction can easily be anticipated. But if the competitor treats each price change as a 
fresh challenge and reacts according to its self-interest, the company will have to figure 
out just what makes up the competitor's self-interest at the time. 

The problem is complex because, like the customer, the competitor can interpret a 
company price cut in many ways. It might think the company is trying to grab a larger 
market share, that the company is doing poorly and trying to boost its sales, or that the 
company wants the whole industry to cut prices to increase total demand. 

When there are several competitors, the company must guess each competitor's 
likely reaction. If all competitors behave alike, this amounts to analyzing only a typical 
competitor. In contrast, if the competitors do not behave alike - perhaps because of 
differences in size, market shares, or policies - then separate analyses are necessary. 
However, if some competitors will match the price change, there is good reason to 
expect that the rest will also match it. 
 
Responding to Price Changes 

Here we reverse the question and ask how a firm should respond to a price change 
by a competitor. The firm needs to consider several issues: Why did the competitor 
change the price? Was it to take more market share, to use excess capacity, to meet 
changing cost conditions, or to lead an industrywide price change? Is the price change 
temporary or permanent? What will happen to the company's market share and profits if 
it does not respond? Are other companies going to respond? And what are the 
competitor's and other firms' responses to each possible reaction likely to be? 

Besides these issues, the company must make a broader analysis. It has to consider 
its own product's stage in the life cycle, the product's importance in the company's 
product mix, the intentions and resources of the competitor, and the possible consumer 
reactions to price changes. The company cannot always make an extended analysis of its 
alternatives at the time of a price change, however. The competitor may have spent 
much time preparing this decision, but the company may have to react within hours or 
days. About the only way to cut down reaction time is to plan ahead for both possible 
competitor's price changes and possible responses. 

Figure at next page shows the ways a company might assess and respond to a 
competitor's price cut. Once the company has determined that the competitor has cut its 
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price and that this price reduction is likely to harm company sales and profits, it might 
simply decide to hold its current price and profit margin. The company might believe 
that it will not lose too much market share, or that it would lose too much profit if it 
reduced its own price. It might decide that it should wait and respond when it has more 
information on the effects of the competitor's price change. For now, it might be willing 
to hold on to good customers, while giving up the poorer ones to the competitor. The 
argument against this holding strategy, however, is that the competitor may get stronger 
and more confident as its sales increase and that the company might wait too long to act. 

If the company decides that effective action can and should be taken, it might make 
any of four responses. First, it could reduce its price to match the competitor's price. It 
may decide that the market is price sensitive and that it would lose too much market 
share to the lower-priced competitor. Or it might worry that recapturing lost market 
share later would be too hard. Cutting the price will reduce the company's profits in the 
short run. Some companies might also reduce their product quality, services, and 
marketing communications to retain profit margins, but this will ultimately hurt long-run 
market share. The company should try to maintain its quality as it cuts prices. 
 

 
 
Assessing and responding to competitor's price changes 
 

Alternatively, the company might maintain its price but raise the perceived quality 
of its offer. It could improve its communications, stressing the relative quality of its 
product over that of the lower-price competitor. The firm may find it cheaper to 
maintain price and spend money to improve its perceived value than to cut price and 
operate at a lower margin. 

Or, the company might improve quality and increase price, moving its brand into a 
higher-price position. The higher quality justifies the higher price, which in turn 
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preserves the company's higher margins. Or the company can hold price on the current 
product and introduce a new brand at a higher-price position. 

Finally, the company might launch a low-price "fighting brand" - adding a lower-
price item to the line or creating a separate lower-price brand. This is necessary if the 
particular market segment being lost is price sensitive and will not respond to arguments 
of higher quality.  
 
Product Mix Pricing Strategies 
 

The strategy for setting a product's price often has to be changed when the product 
is part of a product mix. In this case, the firm looks for a set of prices that maximizes the 
profits on the total product mix. Pricing is difficult because the various products have 
related demand and costs and face different degrees of competition. We now take a 
closer look at five product mix pricing situations summarized in next table: product line 
pricing, optional-product pricing, captive-product pricing, by-product pricing, and 
product bundle pricing. 
 

Product Mix Pricing Strategies  

Strategy   Description 
Product line pricing   Setting price steps between product line items 
Optional-product pricing   Pricing optional or accessory products sold with the main product 

Captive-product pricing   Pricing products that must be used with the main product 

By-product pricing   Pricing low-value by-products to get rid of them 
Product bundle pricing   Pricing bundles of products sold together 

 

 
Product Line Pricing 

Companies usually develop product lines rather than single products. The price 
steps should take into account cost differences between the products in the line, 
customer evaluations of their different features, and competitors' prices. In many 
industries, sellers use well-established price points for the products in their line. Thus, 
men's clothing stores might carry men's suits at three price levels: $185, $325, and $495. 
The customer will probably associate low-, average-, and high-quality suits with the 
three price points. Even if the three prices are raised a little, men normally will buy suits 
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at their own preferred price points. The seller's task is to establish perceived quality 
differences that support the price differences. 
 
Optional-Product Pricing 

Many companies use optional-product pricing – offering to sell optional or 
accessory products along with their main product. For example, a car buyer may choose 
to order power windows, cruise control, and a CD changer. Refrigerators come with 
optional ice makers. 

Pricing these options is a sticky problem. Automobile companies have to decide 
which items to include in the base price and which to offer as options. Until recent years, 
General Motors' normal pricing strategy was to advertise a stripped-down model at a 
base price to pull people into showrooms and then to devote most of the showroom 
space to showing option-loaded cars at higher prices. The economy model was stripped 
of so many comforts and conveniences that most buyers rejected it. Then, GM and other 
U.S. carmakers followed the example of the Japanese and German automakers and 
included in the sticker price many useful items previously sold only as options. Most 
advertised prices today represent a well-equipped car. However, during the recent 
economic downturn, the auto companies are beginning to move certain features back 
into the "options" category in order to reduce the prices of standard models. 
 
Captive-Product Pricing 

Companies that make products that must be used along with a main product are 
using captive-product pricing. Examples of captive products are razor blades, camera 
film, video games, and printer cartridges. Producers of the main products (razors, 
cameras, video game consoles, and printers) often price them low and set high markups 
on the supplies. Thus, Gillette sells low-priced razors but makes money on the 
replacement cartridges. HP makes very low margins on its printers but very high 
margins on printer cartridges and other supplies. 

Nintendo sells its game consoles at low prices and makes money on video game 
titles. In fact, whereas Nintendo's margins on its consoles run a mere 1 percent to 5 
percent, margins on its game cartridges run close to 45 percent. Video game sales 
contribute more than half the company's profits. Similarly, Sony and Microsoft recently 
dropped the prices of their PlayStation 2 and Xbox game consoles by one-third despite 
the fact that the original prices were already set below cost. Despite losses on the game 
console, Sony makes more than 60 percent of its operating profit from the sale of 
PlayStation 2 and its accompanying games. 

In the case of services, this strategy is called two-part pricing. The price of the 
service is broken into a fixed fee plus a variable usage rate. Thus, a telephone company 
charges a monthly rate - the fixed fee - plus charges for calls beyond some minimum 
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number - the variable usage rate. Amusement parks charge admission plus fees for food, 
midway attractions, and rides over a minimum. Theaters charge admission, then 
generate additional revenues from concessions. The service firm must decide how much 
to charge for the basic service and how much for the variable usage. The fixed amount 
should be low enough to induce usage of the service; profit can be made on the variable 
fees. 
 
By-Product Pricing 

In producing processed meats, petroleum products, chemicals, and other products, 
there are often by-products. If the by-products have no value and if getting rid of them is 
costly, this will affect the pricing of the main product. Using by-product pricing, the 
manufacturer will seek a market for these by-products and should accept any price that 
covers more than the cost of storing and delivering them. This practice allows the seller 
to reduce the main product's price to make it more competitive. By-products can even 
turn out to be profitable. For example, many lumber mills have begun to sell bark chips 
and sawdust profitably as decorative mulch for home and commercial landscaping. 
 
Product Bundle Pricing 

Using product bundle pricing, sellers often combine several of their products and 
offer the bundle at a reduced price. Thus, theaters and sports teams sell season tickets at 
less than the cost of single tickets; hotels sell specially priced packages that include 
room, meals, and entertainment; computer makers include attractive software packages 
with their personal computers; and Internet service providers sell packages that include 
Web access, Web hosting, e-mail, and an Internet search program. Price bundling can 
promote the sales of products consumers might not otherwise buy, but the combined 
price must be low enough to get them to buy the bundle.        
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13 MARKETING CHANNELS AND SUPPLY MANAGEMENT 
 

The Nature and Importance of Marketing Channels 
 

Few producers sell their goods directly to the final users. Instead, most use 
intermediaries to bring their products to market. They try to forge a marketing channel 
(or distribution channel) - a set of interdependent organizations involved in the process 
of making a product or service available for use or consumption by the consumer or 
business user. 

A company's channel decisions directly affect every other marketing decision. The 
company's pricing depends on whether it works with national discount chains, uses high-
quality specialty stores, or sells directly to consumers via the Web. The firm's sales force 
and communications decisions depend on how much persuasion, training, motivation, 
and support its channel partners need. Whether a company develops or acquires certain 
new products may depend on how well those products fit the capabilities of its channel 
members. 

Companies often pay too little attention to their distribution channels, however, 
sometimes with damaging results. In contrast, many companies have used imaginative 
distribution systems to gain a competitive advantage. The creative and imposing 
distribution system of FedEx made it a leader in the transportation industry. Dell 
Computer revolutionized its industry by selling personal computers directly to 
consumers rather than through retail stores.  

Distribution channel decisions often involve long-term commitments to other firms. 
For example, companies such as Ford, IBM, or McDonald's can easily change their 
advertising, pricing, or promotion programs. They can scrap old products and introduce 
new ones as market tastes demand. But when they set up distribution channels through 
contracts with franchisees, independent dealers, or large retailers, they cannot readily 
replace these channels with company-owned stores or Web sites if conditions change. 
Therefore, management must design its channels carefully, with an eye on tomorrow's 
likely selling environment as well as today's. 
 
How Channel Members Add Value 

Why do producers give some of the selling job to channel partners? After all, doing 
so means giving up some control over how and to whom the products are sold. The use 
of intermediaries results from their greater efficiency in making goods available to target 
markets. Through their contacts, experience, specialization, and scale of operation, 
intermediaries usually offer the firm more than it can achieve on its own. 
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Figure below shows how using intermediaries can provide economies. Figure A 
shows three manufacturers, each using direct marketing to reach three customers. This 
system requires nine different contacts. Figure B shows the three manufacturers working 
through one distributor, which contacts the three customers. This system requires only 
six contacts. In this way, intermediaries reduce the amount of work that must be done by 
both producers and consumers. 

From the economic system's point of view, the role of marketing intermediaries is 
to transform the assortments of products made by producers into the assortments wanted 
by consumers. Producers make narrow assortments of products in large quantities, but 
consumers want broad assortments of products in small quantities. In the marketing 
channels, intermediaries buy large quantities from many producers and break them down 
into the smaller quantities and broader assortments wanted by consumers. Thus, 
intermediaries play an important role in matching supply and demand. 

 

 
 

How a marketing intermediary reduces the number of channel transactions 
 

In making products and services available to consumers, channel members add 
value by bridging the major time, place, and possession gaps that separate goods and 
services from those who would use them. Members of the marketing channel perform 
many key functions. Some help to complete transactions: 

§ Information: Gathering and distributing marketing research and intelligence 
information about actors and forces in the marketing environment needed for 
planning and aiding exchange. 
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§ Promotion: Developing and spreading persuasive communications about an 
offer.  

§ Contact: Finding and communicating with prospective buyers.  
§ Matching: Shaping and fitting the offer to the buyer's needs, including activities 

such as manufacturing, grading, assembling, and packaging.  
§ Negotiation: Reaching an agreement on price and other terms of the offer so that 

ownership or possession can be transferred.  
§ Physical distribution: Transporting and storing goods.  
§ Financing: Acquiring and using funds to cover the costs of the channel work.  
§ Risk taking: Assuming the risks of carrying out the channel work.  

         
The question is not whether these functions need to be performed - they must be - 

but rather who will perform them. To the extent that the manufacturer performs these 
functions, its costs go up and its prices have to be higher. When some of these functions 
are shifted to intermediaries, the producer's costs and prices may be lower, but the 
intermediaries must charge more to cover the costs of their work. In dividing the work of 
the channel, the various functions should be assigned to the channel members who can 
add the most value for the cost. 
 
Number of Channel Levels 

Companies can design their distribution channels to make products and services 
available to customers in different ways. Each layer of marketing intermediaries that 
performs some work in bringing the product and its ownership closer to the final buyer 
is a channel level. Because the producer and the final consumer both perform some 
work, they are part of every channel. 

The number of intermediary levels indicates the length of a channel. Figure A 
shows several consumer distribution channels of different lengths. Channel 1, called a 
direct marketing channel, has no intermediary levels; the company sells directly to 
consumers. For example, Avon, Amway, sell their products door-to-door, through home 
and office sales parties, and on the Web; The remaining channels in Figure A are 
indirect marketing channels, containing one or more intermediaries. 

Figure B shows some common business distribution channels. The business 
marketer can use its own sales force to sell directly to business customers. Or it can sell 
to various types of intermediaries, who in turn sell to these customers. Consumer and 
business marketing channels with even more levels are sometimes found, but less often. 
From the producer's point of view, a greater number of levels means less control and 
greater channel complexity. Moreover, all of the institutions in the channel are 
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connected by several types of flows. These include the physical flow of products, the 
flow of ownership, the payment flow, the information flow, and the promotion flow. 
These flows can make even channels with only one or a few levels very complex. 
 
 

 
 

Consumer and business marketing channels 
 

Channel Behavior and Organization 
 

Distribution channels are more than simple collections of firms tied together by 
various flows. They are complex behavioral systems in which people and companies 
interact to accomplish individual, company, and channel goals. Some channel systems 
consist only of informal interactions among loosely organized firms; others consist of 
formal interactions guided by strong organizational structures. Moreover, channel 
systems do not stand still – new types of intermediaries emerge and whole new channel 
systems evolve. Here we look at channel behavior and at how members organize to do 
the work of the channel. 
Channel Behavior 

A marketing channel consists of firms that have banded together for their common 
good. Each channel member depends on the others. For example, a Ford dealer depends 
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on Ford to design cars that meet consumer needs. In turn, Ford depends on the dealer to 
attract consumers, persuade them to buy Ford cars, and service cars after the sale. The 
Ford dealer also depends on other dealers to provide good sales and service that will 
uphold the brand's reputation. In fact, the success of individual Ford dealers depends on 
how well the entire Ford marketing channel competes with the channels of other auto 
manufacturers. 

Each channel member plays a specialized role in the channel. For example, Sony's 
role is to produce personal consumer electronics products that consumers will like and to 
create demand through national advertising. NAY role is to display these Sony products 
in convenient locations, to answer buyers' questions, and to close sales. The channel will 
be most effective when each member is assigned the tasks it can do best. 

Ideally, because the success of individual channel members depends on overall 
channel success, all channel firms should work together smoothly. They should 
understand and accept their roles, coordinate their activities, and cooperate to attain 
overall channel goals. However, individual channel members rarely take such a broad 
view. Cooperating to achieve overall channel goals sometimes means giving up 
individual company goals. Although channel members depend on one another, they 
often act alone in their own short-run best interests. They often disagree on who should 
do what and for what rewards. Such disagreements over goals, roles, and rewards 
generate channel conflict. 

Horizontal conflict occurs among firms at the same level of the channel. For 
instance, some Ford dealers in Chicago might complain the other dealers in the city steal 
sales from them by pricing too low or by selling outside their assigned territories. 

Vertical conflict, conflicts between different levels of the same channel, is even 
more common. Some conflict in the channel takes the form of healthy competition. Such 
competition can be good for the channel - without it, the channel could become passive 
and noninnovative. But severe or prolonged conflict can disrupt channel effectiveness 
and cause lasting harm to channel relationships. Companies should manage channel 
conflict to keep it from getting out of hand.  
 
Vertical Marketing Systems 

For the channel as a whole to perform well, each channel member's role must be 
specified and channel conflict must be managed. The channel will perform better if it 
includes a firm, agency, or mechanism that provides leadership and has the power to 
assign roles and manage conflict. 

Historically, conventional distribution channels have lacked such leadership and 
power, often resulting in damaging conflict and poor performance. One of the biggest 
channel developments over the years has been the emergence of vertical marketing 
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systems that provide channel leadership. Figure below contrasts the two types of channel 
arrangements. 

A conventional distribution channel consists of one or more independent producers, 
wholesalers, and retailers. Each is a separate business seeking to maximize its own 
profits, even at the expense of the system as a whole. No channel member has much 
control over the other members, and no formal means exists for assigning roles and 
resolving channel conflict. In contrast, a vertical marketing system (VMS) consists of 
producers, wholesalers, and retailers acting as a unified system. One channel member 
owns the others, has contracts with them, or wields so much power that they must all 
cooperate. The VMS can be dominated by the producer, wholesaler, or retailer. 

We look now at three major types of VMSs: corporate, contractual, and 
administered. Each uses a different means for setting up leadership and power in the 
channel. 
 

 
 

A conventional marketing channel versus a vertical marketing system 
 

Corporate VMS 
A corporate VMS integrates successive stages of production and distribution under 

single ownership. Coordination and conflict management are attained through regular 
organizational channels. For example, Sears obtains more than 50 percent of its goods 
from companies that it partly or wholly owns. Giant Food Stores operates an ice-making 
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facility, a soft drink bottling operation, an ice cream plant, and a bakery that supplies 
Giant stores with everything from bagels to birthday cakes. And little-known Italian 
eyewear maker Luxottica sells its many famous eyewear brands - including Giorgio, 
Armani, Yves Saint Laurent, and Ray-Ban - through the world's largest optical chain, 
LensCrafters, which it also owns. 

Controlling the entire distribution chain has turned Spanish clothing chain Zara into 
the world's fastest-growing fashion retailer. The secret to Zara's success is its control 
over almost every aspect of the supply chain, from design and production to its own 
worldwide distribution network. Zara makes 40 percent of its own fabrics and produces 
more than half of its own clothes, rather than relying on a hodgepodge of slow-moving 
suppliers. New styles take shape in Zara's own design centers, supported by real-time 
sales data. New designs feed into Zara manufacturing centers, which ship finished 
products directly to 450 Zara stores in 30 countries, saving time, eliminating the need for 
warehouses, and keeping inventories low. Effective vertical integration makes Zara 
faster, more flexible, and more efficient than international competitors such as Gap, 
Benetton, and Sweden's H&M. Zara can make a new line from start to finish in just 
three weeks, so a look seen on MTV can be in Zara stores within a month, versus an 
industry average of nine months. And Zara's low costs let it offer midmarket chic at 
downmarket prices.  
 
Contractual VMS 

A contractual VMS consists of independent firms at different levels of production 
and distribution who join together through contracts to obtain more economies or sales 
impact than each could achieve alone. Coordination and conflict management are 
attained through contractual agreements among channel members. The franchise 
organization is the most common type of contractual relationship - a channel member 
called a franchiser links several stages in the production-distribution process. Almost 
every kind of business has been franchised - from motels and fast-food restaurants to 
dental centers and dating services, from wedding consultants and maid services to 
funeral homes and fitness centers. 

There are three type of franchises. The first type is the manufacturer-sponsored 
retailer franchise system - for example, Ford and its network of independent franchised 
dealers. The second type is the manufacturer-sponsored wholesaler franchise system - 
Coca-Cola licenses bottlers (wholesalers) in various markets who buy Coca-Cola syrup 
concentrate and then bottle and sell the finished product to retailers in local markets. The 
third type is the service-firm-sponsored retailer franchise system - examples are found in 
the auto-rental business (Hertz, Avis), the fast-food service business (McDonald's, 
Burger King), and the motel business (Holiday Inn, Ramada Inn). 
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The fact that most consumers cannot tell the difference between contractual and 
corporate VMSs shows how successfully the contractual organizations compete with 
corporate chains.  
 
Administered VMS 

In an administered VMS, leadership is assumed not through common ownership or 
contractual ties but through the size and power of one or a few dominant channel 
members. Manufacturers of a top brand can obtain strong trade cooperation and support 
from resellers. For example, General Electric, Procter & Gamble can command unusual 
cooperation from resellers regarding displays, shelf space, promotions, and price 
policies. Large retailers such as Tesco Stores can exert strong influence on the 
manufacturers that supply the products they sell. 
 
Horizontal Marketing Systems 

Another channel development is the horizontal marketing system, in which two or 
more companies at one level join together to follow a new marketing opportunity. By 
working together, companies can combine their financial, production, or marketing 
resources to accomplish more than any one company could alone. 

Companies might join forces with competitors or noncompetitors. They might work 
with each other on a temporary or permanent basis, or they may create a separate 
company. Such channel arrangements also work well globally. For example, because of 
its excellent coverage of international markets, Nestlé jointly sells General Mills's cereal 
brands in markets outside North America. Coca-Cola and Nestlé formed a joint venture 
to market ready-to-drink coffee and tea worldwide. Coke provides worldwide 
experience in marketing and distributing beverages, and Nestlé contributes two 
established brand names - Nescafé and Nestea. Seiko Watch's distribution partner in 
Japan, K. Hattori, markets Schick's razors there, giving Schick the leading market share 
in Japan, despite Gillette's overall strength in many other markets. 
 
Multichannel Distribution Systems 

In the past, many companies used a single channel to sell to a single market or 
market segment. Today, with the proliferation of customer segments and channel 
possibilities, more and more companies have adopted multichannel distribution systems 
- often called hybrid marketing channels. Such multichannel marketing occurs when a 
single firm sets up two or more marketing channels to reach one or more customer 
segments. The use of multichannel systems has increased greatly in recent years. 

Figure down  shows a hybrid channel. In the figure, the producer sells directly to 
consumer segment 1 using direct-mail catalogs, telemarketing, and the Internet and 
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reaches consumer segment 2 through retailers. It sells indirectly to business segment 1 
through distributors and dealers and to business segment 2 through its own sales force. 

These days, almost every large company and many small ones distribute through 
multiple channels.  
 

 
 
Multichannel distribution system 
 

Multichannel distribution systems offer many advantages to companies facing large 
and complex markets. With each new channel, the company expands its sales and 
market coverage and gains opportunities to tailor its products and services to the specific 
needs of diverse customer segments. But such multichannel channel systems are harder 
to control, and they generate conflict as more channels compete for customers and sales.  
 
Changing Channel Organization 

Changes in technology and the explosive growth of direct and online marketing are 
having a profound impact on the nature and design of marketing channels. One major 
trend is toward disintermediation - a big term with a clear message and important 
consequences. Disintermediation means that more and more, product and service 
producers are bypassing intermediaries and going directly to final buyers, or that 
radically new types of channel intermediaries are emerging to displace traditional ones. 

Thus, in many industries, traditional intermediaries are dropping by the wayside. 
For example, companies such as Dell Computer and American Airlines are selling 
directly to final buyers, eliminating retailers from their marketing channels. E-commerce 
is growing rapidly, taking business from traditional brick-and-mortar retailers. 
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Consumers can buy books, videos, CDs, toys, consumer electronics, and other goods 
from Amazon.com; and clothes from landsend.com or gap.com, all without ever visiting 
a store. 

Disintermediation presents problems and opportunities for both producers and 
intermediaries. To avoid being swept aside, traditional intermediaries must find new 
ways to add value in the supply chain. To remain competitive, product and service 
producers must develop new channel opportunities, such as the Internet and other direct 
channels. However, developing these new channels often brings them into direct 
competition with their established channels, resulting in conflict. To ease this problem, 
companies often look for ways to make going direct a plus for both the company and its 
channel partners.  

Channel Design Decisions 
 

We now look at several channel decisions manufacturers face. In designing 
marketing channels, manufacturers struggle between what is ideal and what is practical. 
A new firm with limited capital usually starts by selling in a limited market area. 
Deciding on the best channels might not be a problem: The problem might simply be 
how to convince one or a few good intermediaries to handle the line. 

If successful, the new firm might branch out to new markets through the existing 
intermediaries. In smaller markets, the firm might sell directly to retailers; in larger 
markets, it might sell through distributors. In one part of the country, it might grant 
exclusive franchises; in another, it might sell through all available outlets. Then, it might 
add a Web store that sells directly to hard-to-reach customers. In this way, channel 
systems often evolve to meet market opportunities and conditions. 

For maximum effectiveness, however, channel analysis and decision making 
should be more purposeful. Designing a channel system calls for analyzing consumer 
needs, setting channel objectives, identifying major channel alternatives, and evaluating 
them. 
 
Analyzing Consumer Needs 

As noted previously, marketing channels are part of the overall customer value 
delivery network. Each channel member adds value for the customer. Thus, designing 
the marketing channel starts with finding out what target consumers want from the 
channel. Do consumers want to buy from nearby locations or are they willing to travel to 
more distant centralized locations? Would they rather buy in person, over the phone, 
through the mail, or via the Internet? Do they value breadth of assortment or do they 
prefer specialization? Do consumers want many add-on services (delivery, credit, 
repairs, installation), or will they obtain these elsewhere? The faster the delivery, the 
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greater the assortment provided, and the more add-on services supplied, the greater the 
channel's service level. 

Providing the fastest delivery, greatest assortment, and most services may not be 
possible or practical. The company and its channel members may not have the resources 
or skills needed to provide all the desired services. Also, providing higher levels of 
service results in higher costs for the channel and higher prices for consumers. The 
company must balance consumer needs not only against the feasibility and costs of 
meeting these needs but also against customer price preferences. The success of discount 
retailing - on and off the Web - shows that consumers will often accept lower service 
levels in exchange for lower prices. 
 
Setting Channel Objectives 

Companies should state their marketing channel objectives in terms of targeted 
levels of customer service. Usually, a company can identify several segments wanting 
different levels of service. The company should decide which segments to serve and the 
best channels to use in each case. In each segment, the company wants to minimize the 
total channel cost of meeting customer service requirements. 

The company's channel objectives are also influenced by the nature of the 
company, its products, its marketing intermediaries, its competitors, and the 
environment. For example, the company's size and financial situation determine which 
marketing functions it can handle itself and which it must give to intermediaries. 
Companies selling perishable products may require more-direct marketing to avoid 
delays and too much handling. 

In some cases, a company may want to compete in or near the same outlets that 
carry competitors' products. In other cases, producers may avoid the channels used by 
competitors. Avon, for example, uses door-to-door selling rather than going head-to-
head with other cosmetics makers for scarce positions in retail stores. 

Finally, environmental factors such as economic conditions and legal constraints 
may affect channel objectives and design. For example, in a depressed economy, 
producers want to distribute their goods in the most economical way, using shorter 
channels and dropping unneeded services that add to the final price of the goods. 
 
Identifying Major Alternatives 

When the company has defined its channel objectives, it should next identify its 
major channel alternatives in terms of types of intermediaries, the number of 
intermediaries, and the responsibilities of each channel member. 
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Types of Intermediaries 
A firm should identify the types of channel members available to carry out its 

channel work. For example, suppose a manufacturer of test equipment has developed an 
audio device that detects poor mechanical connections in machines with moving parts. 
Company executives think this product would have a market in all industries in which 
electric, combustion, or steam engines are made or used. The company's current sales 
force is small, and the problem is how best to reach these different industries. The 
following channel alternatives might emerge from management discussion: 

§ Company sales force: Expand the company's direct sales force. Assign outside 
salespeople to territories and have them contact all prospects in the area or 
develop separate company sales forces for different industries. Or, add an inside 
telesales operation in which telephone salespeople handle small or midsize 
companies. 

§ Manufacturer's agency: Hire manufacturer's agents - independent firms whose 
sales forces handle related products from many companies - in different regions 
or industries to sell the new test equipment. 

§ Industrial distributors: Find distributors in the different regions or industries 
who will buy and carry the new line. Give them exclusive distribution, good 
margins, product training, and promotional support. 

 
Number of Marketing Intermediaries 

Companies must also determine the number of channel members to use at each 
level. Three strategies are available: intensive distribution, exclusive distribution, and 
selective distribution. Producers of convenience products and common raw materials 
typically seek intensive distribution - a strategy in which they stock their products in as 
many outlets as possible. These goods must be available where and when consumers 
want them. For example, toothpaste, candy, and other similar items are sold in millions 
of outlets to provide maximum brand exposure and consumer convenience. Kraft, Coca-
Cola, Kimberly-Clark, and other consumer goods companies distribute their products in 
this way. 

By contrast, some producers purposely limit the number of intermediaries handling 
their products. The extreme form of this practice is exclusive distribution, in which the 
producer gives only a limited number of dealers the exclusive right to distribute its 
products in their territories. Exclusive distribution is often found in the distribution of 
new automobiles and prestige women's clothing.  

Between intensive and exclusive distribution lies selective distribution - the use of 
more than one, but fewer than all, of the intermediaries who are willing to carry a 
company's products. Most television, furniture, and small-appliance brands are 
distributed in this manner. For example, Whirlpool, and General Electric sell their major 
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appliances through dealer networks and selected large retailers. By using selective 
distribution, they do not have to spread their efforts over many outlets, including many 
marginal ones. They can develop good working relationships with selected channel 
members and expect a better-than-average selling effort. Selective distribution gives 
producers good market coverage with more control and less cost than does intensive 
distribution. 
 
Responsibilities of Channel Members 

The producer and intermediaries need to agree on the terms and responsibilities of 
each channel member. They should agree on price policies, conditions of sale, territorial 
rights, and specific services to be performed by each party. The producer should 
establish a list price and a fair set of discounts for intermediaries. It must define each 
channel member's territory, and it should be careful about where it places new resellers. 

Mutual services and duties need to be spelled out carefully, especially in franchise 
and exclusive distribution channels. For example, McDonald's provides franchisees with 
promotional support, a record-keeping system, training at Hamburger University, and 
general management assistance. In turn, franchisees must meet company standards for 
physical facilities, cooperate with new promotion programs, provide requested 
information, and buy specified food products. 
 
Evaluating the Major Alternatives 

Suppose a company has identified several channel alternatives and wants to select 
the one that will best satisfy its long-run objectives. Each alternative should be evaluated 
against economic, control, and adaptive criteria. 

Using economic criteria, a company compares the likely sales, costs, and 
profitability of different channel alternatives. The company must also consider control 
issues. Using intermediaries usually means giving them some control over the marketing 
of the product, and some intermediaries take more control than others. Other things 
being equal, the company prefers to keep as much control as possible. Finally, the 
company must apply adaptive criteria. Channels often involve long-term commitments, 
yet the company wants to keep the channel flexible so that it can adapt to environmental 
changes. Thus, to be considered, a channel involving long-term commitments should be 
greatly superior on economic and control grounds. 
 
Designing International Distribution Channels 

International marketers face many additional complexities in designing their 
channels. Each country has its own unique distribution system that has evolved over 
time and changes very slowly. These channel systems can vary widely from country to 
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country. Thus, global marketers must usually adapt their channel strategies to the 
existing structures within each country. 

In some markets, the distribution system is complex and hard to penetrate, 
consisting of many layers and large numbers of intermediaries. Consider Japan: 

 
The Japanese distribution system stems from the early seventeenth century, when 

cottage industries and a [quickly growing] urban population spawned a merchant class. . 
. . Despite Japan's economic achievements, the distribution system has remained 
remarkably faithful to its antique pattern. . . . [It] encompasses a wide range of 
wholesalers and other agents, brokers, and retailers, differing more in number than in 
function from their American counterparts. There are myriad tiny retail shops. An even 
greater number of whole-salers supplies goods to them, layered tier upon tier, many 
more than most U.S. executives would think necessary. For example, soap may move 
through three wholesalers plus a sales company after it leaves the manufacturer before it 
ever reaches the retail outlet. A steak goes from rancher to consumers in a process that 
often involves a dozen middle agents. . . . The distribution network . . . reflects the 
traditionally close ties among many Japanese companies . . . [and places] much greater 
emphasis on personal relationships with users. . . . Although [these channels appear] 
inefficient and cumbersome, they seem to serve the Japanese customer well. . . . Lacking 
much storage space in their small homes, most Japanese homemakers shop several times 
a week and prefer convenient [and more personal] neighborhood shops. 

Many Western firms have had great difficulty breaking into the closely knit, 
tradition-bound Japanese distribution network. 

At the other extreme, distribution systems in developing countries may be scattered 
and inefficient, or altogether lacking. For example, China and India would appear to be 
huge markets, each with populations over 1 billion. In reality, however, these markets 
are much smaller than the population numbers suggest. Because of inadequate 
distribution systems in both countries, most companies can profitably access only a 
small portion of the population located in each country's most affluent cities. 

Thus, international marketers face a wide range of channel alternatives. Designing 
efficient and effective channel systems between and within various country markets 
poses a difficult challenge.  
 

Channel Management Decisions 
 

Once the company has reviewed its channel alternatives and decided on the best 
channel design, it must implement and manage the chosen channel. Channel 
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management calls for selecting, managing, and motivating individual channel members 
and evaluating their performance over time. 
 
Selecting Channel Members 

Producers vary in their ability to attract qualified marketing intermediaries. Some 
producers have no trouble signing up channel members. For example, when Toyota first 
introduced its Lexus line in the United States, it had no trouble attracting new dealers. In 
fact, it had to turn down many would-be resellers. In some cases, the promise of 
exclusive or selective distribution for a desirable product will draw plenty of applicants. 

At the other extreme are producers who have to work hard to line up enough 
qualified intermediaries. When Polaroid started, for example, it could not get 
photography stores to carry its new cameras, and it had to go to mass-merchandising 
outlets. Similarly, when the U.S. Time Company first tried to sell its inexpensive Timex 
watches through regular jewelry stores, most jewelry stores refused to carry them. The 
company then managed to get its watches into mass-merchandise outlets. This turned 
out to be a wise decision because of the rapid growth of mass merchandising. 

When selecting intermediaries, the company should determine what characteristics 
distinguish the better ones. It will want to evaluate each channel member's years in 
business, other lines carried, growth and profit record, cooperativeness, and reputation. 
If the intermediaries are sales agents, the company will want to evaluate the number and 
character of other lines carried and the size and quality of the sales force. If the 
intermediary is a retail store that wants exclusive or selective distribution, the company 
will want to evaluate the store's customers, location, and future growth potential. 
 
Managing and Motivating Channel Members 

Once selected, channel members must be continuously managed and motivated to 
do their best. The company must sell not only through the intermediaries but to and with 
them. Most companies see their intermediaries as first-line customers and partners. They 
practice strong partner relationship management (PRM) to forge long-term partnerships 
with channel members. This creates a marketing system that meets the needs of both the 
company and its partners. 

In managing its channels, a company must convince distributors that they can 
succeed better by working together as a part of a cohesive value delivery system. 

Many companies are now installing integrated high-tech partner relationship 
management systems to coordinate their whole-channel marketing efforts. Just as they 
use customer relationship management (CRM) software systems to help manage 
relationships with important customers, companies can now use PRM software to help 
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recruit, train, organize, manage, motivate, and evaluate relationships with channel 
partners. 
 
Evaluating Channel Members 

The producer must regularly check channel member performance against standards 
such as sales quotas, average inventory levels, customer delivery time, treatment of 
damaged and lost goods, cooperation in company promotion and training programs, and 
services to the customer. The company should recognize and reward intermediaries who 
are performing well and adding good value for consumers. Those who are performing 
poorly should be assisted or, as a last resort, replaced. A company may periodically 
"requalify" its intermediaries and prune the weaker ones. 

Finally, manufacturers need to be sensitive to their dealers. Those who treat their 
dealers poorly risk not only losing dealer support but also causing some legal problems. 
The next section describes various rights and duties pertaining to manufacturers and 
their channel members. 
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14 MARKETING LOGISTICS AND SUPPLY CHAIN 
MANAGEMENT 

 
In today's global marketplace, selling a product is sometimes easier than getting it 

to customers. Companies must decide on the best way to store, handle, and move their 
products and services so that they are available to customers in the right assortments, at 
the right time, and in the right place. Physical distribution and logistics effectiveness has 
a major impact on both customer satisfaction and company costs. Here we consider the 
nature and importance of logistics management in the supply chain, goals of the logistics 
system, major logistics functions, and the need for integrated supply chain management. 
 
The Nature and Importance of Marketing Logistics 

To some managers, marketing logistics means only trucks and warehouses. But 
modern logistics is much more than this. Marketing logistics - also called physical 
distribution - involves planning, implementing, and controlling the physical flow of 
goods, services, and related information from points of origin to points of consumption 
to meet customer requirements at a profit. In short, it involves getting the right product 
to the right customer in the right place at the right time. 

In the past, physical distribution typically started with products at the plant and 
then tried to find low-cost solutions to get them to customers. However, today's 
marketers prefer customer-centered logistics thinking, which starts with the marketplace 
and works backward to the factory, or even to sources of supply. Marketing logistics 
addresses not only outbound distribution (moving products from the factory to resellers 
and ultimately to customers) but also inbound distribution (moving products and 
materials from suppliers to the factory) and reverse distribution (moving broken, 
unwanted, or excess products returned by consumers or resellers). That is, it involves 
entire supply chain management - managing upstream and downstream value-added 
flows of materials, final goods, and related information among suppliers, the company, 
resellers, and final consumers, as shown in Figure at next page. 

Thus, the logistics manager's task is to coordinate activities of suppliers, purchasing 
agents, marketers, channel members, and customers. These activities include 
forecasting, information systems, purchasing, production planning, order processing, 
inventory, warehousing, and transportation planning. 

Companies today are placing greater emphasis on logistics for several reasons. 
First, companies can gain a powerful competitive advantage by using improved logistics 
to give customers better service or lower prices. Second, improved logistics can yield 
tremendous cost savings to both the company and its customers. About 15 percent of an 
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average product's price is accounted for by shipping and transport alone. Third, the 
explosion in product variety has created a need for improved logistics management. For 
example, in 1911 the typical A&P grocery store carried only 270 items. A Wal-Mart 
Supercenter stores carry more than 100,000 products. Ordering, shipping, stocking, and 
controlling such a variety of products presents a sizable logistics challenge. 

Finally, improvements in information technology have created opportunities for 
major gains in distribution efficiency. Using sophisticated supply chain management 
software, Web-based logistics systems, point-of-sale scanners, uniform product codes, 
satellite tracking, and electronic transfer of order and payment data, companies can 
quickly and efficiently manage the flow of goods, information, and finances through the 
supply chain. 
 
Goals of the Logistics System 

Some companies state their logistics objective as providing maximum customer 
service at the least cost. Unfortunately, no logistics system can both maximize customer 
service and minimize distribution costs. Maximum customer service implies rapid 
delivery, large inventories, flexible assortments, liberal returns policies, and other 
services - all of which raise distribution costs. In contrast, minimum distribution costs 
imply slower delivery, smaller inventories, and larger shipping lots - which represent a 
lower level of overall customer service. 
 

 
 

Supply chain management 
 

The goal of marketing logistics should be to provide a targeted level of customer 
service at the least cost. A company must first research the importance of various 
distribution services to customers and then set desired service levels for each segment. 
The objective is to maximize profits, not sales. Therefore, the company must weigh the 
benefits of providing higher levels of service against the costs. Some companies offer 
less service than their competitors and charge a lower price. Other companies offer more 
service and charge higher prices to cover higher costs. 
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Major Logistics Functions 
 

Given a set of logistics objectives, the company is ready to design a logistics 
system that will minimize the cost of attaining these objectives. The major logistics 
functions include warehousing, inventory management, transportation, and logistics 
information management. 
 
Warehousing 

Production and consumption cycles rarely match. So most companies must store 
their tangible goods while they wait to be sold. For example, Toro, and other lawn 
mower manufacturers run their factories all year long and store up products for the 
heavy spring and summer buying seasons. The storage function overcomes differences 
in needed quantities and timing, ensuring that products are available when customers are 
ready to buy them. 

A company must decide on how many and what types of warehouses it needs and 
where they will be located. The company might use either storage warehouses or 
distribution centers. Storage warehouses store goods for moderate to long periods. 
Distribution centers are designed to move goods rather than just store them. They are 
large and highly automated warehouses designed to receive goods from various plants 
and suppliers, take orders, fill them efficiently, and deliver goods to customers as 
quickly as possible. 

Like almost everything else these days, warehousing has seen dramatic changes in 
technology in recent years. Older, multistoried warehouses with outdated materials-
handling methods are steadily being replaced by newer, single-storied automated 
warehouses with advanced, computer-controlled materials-handling systems requiring 
few employees. Computers and scanners read orders and direct lift trucks, electric 
hoists, or robots to gather goods, move them to loading docks, and issue invoices. 
 
Inventory Management 

Inventory management also affects customer satisfaction. Here, managers must 
maintain the delicate balance between carrying too little inventory and carrying too 
much. With too little stock, the firm risks not having products when customers want to 
buy. To remedy this, the firm may need costly emergency shipments or production. 
Carrying too much inventory results in higher-than-necessary inventory-carrying costs 
and stock obsolescence. Thus, in managing inventory, firms must balance the costs of 
carrying larger inventories against resulting sales and profits. 

Many companies have greatly reduced their inventories and related costs through 
just-in-time logistics systems. With such systems, producers and retailers carry only 
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small inventories of parts or merchandise, often only enough for a few days of 
operations. For example, Dell Computer, a master just-in-time producer, carries just 5 
days of inventory, whereas competitors might carry 40 days or even 60. New stock 
arrives exactly when needed, rather than being stored in inventory until being used. Just-
in-time systems require accurate forecasting along with fast, frequent, and flexible 
delivery so that new supplies will be available when needed. However, these systems 
result in substantial savings in inventory-carrying and handling costs. 

Marketers are always looking for new ways to make inventory management more 
efficient. In the not-too-distant future, handling inventory might even become fully 
automated.  

Imagine knowing, at any time, exactly where a product - no matter how large or 
small - is located physically within the supply chain. Or imagine "smart shelves" that not 
only tell you when it's time to reorder, but also place the order automatically with your 
supplier. Welcome to the wonderful world of Auto-ID, an exciting new information 
technology application that could revolutionize distribution as we know it.  

MIT's Auto-ID center is now developing "smart tag" technology, which might soon 
be used to embed intelligence, identity, and Internet connectivity into millions of 
everyday products. Think about what that means. Physical objects would have the ability 
to communicate with each other and with retailers, suppliers, and consumers through the 
Internet. The entire global supply chain becomes a seamless network of direct, real-time 
supply and demand. "Smart" products could make the entire supply chain - which 
accounts for nearly 75 percent of a product's cost - intelligent and automated. Products 
from anywhere on Earth could be linked to the Internet, where manufacturers and 
retailers could access information ranging from consumer trends to theft alerts. This, in 
turn, would let companies effectively meet consumer demands while at the same time 
saving billions of dollars. 
 
Transportation 

The choice of transportation carriers affects the pricing of products, delivery 
performance, and condition of the goods when they arrive - all of which will affect 
customer satisfaction. In shipping goods to its warehouses, dealers, and customers, the 
company can choose among five main transportation modes: truck, rail, water, pipeline, 
and air, along with an alternative mode for digital products: the Internet. 

Trucks have increased their share of transportation steadily. Trucks are highly 
flexible in their routing and time schedules, and they can usually offer faster service than 
railroads. They are efficient for short hauls of high-value merchandise. Trucking firms 
have added many services in recent years.  

Railroads are one of the most cost-effective modes for shipping large amounts of 
bulk products - coal, sand, minerals, and farm and forest products - over long distances. 
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In recent years, railroads have increased their customer services by designing new 
equipment to handle special categories of goods, providing flatcars for carrying truck 
trailers by rail (piggyback), and providing in-transit services such as the diversion of 
shipped goods to other destinations en route and the processing of goods en route. 

Water carriers transport large amounts of goods by ships and barges on coastal and 
inland waterways. Although the cost of water transportation is very low for shipping 
bulky, low-value, nonperishable products such as sand, coal, grain, oil, and metallic 
ores, water transportation is the slowest mode and may be affected by the weather. 
Pipelines are a specialized means of shipping petroleum, natural gas, and chemicals 
from sources to markets. Most pipelines are used by their owners to ship their own 
products. 

Although air carriers transport less than 1 percent of the nation's goods, they are an 
important transportation mode. Airfreight rates are much higher than rail or truck rates, 
but airfreight is ideal when speed is needed or distant markets have to be reached. 
Among the most frequently airfreighted products are perishables (fresh fish, cut flowers) 
and high-value, low-bulk items (technical instruments, jewelry). Companies find that 
airfreight also reduces inventory levels, packaging costs, and the number of warehouses 
needed. 

The Internet carries digital products from producer to customer via satellite, cable 
modem, or telephone wire. Software firms, the media, music companies, and education 
all make use of the Internet to transport digital products. While these firms primarily use 
traditional transportation to distribute CDs, newspapers, and more, the Internet holds the 
potential for lower product distribution costs.  

Shippers increasingly are using intermodal transportation - combining two or more 
modes of transportation. Piggyback describes the use of rail and trucks; fishyback, water 
and trucks; trainship, water and rail; and airtruck, air and trucks. Combining modes 
provides advantages that no single mode can deliver. Each combination offers 
advantages to the shipper. For example, not only is piggyback cheaper than trucking 
alone but it also provides flexibility and convenience. 

In choosing a transportation mode for a product, shippers must balance many 
considerations: speed, dependability, availability, cost, and others. Thus, if a shipper 
needs speed, air and truck are the prime choices. If the goal is low cost, then water or 
pipeline might be best. 

 
Logistics Information Management 

Companies manage their supply chains through information. Channel partners 
often link up to share information and to make better joint logistics decisions. From a 
logistics perspective, information flows such as customer orders, billing, inventory 
levels, and even customer data are closely linked channel performance. 
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Information can be shared and managed in many ways - by mail or telephone, 
through salespeople, via the Internet, or through electronic data interchange (EDI), the 
computerized exchange of data between organizations.  

In some cases, suppliers might actually be asked to generate orders and arrange 
deliveries for their customers. Many large retailers work closely with major suppliers 
such as Procter & Gamble or Black & Decker to set up vendor-managed inventory 
(VMI) systems or continuous inventory replenishment systems. Using VMI, the 
customer shares real-time data on sales and current inventory levels with the supplier. 
The supplier then takes full responsibility for managing inventories and deliveries. Some 
retailers even go so far as to shift inventory and delivery costs to the supplier. Such 
systems require close cooperation between the buyer and seller. 
 

Integrated Logistics Management 
 

Today, more and more companies are adopting the concept of integrated logistics 
management. This concept recognizes that providing better customer service and 
trimming distribution costs requires teamwork, both inside the company and among all 
the marketing channel organizations. Inside, the company's various functional 
departments must work closely together to maximize the company's own logistics 
performance. Outside, the company must integrate its logistics system with those of its 
suppliers and customers to maximize the performance of the entire distribution system. 
 
Cross-Functional Teamwork Inside the Company 

In most companies, responsibility for various logistics activities is assigned to 
many different functional units - marketing, sales, finance, manufacturing, purchasing. 
Too often, each function tries to optimize its own logistics performance without regard 
for the activities of the other functions. However, transportation, inventory, 
warehousing, and order-processing activities interact, often in an inverse way. Lower 
inventory levels reduce inventory-carrying costs. But they may also reduce customer 
service and increase costs from stock outs, back orders, special production runs, and 
costly fast-freight shipments. Because distribution activities involve strong trade-offs, 
decisions by different functions must be coordinated to achieve superior overall logistics 
performance. 

The goal of integrated supply chain management is to harmonize all of the 
company's logistics decisions. Close working relationships among functions can be 
achieved in several ways. Some companies have created permanent logistics committees 
made up of managers responsible for different physical distribution activities. 
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Companies can also create management positions that link the logistics activities of 
functional areas. For example, Procter & Gamble has created supply managers, who 
manage all of the supply chain activities for each of its product categories. Many 
companies have a vice president of logistics with cross-functional authority. Finally, 
companies can employ sophisticated, systemwide supply chain management software, 
now available from Oracle and other software providers. The important thing is that the 
company coordinate its logistics and marketing activities to create high market 
satisfaction at a reasonable cost. 
 
Building Logistics Partnerships 

Companies must do more than improve their own logistics. They must also work 
with other channel members to improve whole-channel distribution. The members of a 
distribution channel are linked closely in delivering customer satisfaction and value. One 
company's distribution system is another company's supply system. The success of each 
channel member depends on the performance of the entire supply chain.  

Smart companies coordinate their logistics strategies and forge strong partnerships 
with suppliers and customers to improve customer service and reduce channel costs. 
Many companies have created cross-functional, cross-company teams.  

Other companies partner through shared projects. For example, many larger 
retailers are working closely with suppliers on in-store programs. Home Depot allows 
key suppliers to use its stores as a testing ground for new merchandising programs. The 
suppliers spend time at Home Depot stores watching how their product sells and how 
customers relate to it. They then create programs specially tailored to Home Depot and 
its customers.  

The point is that all supply chain members must work together in the cause of 
serving final consumers. "The functions that customers value deserve close, creative 
attention from all supply chain participants," says one expert. "Together, component 
suppliers, manufacturers, wholesalers, and retailers must . . . differentiate the way they 
provide and package these [values] to the ultimate customer."          
 
Third-Party Logistics 

Most businesses perform their own logistics functions. However, a growing 
number of firms now outsource some or all of their logistics to third-party logistics 
(3PL) providers such as UPS Worldwide Logistics, FedEx Logistics, Roadway Logistics 
Services. Such integrated logistics companies perform any or all of the functions 
required to get their clients' product to market. 

For example, Emory's Global Logistics unit provides clients with coordinated, 
single-source logistics services including supply chain management, customized 
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information technology, inventory control, warehousing, transportation management, 
customer service and fulfillment, and freight auditing and control. "From sourcing raw 
materials to delivering finished products to stores," proclaims the Emery Web site, "our 
experts work with you to streamline and manage your entire supply chain and to keep 
you in control."  

Companies use third-party logistics providers for several reasons.  
1. First, because getting the product to market is their main focus, these providers can 

often do it more efficiently and at lower cost. According to one study, outsourcing 
typically results in 15 percent to 30 percent cost savings.  

2. Second, outsourcing logistics frees a company to focus more intensely on its core 
business.  

3. Finally, integrated logistics companies understand increasingly complex logistics 
environments. This can be especially helpful to companies attempting to expand 
their global market coverage. For example, companies distributing their products 
across Europe face a bewildering array of environmental restrictions that affect 
logistics, including packaging standards, truck size and weight limits, and noise and 
emissions pollution controls. By outsourcing its logistics, a company can gain a 
complete pan-European distribution system without incurring the costs, delays, and 
risks associated with setting up its own system. 
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15 RETAILING AND WHOLESALING 
 

Wholesaling 
 

Wholesaling includes all activities involved in selling goods and services to those 
buying for resale or business use. We call wholesalers those firms engaged primarily in 
wholesaling activity. 

Wholesalers buy mostly from producers and sell mostly to retailers, industrial 
consumers, and other wholesalers. As a result, many of the nation's largest and most 
important wholesalers are largely unknown to final consumers.  

But why are wholesalers used at all? For example, why would a producer use 
wholesalers rather than selling directly to retailers or consumers? Quite simply, 
wholesalers add value by performing one or more of the following channel functions: 

§ Selling and promoting: Wholesalers' sales forces help manufacturers reach many 
small customers at a low cost. The wholesaler has more contacts and is often 
more trusted by the buyer than the distant manufacturer.  

§ Buying and assortment building: Wholesalers can select items and build 
assortments needed by their customers, thereby saving the consumers much 
work.  

§ Bulk-breaking: Wholesalers save their customers money by buying in carload 
lots and breaking bulk (breaking large lots into small quantities).  

§ Warehousing: Wholesalers hold inventories, thereby reducing the inventory 
costs and risks of suppliers and customers.  

§ Transportation: Wholesalers can provide quicker delivery to buyers because 
they are closer than the producers.  

§ Financing: Wholesalers finance their customers by giving credit, and they 
finance their suppliers by ordering early and paying bills on time.  

§ Risk bearing: Wholesalers absorb risk by taking title and bearing the cost of 
theft, damage, spoilage, and obsolescence.  

§ Market information: Wholesalers give information to suppliers and customers 
about competitors, new products, and price developments.  

§ Management services and advice: Wholesalers often help retailers train their 
salesclerks, improve store layouts and displays, and set up accounting and 
inventory control systems.  
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Types of Wholesalers 
Wholesalers fall into three major groups (see Table below): merchant wholesalers; 

agents and brokers; and manufacturers' sales branches and offices. Merchant 
wholesalers are the largest single group of wholesalers, accounting for roughly 50 
percent of all wholesaling. Merchant wholesalers include two broad types: full-service 
wholesalers and limited-service wholesalers. Full-service wholesalers provide a full set 
of services, whereas the various limited-service wholesalers offer fewer services to their 
suppliers and customers. The several different types of limited-service wholesalers 
perform varied specialized functions in the distribution channel. 

Brokers and agents differ from merchant wholesalers in two ways: They do not 
take title to goods, and they perform only a few functions. Like merchant wholesalers, 
they generally specialize by product line or customer type. A broker brings buyers and 
sellers together and assists in negotiation. Agents represent buyers or sellers on a more 
permanent basis. Manufacturers' agents (also called manufacturers' representatives) are 
the most common type of agent wholesaler. The third major type of wholesaling is that 
done in manufacturers' sales branches and offices by sellers or buyers themselves rather 
than through independent wholesalers. 
 

Major Types of Wholesalers 

Type Description 
MERCHANT WHOLESALERS Independently owned businesses that take title to the 

merchandise they handle. In different trades they are called 
jobbers, distributors, or mill supply houses. Include full-
service wholesalers and limited-service wholesalers: 

  
Full-service wholesalers Provide a full line of services: carrying stock, maintaining a 

sales force, offering credit, making deliveries, and providing 
management assistance. There are two types: 

Wholesale merchants Sell primarily to retailers and provide a full range of 
services, General merchandise wholesalers carry several 
merchandise lines, whereas general line wholesalers carry 
one or two lines in great depth. Specialty wholesalers 
specialize in carrying only part of a line. Examples: health 
food wholesalers, seafood wholesalers. 

  
Industrial distributors Sell to manufacturers rather than to retailers. Provide several 

services, such as carrying stock, offering credit, and 
providing delivery. May carry a broad range of merchandise, 
a general line, or a specialty line. 
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Limited-service wholesalers Offer fewer services than full-service wholesalers. Limited-
service wholesalers are of several types: 

Cash-and-carry wholesalers Carry a limited line of fast-moving goods and sell to small 
retailers for cash. Normally do not deliver. Example: A small 
fish store retailer may drive to a cash-and-carry fish 
wholesaler, buy fish for cash, and bring the merchandise 
back to the store. 

Truck wholesalers (or truck jobbers) Perform primarily a selling and delivery function. Carry 
limited line of semi-perishable merchandise (such as milk, 
bread, snack foods), which they sell for cash as they make 
their rounds to supermarkets, small groceries, hospitals, 
restaurants, factory cafeterias, and hotels. 

Drop shippers Do not carry inventory or handle the product. On receiving 
an order, they select a manufacturer, who ships the 
merchandise directly to the customer. The drop shipper 
assumes title and risk from the time the order is accepted to 
its delivery to the customer. They operate in bulk industries, 
such as coal, lumber, and heavy equipment. 

Rack jobbers Serve grocery and drug retailers, mostly in nonfood items. 
They send delivery trucks to stores, where the delivery 
people set up toys, paperbacks, hardware items, health and 
beauty aids, or other items. They price the goods, keep them 
fresh, set up point-of-purchase displays, and keep inventory 
records. Rack jobbers retain title to the goods and bill the 
retailers only for the goods sold to consumers. 

  
Producers' cooperatives Are owned by farmer members and assemble farm produce 

to sell in local markets. The co-op's profits are distributed to 
members at the end of the year. They often attempt to 
improve product quality and promote a co-op brand name.  

Mail-order wholesalers Send catalogs to retail, industrial, and institutional customers 
featuring jewelry, cosmetics, specialty foods, and other small 
items. Maintain no outside sales, force. Main customers are 
businesses in small outlying areas. Orders are filled and sent 
by mail, truck, or other transportation. 

  
BROKERS AND AGENTS Do not take title to goods. Main function is to facilitate 

buying and selling, for which they earn a commission on the 
selling price. Generally specialize by product line or 
customer type. 

Brokers Chief function is bringing buyers and sellers together and 
assisting in negotiation. They are paid by the party who hired 
them and do not carry inventory, get involved in financing, 
or assume risk. Examples: food brokers, real estate brokers, 
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insurance brokers, and security brokers. 
Agents Represent either buyers or sellers on a more permanent basis 

than brokers do. There are several types: 
  
Manufacturers' agents Represent two or more manufacturers of complementary 

lines. A formal written agreement with each manufacturer 
covers pricing, territories, order-handling, delivery service 
and warranties, and commission rates. Often used in such 
lines as apparel, furniture and electrical goods. Most 
manufacturers' agents are small businesses, with only a few 
skilled salespeople as employees. They are hired by small 
manufacturers who cannot afford their own field sales forces 
and by large manufacturers who use agents to open new 
territories or to cover territories that cannot support full-time 
salespeople. 

Selling agents Have contractual authority to sell a manufacturer's entire 
output. The manufacturer either is not interested in the 
selling function or feels unqualified. The selling agent serves 
as a sales department and has significant influence over 
prices, terms, and conditions of sale. Found in product areas 
such as textiles, industrial machinery and equipment, coal 
and coke, chemicals, and metals. 

Purchasing agents Generally have a long-term relationship with buyers and 
make purchases for them, often receiving, inspecting, 
warehousing, and shipping the merchandise to the buyers. 
They provide helpful market information to clients and help 
them obtain the best goods and prices available. 

Commission merchants Take physical possession of products and negotiate sales. 
Normally, they are not employed on a long-term basis. Used 
most often in agricultural marketing by farmers who do not 
want to sell their own output and do not belong to producers' 
cooperatives. The commission merchant takes a truckload of 
commodities to a central market, sells it for the best price, 
deducts a commission and expenses, and remits the balance 
to the producers. 

  
MANUFACTURERS' AND 
RETAILERS' BRANCHES AND 
OFFICES 

Wholesaling operations conducted by sellers or buyers 
themselves rather than through in dependent wholesalers. 
Separate branches and offices can be dedicated to either sales 
or purchasing. 

Sales branches and offices Set up by manufacturers to improve inventory control, 
selling, and promotion. Sales branches carry inventory and 
are found in industries such as lumber and automotive 
equipment and parts. Sales offices do not carry inventory and 
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are most prominent in dry-goods and notions industries. 
Purchasing officers 
 
 
 

Perform a role similar to that of brokers or agents but are 
part of the buyer's organization. Many retailers set up 
purchasing offices in major market centers.  

 

 
 
 

Wholesaler Marketing Decisions 
Wholesalers now face growing competitive pressures, more-demanding customers, 

new technologies, and more direct-buying programs on the part of large industrial, 
institutional, and retail buyers. As a result, they have had to take a fresh look at the 
marketing strategies. As with retailers, their marketing decisions include choices of 
target markets, positioning, and the marketing mix - product assortments and services, 
price, promotion, and place. 
 
Target Market and Positioning Decision 

Like retailers, wholesalers must define their target markets and position themselves 
effectively - they cannot serve everyone. They can choose a target group by size of 
customer (only large retailers), type of customer (convenience stores only), need for 
service (customers who need credit), or other factors. Within the target group, they can 
identify the more profitable customers, design stronger offers, and build better 
relationships with them. They can propose automatic reordering systems, set up 
management-training and advising systems, or even sponsor a voluntary chain. They can 
discourage less profitable customers by requiring larger orders or adding service charges 
to smaller ones. 
 
Marketing-Mix Decisions 

Like retailers, wholesalers must decide on product assortment and services, prices, 
promotion, and place. The wholesaler's "product" is the assortment of products and 
services that it offers. Wholesalers are under great pressure to carry a full line and to 
stock enough for immediate delivery. But this practice can damage profits. Wholesalers 
today are cutting down on the number of lines they carry, choosing to carry only the 
more profitable ones. Wholesalers are also rethinking which services count most in 
building strong customer relationships and which should be dropped or charged for. The 
key is to find the mix of services most valued by their target customers. 

Price is also an important wholesaler decision. Wholesalers usually mark up the 
cost of goods by a standard percentage - say, 20 percent. Expenses may run 17 percent 
of the gross margin, leaving a profit margin of 3 percent. In grocery wholesaling, the 
average profit margin is often less than 2 percent. Wholesalers are trying new pricing 
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approaches. They may cut their margin on some lines in order to win important new 
customers. They may ask suppliers for special price breaks when they can turn them into 
an increase in the supplier's sales. 

Although promotion can be critical to wholesaler success, most wholesalers are not 
promotion minded. Their use of trade advertising, sales promotion, personal selling, and 
public relations is largely scattered and unplanned. Many are behind the times in 
personal selling - they still see selling as a single salesperson talking to a single 
customer instead of as a team effort to sell, build, and service major accounts. 
Wholesalers also need to adopt some of the nonpersonal promotion techniques used by 
retailers. They need to develop an overall promotion strategy and to make greater use of 
supplier promotion materials and programs. 

Finally, place is important - wholesalers must choose their locations, facilities, and 
Web locations carefully. Wholesalers typically locate in low-rent, low-tax areas and tend 
to invest little money in their buildings, equipment, and systems. As a result, their 
materials-handling and order-processing systems are often outdated. In recent years, 
however, large and progressive wholesalers are reacting to rising costs by investing in 
automated warehouses and online ordering systems. Orders are fed from the retailer's 
system directly into the wholesaler's computer, and the items are picked up by 
mechanical devices and automatically taken to a shipping platform where they are 
assembled. Most large wholesalers are using technology to carry out accounting, billing, 
inventory control, and forecasting. Modern wholesalers are adapting their services to the 
needs of target customers and finding cost-reducing methods of doing business. 
 
Trends in Wholesaling 

As the wholesaling industry moves into the twenty-first century, it faces 
considerable challenges. The industry remains vulnerable to one of the most enduring 
trends of the last decade - fierce resistance to price increases and the winnowing out of 
suppliers who are not adding value based on cost and quality. Progressive wholesalers 
constantly watch for better ways to meet the changing needs of their suppliers and target 
customers. They recognize that, in the long run, their only reason for existence comes 
from adding value by increasing the efficiency and effectiveness of the entire marketing 
channel. To achieve this goal, they must constantly improve their services and reduce 
their costs. 

The distinction between large retailers and large wholesalers continues to blur. 
Many retailers now operate formats such as wholesale clubs and hypermarkets that 
perform many wholesale functions. In return, many large wholesalers are setting up their 
own retailing operations.  

Wholesalers will continue to increase the services they provide to retailers - retail 
pricing, cooperative advertising, marketing and management information reports, 
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accounting services, online transactions, and others. Rising costs on the one hand, and 
the demand for increased services on the other, will put the squeeze on wholesaler 
profits. Wholesalers who do not find efficient ways to deliver value to their customers 
will soon drop by the wayside. However, the increased use of computerized, automated, 
and Web-based systems will help wholesalers to contain the costs of ordering, shipping, 
and inventory holding, boosting their productivity. 

Finally, facing slow growth in their domestic markets and such developments as the 
Common European Market, many large wholesalers are now going global.  
 

Retailing 
 

What is retailing? Retailing includes all the activities involved in selling products 
or services directly to final consumers for their personal, nonbusiness use. Many 
institutions - manufacturers, wholesalers, and retailers - do retailing. But most retailing 
is done by retailers: businesses whose sales come primarily from retailing. 

Although most retailing is done in retail stores, in recent years nonstore retailing 
has been growing much faster than has store retailing. Nonstore retailing includes selling 
to final consumers through direct mail, catalogs, telephone, the Internet, TV home 
shopping shows, home and office parties, door-to-door contact, vending machines, and 
other direct-selling approaches.  
 
Types of Retailers 

Retail stores come in all shapes and sizes, and new retail types keep emerging. The 
most important types of retail stores are described in Table below and discussed in the 
following sections. They can be classified in terms of several characteristics, including 
the amount of service they offer, the breadth and depth of their product lines, the relative 
prices they charge, and how they are organized. 
 
Amount of Service 

Different products require different amounts of service, and customer service 
preferences vary. Retailers may offer one of three levels of service - self-service, limited 
service, and full service. 

Self-service retailers serve customers who are willing to perform their own "locate-
compare-select" process to save money. Self-service is the basis of all discount 
operations and is typically used by sellers of convenience goods (such as supermarkets) 
and nationally branded, fast-moving shopping goods. 
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Major Store Retailer Types 
Specialty Stores: Carry a narrow product line with a deep assortment, such as apparel stores, 
sporting-goods stores, furniture stores, florists, and bookstores. A clothing store would be a single-
line store, a men's clothing store would be a limited-line store, and a men's custom-shirt store would 
be a superspecialty store. Examples: The Body Shop, Gap. 
Department Stores: Carry several product lines - typically clothing, home furnishings, and 
household goods - with each line operated as a separate department managed by specialist buyers or 
merchandisers. Examples: Sears, Macy's. 
Supermarkets: A relatively large, low-cost, low-margin, high-volume, self-service operation 
designed to serve the consumer's total needs for food and household products.  
Convenience Stores: Relatively small stores located near residential areas, open long hours seven 
days a week, and carrying a limited line of high-turnover convenience products at slightly higher 
prices. 
Discount Stores: Carry standard merchandise sold at lower prices with lower margins and higher 
volumes. Examples: General - Wal-Mart, Tesco Stores. 
Off-Price Retailers: Sell merchandise bought at less-than-regular wholesale prices and sold at less 
than retail: often leftover goods, overruns, and irregulars obtained at reduced prices from 
manufacturers or other retailers. These include factory outlets owned and operated by 
manufacturers; independent off-price retailers owned and run by entrepreneurs or by divisions of 
larger retail corporations; and warehouse (or wholesale) clubs selling a limited selection of brand-
name groceries, appliances, clothing, other goods at deep discounts to consumers who pay 
membership fees. 
Superstores: Very large stores traditionally aimed at meeting consumers' total needs for routinely 
purchased food and nonfood items. Includes category killers, which carry a deep assortment in a 
particular category and have a knowledgeable staff; supercenters, combined supermarket and 
discount stores; and hypermarkets with up to 220,000 square feet of space combining supermarket, 
discount, and warehouse retailing (examples: Carrefour [France]). 

 
Limited-service retailers provide more sales assistance because they carry more 

shopping goods about which customers need information. Their increased operating 
costs result in higher prices. In full-service retailers, such as specialty stores and first-
class department stores, salespeople assist customers in every phase of the shopping 
process. Full-service stores usually carry more specialty goods for which customers like 
to be "waited on." They provide more services, resulting in much higher operating costs, 
which are passed along to customers as higher prices. 
 
Product Line 

Retailers also can be classified by the length and breadth of their product 
assortments. Some retailers, such as specialty stores, carry narrow product lines with 
deep assortments within those lines. Today, specialty stores are flourishing. The 
increasing use of market segmentation, market targeting, and product specialization has 
resulted in a greater need for stores that focus on specific products and segments. 
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In contrast, department stores carry a wide variety of product lines. In recent years, 
department stores have been squeezed between more focused and flexible specialty 
stores on the one hand, and more efficient, lower-priced discounters on the other. In 
response, many have added promotional pricing to meet the discount threat. Others have 
stepped up the use of store brands and single-brand "designer shops" to compete with 
specialty stores. Still others are trying mail-order, telephone, and Web selling. Service 
remains the key differentiating factor.  

Supermarkets are the most frequently shopped type of retail store. Today, however, 
they are facing slow sales growth because of slower population growth and an increase 
in competition from convenience stores, discount food stores, and superstores. 
Supermarkets also have been hit hard by the rapid growth of out-of-home eating. 

Thus, most supermarkets are making improvements to attract more customers. In 
the battle for "share of stomachs," many large supermarkets have moved upscale, 
providing from-scratch bakeries, gourmet deli counters, and fresh seafood departments. 
Others are cutting costs, establishing more efficient operations, and lowering prices in 
order to compete more effectively with food discounters. Finally, a few have added 
Web-based sales.  

Convenience stores are small stores that carry a limited line of high-turnover 
convenience goods. In recent years, the convenience store industry has suffered from 
overcapacity as its primary market of young, blue-collar men has shrunk. As a result, 
many chains are redesigning their stores to attract female shoppers. They are shedding 
the image of a "truck stop" where men go to buy beer, cigarettes, and magazines, and 
instead offer fresh prepared foods and cleaner, safer environments. Many are also 
applying micromarketing - tailoring each store's merchandise to the specific needs of its 
surrounding neighborhood.  

Superstores are much larger than regular supermarkets and offer a large assortment 
of routinely purchased food products, nonfood items, and services. Wal-Mart, Tesco 
Stores and other discount retailers offer supercenters, combination food and discount 
stores that emphasize cross-merchandising. Toasters are above the fresh-baked bread, 
kitchen gadgets are across from produce, and infant centers carry everything from baby 
food to clothing.  

Recent years have also seen the explosive growth of superstores that are actually 
giant specialty stores, the so-called category killers. They feature stores the size of 
airplane hangars and carry a very deep assortment of a particular line with a 
knowledgeable staff. Category killers are prevalent in a wide range of categories, 
including books, baby gear, toys, electronics, home improvement products, linens and 
towels, party goods, sporting goods, even pet supplies. Another superstore variation, the 
hypermarket, is a huge superstore, perhaps as large as six football fields. Although 
hypermarkets have been very successful in Europe and other world markets, they have 
met with little success in the United States. 
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Finally, for some retailers, the product line is actually a service. Service retailers 
include hotels and motels, banks, airlines, colleges, hospitals, movie theaters, tennis 
clubs, bowling alleys, restaurants, repair services, hair care shops, and dry cleaners.  
 
Relative Prices 

Retailers can also be classified according to the prices they charge. Most retailers 
charge regular prices and offer normal-quality goods and customer service. Others offer 
higher-quality goods and service at higher prices. The retailers that feature low prices 
are discount stores and "off-price" retailers. 

DISCOUNT STORES    A discount store sells standard merchandise at lower 
prices by accepting lower margins and selling higher volume. The early discount stores 
cut expenses by offering few services and operating in warehouselike facilities in low-
rent, heavily traveled districts. In recent years, facing intense competition from other 
discounters and department stores, many discount retailers have "traded up." They have 
improved décor, added new lines and services, and expanding regionally and nationally, 
leading to higher costs and prices. 

OFF-PRICE RETAILERS    When the major discount stores traded up, a new wave 
of off-price retailers moved in to fill the low-price, high-volume gap. Ordinary 
discounters buy at regular wholesale prices and accept lower margins to keep prices 
down. In contrast, off-price retailers buy at less-than-regular wholesale prices and 
charge consumers less than retail. Off-price retailers can be found in all areas, from 
food, clothing, and electronics to no-frills banking and discount brokerages. 

The three main types of off-price retailers are independents, factory outlets, and 
warehouse clubs.  

Independent off-price retailers either are owned and run by entrepreneurs or are 
divisions of larger retail corporations. Although many off-price operations are run by 
smaller independents, most large off-price retailer operations are owned by bigger retail 
chains.  

Factory outlets - sometimes group together in factory outlet malls and value-retail 
centers, where dozens of outlet stores offer prices as low as 50 percent below retail on a 
wide range of items. Whereas outlet malls consist primarily of manufacturers' outlets, 
value-retail centers combine manufacturers' outlets with off-price retail stores and 
department store clearance outlets. Factory outlet malls have become one of the hottest 
growth areas in retailing. 

The malls now are moving upscale - and even dropping "factory" from their 
descriptions - narrowing the gap between factory outlet and more traditional forms of 
retailers. As the gap narrows, the discounts offered by outlets are getting smaller. 
However, a growing number of outlet malls now feature brands such as Coach, Polo 
Ralph Lauren, Dolce & Gabbana, Giorgio Armani, Gucci, and Versace, causing 
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department stores to protest to the manufacturers of these brands. Given their higher 
costs, the department stores have to charge more than the off-price outlets. 
Manufacturers counter that they send last year's merchandise and seconds to the factory 
outlet malls, not the new merchandise that they supply to the department stores. The 
malls are also located far from urban areas, making travel to them more difficult. Still, 
the department stores are concerned about the growing number of shoppers willing to 
make weekend trips to stock up on branded merchandise at substantial savings. 

Warehouse clubs (or wholesale clubs or membership warehouses), operate in huge, 
drafty, warehouselike facilities and offer few frills. Customers themselves must wrestle 
furniture, heavy appliances, and other large items to the checkout line. Such clubs make 
no home deliveries and often accept no credit cards. However, they do offer ultralow 
prices and surprise deals on selected branded merchandise. Whereas a weakening 
economy has slowed the growth of many traditional retailers, warehouse club sales have 
soared recently. These days, "consumers are laser-beam-focused on finding the best 
value," says an industry analyst, "and the absolute best value is at a club."          
 
Organizational Approach 

Although many retail stores are independently owned, an increasing number are 
banding together under some form of corporate or contractual organization. The major 
types of retail organizations - corporate chains, voluntary chains, retailer cooperatives, 
franchise organizations, and merchandising conglomerates - are described in Table 
below. 

Chain stores are two or more outlets that are commonly owned and controlled. 
They have many advantages over independents. Their size allows them to buy in large 
quantities at lower prices and gain promotional economies. They can hire specialists to 
deal with areas such as pricing, promotion, merchandising, inventory control, and sales 
forecasting. 

The great success of corporate chains caused many independents to band together 
in one of two forms of contractual associations. One is the voluntary chain - a 
wholesaler-sponsored group of independent retailers that engages in group buying and 
common merchandising.  

The other form of contractual association is the retailer cooperative - a group of 
independent retailers that bands together to set up a jointly owned, central wholesale 
operation and conducts joint merchandising and promotion efforts. These organizations 
give independents the buying and promotion economies they need to meet the prices of 
corporate chains. 

Another form of contractual retail organization is a franchise. The main difference 
between franchise organizations and other contractual systems (voluntary chains and 
retail cooperatives) is that franchise systems are normally based on some unique product 
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or service; on a method of doing business; or on the trade name, goodwill, or patent that 
the franchiser has developed. Franchising has been prominent in fast foods, video stores, 
health and fitness centers, haircutting, auto rentals, motels, travel agencies, real estate, 
and dozens of other product and service areas. 
 

Major Types of Retail Organizations 

Type Description 
Corporate chain stores Two or more outlets that are commonly owned and controlled, 

employ central buying and merchandising, and sell similar lines of 
merchandise. Corporate chains appear in all types of retailing, but 
they are strongest in department stores, variety stores, food stores, 
drugstores, shoe stores, and women's clothing stores. 

  
Voluntary chains Wholesaler-sponsored groups of independent retailers engaged in 

bulk buying and common merchandising 
  
Retailer cooperatives Groups of independent retailers who set up a central buying 

organization and conduct joint promotion efforts. 
  
Franchise organizations Contractual association between a franchiser (a manufacturer, 

wholesales, or service organization) and franchisees (independent 
businesspeople who buy the right to own and operate one or more 
units in the franchise system). Franchise organizations are normally 
based on some unique product, service, or method of doing 
business, or on a trade name or patent, or on goodwill that the 
franchiser had developed. 

  
Merchandising 
conglomerates 

A free-form corporation that combines several diversified retailing 
lines and forms under central ownership, along with some 
integration of their distribution and management functions. 

 

 
 

Once considered upstarts among independent businesses, franchises now command 
more than 35 percent of all retail sales in the United States.  

Finally, merchandising conglomerates are corporations that combine several 
different retailing forms under central ownership. Diversified retailing, similar to a 
multibranding strategy, provides superior management systems and economies that 
benefit all the separate retail operations, and is likely to increase. 
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Retailer Marketing Decisions 
 

Retailers are always searching for new marketing strategies to attract and hold 
customers. In the past, retailers attracted customers with unique products, more or better 
services than their competitors offered, or credit cards. Today, national-brand 
manufacturers, in their drive for volume, have placed their branded goods everywhere. 
National brands are found not only in department stores but also in mass-merchandise 
discount stores, off-price discount stores, and on the Web. As a result, retail assortments 
are looking more and more alike. 

Service differentiation among retailers has also eroded. Many department stores 
have trimmed their services, whereas discounters have increased theirs. Customers have 
become smarter and more price sensitive. They see no reason to pay more for identical 
brands, especially when service differences are shrinking. For all these reasons, many 
retailers today are rethinking their marketing strategies. 

Retailers face major marketing decisions about their target market and positioning, 
product assortment and services, price, promotion, and place. 

 
Target Market and Positioning Decision 

Retailers first must define their target markets and then decide how they will 
position themselves in these markets. Should the store focus on upscale, midscale, or 
downscale shoppers? Do target shoppers want variety, depth of assortment, 
convenience, or low prices? Until they define and profile their markets, retailers cannot 
make consistent decisions about product assortment, services, pricing, advertising, store 
décor, or any of the other decisions that must support their positions. 

Too many retailers fail to define their target markets and positions clearly. They try 
to have "something for everyone" and end up satisfying no market well. In contrast, 
successful retailers define their target markets well and position themselves strongly. 
Even large stores must define their major target markets in order to design effective 
marketing strategies.  
 
Product Assortment and Services Decision 

Retailers must decide on three major product variables: product assortment, 
services mix, and store atmosphere. 

The retailer's product assortment should differentiate the retailer while matching 
target shoppers' expectations. One strategy is to offer merchandise that no other 
competitor carries, such as private brands or national brands on which it holds 
exclusives. Finally, the retailer can differentiate itself by offering a highly targeted 
product assortment.  
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The services mix can also help set one retailer apart from another. For example, 
some retailers invite customers to ask questions or consult service representatives in 
person or via phone or keyboard.  

The store's atmosphere is another element in the reseller's product arsenal. Every 
store has a physical layout that makes moving around in it either hard or easy. Each 
store has a "feel"; one store is cluttered, another cheerful, a third plush, a fourth somber. 
The store must plan an atmosphere that suits the target market and moves customers to 
buy. For example, outdoor equipment retailer REI practices "experiential retailing": 
Consumers can try out climbing equipment on a huge wall in the store, and they can test 
Gore-Tex raincoats by going under a simulated rain shower. And many retailers add 
fragrances in their stores to stimulate certain moods in shoppers. London's Heathrow 
Airport sprays the scent of pine needles because it evokes the sense of holidays and 
weekend walks. Automobile dealers will spray a "leather" scent in used cars to make 
them smell "new." 

Increasingly, retailers are turning their stores into theaters that transport customers 
into unusual, exciting shopping environments.  

All of this confirms that retail stores are much more than simply assortments of 
goods. They are environments to be experienced by the people who shop in them. Store 
atmospheres offer a powerful tool by which retailers can differentiate their stores from 
those of competitors. 
 
Price Decision 

A retailer's price policy must fit its target market and positioning, product and 
service assortment, and competition. All retailers would like to charge high markups and 
achieve high volume, but the two seldom go together. Most retailers seek either high 
markups on lower volume (most specialty stores) or low markups on higher volume 
(mass merchandisers and discount stores). 
 
Promotion Decision 

Retailers use any or all of the promotion tools - advertising, personal selling, sales 
promotion, public relations, and direct marketing - to reach consumers. They advertise 
in newspapers, magazines, radio, television, and on the Internet. Advertising may be 
supported by newspaper inserts and direct mail. Personal selling requires careful training 
of salespeople in how to greet customers, meet their needs, and handle their complaints. 
Sales promotions may include in-store demonstrations, displays, contests, and visiting 
celebrities. Public relations activities, such as press conferences and speeches, store 
openings, special events, newsletters, magazines, and public service activities, are 
always available to retailers. Most retailers have also set up Web sites, offering 
customers information and other features and often selling merchandise directly. 
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Place Decision 

Retailers often point to three critical factors in retailing success: location, location, 
and location! It's very important that retailers select locations that are accessible to the 
target market in areas that are consistent with the retailer's positioning. Small retailers 
may have to settle for whatever locations they can find or afford. Large retailers, 
however, usually employ specialists who select locations using advanced methods. 

Most stores today cluster together to increase their customer pulling power and to 
give consumers the convenience of one-stop shopping.  

Central business districts were the main form of retail cluster until the 1950s. 
Every large city and town had a central business district with department stores, 
specialty stores, banks, and movie theaters. When people began to move to the suburbs, 
however, these central business districts, with their traffic, parking, and crime problems, 
began to lose business. Downtown merchants opened branches in suburban shopping 
centers, and the decline of the central business districts continued. In recent years, many 
cities have joined with merchants to try to revive downtown shopping areas by building 
malls and providing underground parking. 

A shopping center is a group of retail businesses planned, developed, owned, and 
managed as a unit.  

A regional shopping center, or regional shopping mall, the largest and most 
dramatic shopping center, contains from 40 to over 200 stores. It is like a covered mini-
downtown and attracts customers from a wide area.  

A community shopping center contains between 15 and 40 retail stores. It normally 
contains a branch of a department store or variety store, a supermarket, specialty stores, 
professional offices, and sometimes a bank.  

Most shopping centers are neighborhood shopping centers or strip malls that 
generally contain between 5 and 15 stores. They are close and convenient for 
consumers. They usually contain a supermarket, perhaps a discount store, and several 
service stores - dry cleaner, self-service laundry, drugstore, video-rental outlet, barber or 
beauty shop, hardware store, or other stores. 

A recent addition to the shopping center scene is the so-called power center. These 
huge unenclosed shopping centers consist of a long strip of retail stores, including large, 
freestanding anchors. Each store has its own entrance with parking directly in front for 
shoppers who wish to visit only one store. Power centers have increased rapidly during 
the past few years to challenge traditional indoor malls. 

Despite the recent development of many new "megamalls," such as the spectacular 
Mall of America, the current trend is toward value-oriented outlet malls and power 
centers on the one hand, and smaller malls on the other. Many shoppers now prefer to 
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shop at "lifestyle centers," smaller malls with upscale stores, convenient locations, and 
expensive atmospheres. "Think of lifestyle centers as part Main Street and part Fifth 
Avenue," comments one industry observer. "The idea is to combine the hominess and 
community of an old-time village square with the cachet of fashionable urban stores; the 
smell and feel of a neighborhood park with the brute convenience of a strip center." 
 
The Future of Retailing 

Retailers operate in a harsh and fast-changing environment, which offers threats as 
well as opportunities. For example, the industry suffers from chronic overcapacity, 
resulting in fierce competition for customer dollars. Consumer demographics, lifestyles, 
and shopping patterns are changing rapidly, as are retailing technologies. To be 
successful, then, retailers will have to choose target segments carefully and position 
themselves strongly. They will have to take the following retailing developments into 
account as they plan and execute their competitive strategies. 
 
New Retail Forms and Shortening Retail Life Cycles 

New retail forms continue to emerge to meet new situations and consumer needs, 
but the life cycle of new retail forms is getting shorter. Department stores took about 100 
years to reach the mature stage of the life cycle; more recent forms, such as warehouse 
stores, reached maturity in about 10 years. In such an environment, seemingly solid 
retail positions can crumble quickly.  

Many retailing innovations are partially explained by the wheel-of-retailing 
concept. According to this concept, many new types of retailing forms begin as low-
margin, low-price, low-status operations. They challenge established retailers that have 
become "fat" by letting their costs and margins increase. The new retailers' success leads 
them to upgrade their facilities and offer more services. In turn, their costs increase, 
forcing them to increase their prices. Eventually, the new retailers become like the 
conventional retailers they replaced. The cycle begins again when still newer types of 
retailers evolve with lower costs and prices. The wheel-of-retailing concept seems to 
explain the initial success and later troubles of department stores, supermarkets, and 
discount stores, and the recent success of off-price retailers. 
 
Growth of Nonstore Retailing 

Although most retailing still takes place the old-fashioned way across countertops 
in stores, consumers now have an array of alternatives, including mail-order, television, 
phone, and online shopping . Americans are increasingly avoiding the hassles and 
crowds at malls by doing more of their shopping by phone or computer. Although such 
retailing advances may threaten some traditional retailers, they offer exciting 
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opportunities for others. Most store retailers have now developed direct retailing 
channels. In fact, more online retailing is conducted by "click-and-brick" retailers than 
by "click-only" retailers. For example, office-supply retailer Office Depot is now the 
world's biggest online retailer after Amazon.com.  
 
Retail Convergence 

Today's retailers are increasingly selling the same products at the same prices to the 
same consumers in competition with a wider variety of other retailers. For example, any 
consumer can buy CDs at about the same price from any or all of a dozen different types 
of retailers - specialty music stores, discount music stores, electronics superstores, 
general merchandise discount stores, video-rental outlets, and any of dozens of Web 
sites. You can buy books at outlets ranging from independent local bookstores to 
discount stores such as Wal-Mart, superstores such as Barnes & Noble, or Web sites 
such as Amazon.com. And when it comes to brand-name appliances, department stores, 
discount stores, off-price retailers, electronics superstores, and a slew of Web sites all 
compete for the same customers. 

This merging of consumers, products, prices, and retailers is called retail 
convergence: 

Retail convergence is the coming together of shoppers, goods, and prices. 
Customers of all income levels are shopping at the same stores, often for the same 
goods. Old distinctions such as discount store, specialty store, and department store are 
losing significance: The successful store must match a host of rivals on selection, 
service, and price. 

Where you go for what you want - that has created the biggest challenge facing 
retailers. Consider fashion. Once the exclusive domain of the wealthy, fashion now 
moves quickly from the runways of New York and Paris to retailers at all levels. Ralph 
Lauren sells in department stores. Designer Stephen Sprouse, fresh off a limited edition 
of Louis Vuitton handbags and luggage, has designed a summer line of clothing and 
other products for Target. 

Such convergence means greater competition for retailers and greater difficulty in 
differentiating offerings. The competition between chain superstores and smaller, 
independently owned stores has become particularly heated. Because of their bulk-
buying power and high sales volume, chains can buy at lower costs and thrive on smaller 
margins. The arrival of a superstore can quickly force nearby independents out of 
business.  

Yet the news is not all bad for smaller companies. Many small, independent 
retailers are thriving. They are finding that sheer size and marketing muscle are often no 
match for the personal touch small stores can provide or the specialty niches that small 
stores fill for a devoted customer base. 
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The Rise of Megaretailers 

The rise of huge mass merchandisers and specialty superstores, the formation of 
vertical marketing systems and buying alliances, and a rash of retail mergers and 
acquisitions have created a core of superpower megaretailers. Through their superior 
information systems and buying power, these giant retailers are able to offer better 
merchandise selections, good service, and strong price savings to consumers. As a result, 
they grow even larger by squeezing out their smaller, weaker competitors. 

The megaretailers are also shifting the balance of power between retailers and 
producers. A relative handful of retailers now controls access to enormous numbers of 
consumers, giving them the upper hand in their dealings with manufacturers.  
 
The Growing Importance of Retail Technology 

Retail technologies are becoming critically important as competitive tools. 
Progressive retailers are using advanced information technology and software systems to 
produce better forecasts, control inventory costs, order electronically from suppliers, 
send e-mail between stores, and even sell to customers within stores. They are adopting 
checkout scanning systems, online transaction processing, electronic funds transfer, 
electronic data interchange, in-store television, and improved merchandise-handling 
systems. 

Perhaps the most startling advances in retailing technology concern the ways in 
which today's retailers are connecting with customers: 

In the past, life was simple. Retailers connected with their customers through 
stores, through their salespeople, through the brands and packages they sold, and 
through direct mail and advertising in the mass media. But today, life is more complex. 
There are dozens of new ways to attract and engage consumers. . . . Indeed, even if one 
omits the obvious - the Web - retailers are still surrounded by technical innovations that 
promise to redefine the way they and manufacturers interact with customers. Consider, 
as just a sampling, touch-screen kiosks, electronic shelf labels and signs, handheld 
shopping assistants, smart cards, self-scanning systems, virtual reality displays, and 
intelligent agents. So, if we ask the question, Will technology change the way [retailers] 
interface with customers in the future? the answer has got to be yes.  
 
Global Expansion of Major Retailers 

Retailers with unique formats and strong brand positioning are increasingly moving 
into other countries. Many are expanding internationally to escape mature and saturated 
home markets. Over the years, several giant retailers - McDonald's, Gap, Toys "R" Us - 
have become globally prominent as a result of their great marketing prowess.  
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However, U.S retailers are still significantly behind Europe and Asia when it comes 
to global expansion. Only 18 percent of the top U.S. retailers operate globally, compared 
to 40 percent of European retailers and 31 percent of Asian retailers. Among foreign 
retailers that have gone global are France's Carrefour, Britain's Marks and Spencer, 
Italy's Benetton, Sweden's IKEA home furnishings stores, and Japan's Yaohan 
supermarkets. 

Marks and Spencer, which started out as a penny bazaar in 1884, grew into a chain 
of variety stores over the decades and now has a thriving string of 150 franchised stores 
around the world, which sell mainly its private-label clothes, including Brooks Brothers. 
It also runs a major food business. IKEA's well-constructed but fairly inexpensive 
furniture has proven very popular in the United States, where shoppers often spend an 
entire day in an IKEA store.  
 
Retail Stores as "Communities" or "Hangouts" 

With the rise in the number of people living alone, working at home, or living in 
isolated and sprawling suburbs, there has been a resurgence of establishments that, 
regardless of the product or service they offer, also provide a place for people to get 
together. These places include cafes, tea shops, juice bars, bookshops, superstores, 
children's play spaces, brew pubs, and urban greenmarkets. Brew pubs offer tastings and 
a place to pass the time. And today's bookstores have become part bookstore, part 
library, and part living room. 

Welcome to today's bookstore. The one featuring not only shelves and cash 
registers but also cushy chairs and coffee bars. It's where backpack-toting high school 
students come to do homework, where retirees thumb through the gardening books, and 
parents read aloud to their toddlers. If no one actually buys books, that's just fine, say 
bookstore owners and managers. They're offering something grander than ink and paper, 
anyway. They're selling comfort, relaxation, community. 

Brick-and-mortar retailers are not the only ones creating community. Others have 
also built virtual communities on the Internet. 
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16 INTEGRATED MARKETING COMMUNICATION 
STRATEGY 

 
Modern marketing calls for more than just developing a good product, pricing it 

attractively, and making it available to target customers. Companies must also 
communicate with current and prospective customers, and what they communicate 
should not be left to chance. All of their communications efforts must be blended into a 
consistent and coordinated communications program. Just as good communication is 
important in building and maintaining any kind of relationship, it is a crucial element in 
a company's efforts to build customer relationships. 
 
The Marketing Communications Mix 

A company's total marketing communications mix - also called its promotion mix - 
consists of the specific blend of advertising, sales promotion, public relations, personal 
selling, and direct-marketing tools that the company uses to pursue its advertising and 
marketing objectives. Definitions of the five major promotion tools follow:  

§ Advertising: Any paid form of nonpersonal presentation and promotion of ideas, 
goods, or services by an identified sponsor. 

§ Sales promotion: Short-term incentives to encourage the purchase or sale of a 
product or service. 

§ Public relations: Building good relations with the company's various publics by 
obtaining favorable publicity, building up a good corporate image, and handling 
or heading off unfavorable rumors, stories, and events. 

§ Personal selling: Personal presentation by the firm's sales force for the purpose 
of making sales and building customer relationships. 

§ Direct marketing: Direct connections with carefully targeted individual 
consumers to both obtain an immediate response and cultivate lasting customer 
relationships - the use of telephone, mail, fax, e-mail, the Internet, and other 
tools to communicate directly with specific consumers. 

 
Each category involves specific tools. For example, advertising includes print, 

broadcast, outdoor, and other forms. Sales promotion includes point-of-purchase 
displays, premiums, discounts, coupons, specialty advertising, and demonstrations. 
Public relations includes press releases and special events. Personal selling includes 
sales presentations, trade shows, and incentive programs. Direct marketing includes 
catalogs, telephone marketing, kiosks, the Internet, and more. Thanks to technological 
breakthroughs, people can now communicate through traditional media (newspapers, 
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radio, telephone, television) as well as through newer media forms (fax, cell phones, and 
computers). 

At the same time, communication goes beyond these specific promotion tools. The 
product's design, its price, the shape and color of its package, and the stores that sell it - 
all communicate something to buyers. Thus, although the promotion mix is the 
company's primary communication activity, the entire marketing mix - promotion and 
product, price, and place - must be coordinated for greatest communication impact. 

In this chapter, we begin by examining the rapidly changing marketing 
communications environment, the concept of integrated marketing communications, and 
the marketing communication process. Next, we discuss the factors that marketing 
communicators must consider in shaping an overall communication mix.  
 

Integrated Marketing Communications 
 
During the past several decades, companies around the world have perfected the art 

of mass marketing - selling highly standardized products to masses of customers. In the 
process, they have developed effective mass-media advertising techniques to support 
their mass-marketing strategies. These companies routinely invest millions of dollars or 
€ in the mass media, reaching tens of millions of customers with a single ad. However, 
as we move into the twenty-first century, marketing managers face some new marketing 
communications realities. 
 
The Changing Communications Environment 
Two major factors are changing the face of today's marketing communications. 
1. First, as mass markets have fragmented, marketers are shifting away from mass 

marketing. More and more, they are developing focused marketing programs 
designed to build closer relationships with customers in more narrowly defined 
micromarkets. 

2. Second, vast improvements in information technology are speeding the movement 
toward segmented marketing. Today's information technology helps marketers to 
keep closer track of customer needs - more information about consumers at the 
individual and household levels is available than ever before. New technologies also 
provide new communications avenues for reaching smaller customer segments with 
more-tailored messages. 

The shift from mass marketing to segmented marketing has had a dramatic impact 
on marketing communications. Just as mass marketing gave rise to a new generation of 
mass-media communications, the shift toward one-to-one marketing is spawning a new 
generation of more specialized and highly targeted communications efforts. 
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Given this new communications environment, marketers must rethink the roles of 
various media and promotion mix tools. Mass-media advertising has long dominated the 
promotion mixes of consumer product companies. However, although television, 
magazines, and other mass media remain very important, their dominance is now 
declining. Market fragmentation has resulted in media fragmentation - in an explosion of 
more-focused media that better match today's targeting strategies. Beyond the traditional 
mass-media channels, advertisers are making increased use of new, highly targeted 
media, ranging from highly focused specialty magazines and cable television channels, 
to CD catalogs and Web coupon promotions, to airport kiosks and floor decals in 
supermarket aisles. In all, companies are doing less broadcasting and more 
narrowcasting. 
 
The Need for Integrated Marketing Communications 

The shift from mass marketing to targeted marketing, and the corresponding use of 
a larger, richer mix of communication channels and promotion tools, poses a problem 
for marketers. Customers don't distinguish between message sources the way marketers 
do. In the consumer's mind, advertising messages from different media and different 
promotional approaches all become part of a single message about the company. 
Conflicting messages from these different sources can result in confused company 
images and brand positions. 

All too often, companies fail to integrate their various communications channels. 
The result is a hodgepodge of communications to consumers. Mass-media 
advertisements say one thing, a price promotion sends a different signal, a product label 
creates still another message, company sales literature says something altogether 
different, and the company's Web site seems out of sync with everything else. 

The problem is that these communications often come from different company 
sources. Advertising messages are planned and implemented by the advertising 
department or advertising agency. Personal selling communications are developed by 
sales management. Other functional specialists are responsible for public relations, sales 
promotion, direct marketing, online sites, and other forms of marketing communications. 

Recently, such functional separation has been a major problem for many companies 
and their Internet communications. Many companies first organized their new Web 
communications operations into separate groups or divisions, isolating them from 
mainstream marketing activities. However, whereas some companies have 
compartmentalized the new communications tools, customers won't. According to one 
expert: 

The truth is, most [consumers] won't compartmentalize their use of the new 
systems. They won't say, "Hey, I'm going off to do a bit of Web surfing. Burn my TV, 
throw out all my radios, cancel all my magazine subscriptions and, by the way, take out 
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my telephone and don't deliver any mail anymore." It's not that kind of world for 
consumers, and it shouldn't be that kind of world for marketers either.  

To be sure, the Internet promises exciting marketing communications potential. 
However, marketers trying to use the Web alone to build brands face many challenges. 
One limitation is that the Internet doesn't build mass brand awareness. Instead, it's like 
having millions of private conversations. The Web simply can't match the impact of the 
Super Bowl, where tens of millions of people see the same 30-second Nike or Hallmark 
ad at the same time. Using the Internet, it's hard to establish the universal meanings - 
such as "Just Do It!" or "When you care enough to send the very best" - that are at the 
heart of brand recognition and brand value. 

Thus, if treated as a special case, the Internet - or any other marketing 
communication tool - can be a disintegrating force in marketing communications. 
Instead, all the communication tools must be carefully integrated into the broader 
marketing communications mix. Today, the best bet is to wed the emotional pitch and 
impact of traditional brand marketing with the interactivity and real service offered 
online. 

Even marketers that can't really sell their goods via the Web are using the Internet 
as an effective customer communication and relationship enhancer.  

In the past, no one person or department was responsible for thinking through the 
communication roles of the various promotion tools and coordinating the promotion 
mix. Today, however, more companies are adopting the concept of integrated marketing 
communications (IMC). Under this concept, the company carefully integrates and 
coordinates its many communications channels to deliver a clear, consistent, and 
compelling message about the organization and its products. 

As one marketing executive puts it, "IMC builds a strong brand identity in the 
marketplace by tying together and reinforcing all your images and messages. IMC 
means that all your corporate messages, positioning and images, and identity are 
coordinated across all [marketing communications] venues. It means that your PR 
materials say the same thing as your direct-mail campaign, and your advertising has the 
same 'look and feel' as your Web site."  

IMC calls for recognizing all contact points where the customer may encounter the 
company, its products, and its brands. Each brand contact will deliver a message, 
whether good, bad, or indifferent. The company must strive to deliver a consistent and 
positive message at all contact points. 

To help implement integrated marketing communications, some companies appoint 
a marketing communications director - or marcom manager - who has overall 
responsibility for the company's communications efforts. Integrated marketing 
communications produces better communications consistency and greater sales impact. 
It places the responsibility in someone's hands - where none existed before - to unify the 
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company's image as it is shaped by thousands of company activities. It leads to a total 
marketing communication strategy aimed at showing how the company and its products 
can help customers solve their problems. 
 

A View of the Communication Process 
 
Integrated marketing communications involves identifying the target audience and 

shaping a well-coordinated promotional program to elicit the desired audience response. 
Too often, marketing communications focus on overcoming immediate awareness, 
image, or preference problems in the target market. But this approach to communication 
is too shortsighted. Today, marketers are moving toward viewing communications as 
managing the customer relationship over time. Because customers differ, 
communications programs need to be developed for specific segments, niches, and even 
individuals. And, given the new interactive communications technologies, companies 
must ask not only, "How can we reach our customers?" but also, "How can we find ways 
to let our customers reach us?" 

Thus, the communications process should start with an audit of all the potential 
contacts target customers may have with the company and its brands. For example, 
someone purchasing a new computer may talk to others, see television ads, read articles 
and ads in newspapers and magazines, visit various Web sites, and try out computers in 
one or more stores. The marketer needs to assess what influence each of these 
communications experiences will have at different stages of the buying process. This 
understanding will help marketers allocate their communication dollars more efficiently 
and effectively. 

To communicate effectively, marketers need to understand how communication 
works. Communication involves the nine elements shown in Figure below. Two of these 
elements are the major parties in a communication - the sender and the receiver. 
Another two are the major communication tools - the message and the media. Four more 
are major communication functions - encoding, decoding, response, and feedback. The 
last element is noise in the system. Definitions of these elements follow and are applied 
to an ad for Hewlett-Packard (HP) color copiers. 

§ Sender: The party sending the message to another party - here, HP.  
§ Encoding: The process of putting thought into symbolic form - HP's advertising 

agency assembles words and illustrations into an advertisement that will convey 
the intended message.  

§ Message: The set of symbols that the sender transmits - the actual HP copier ad.  
§ Media: The communication channels through which the message moves from 

sender to receiver - in this case, the specific magazines that HP selects. 
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§ Decoding: The process by which the receiver assigns meaning to the symbols 
encoded by the sender - a consumer reads the HP copier ad and interprets the 
words and illustrations it contains.  

§ Feedback: The part of the receiver's response communicated back to the sender - 
HP research shows that consumers are struck by and remember the ad, or 
consumers write or call HP praising or criticizing the ad or HP's products. 

§ Noise: The unplanned static or distortion during the communication process, 
which results in the receiver’s getting a different message than the one the sender 
sent - the consumer is distracted while reading the magazine and misses the HP 
ad or its key points.  

 

 
For a message to be effective, the sender's encoding process must mesh with the 

receiver's decoding process. Thus, the best messages consist of words and other symbols 
that are familiar to the receiver. The more the sender's field of experience overlaps with 
that of the receiver, the more effective the message is likely to be. Marketing 
communicators may not always share their consumer's field of experience. For example, 
an advertising copywriter from one social stratum might create ads for consumers from 
another stratum - say, blue-collar workers or wealthy business owners. However, to 
communicate effectively, the marketing communicator must understand the consumer's 
field of experience. 

This model points out several key factors in good communication. Senders need to 
know what audiences they wish to reach and what responses they want. They must be 
good at encoding messages that take into account how the target audience decodes them. 
They must send messages through media that reach target audiences, and they must 
develop feedback channels so that they can assess the audience's response to the 
message. 
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Steps in Developing Effective Communication 
 

We now examine the steps in developing an effective integrated communications 
and promotion program. The marketing communicator must do the following: identify 
the target audience, determine the communication objectives, design a message, choose 
the media through which to send the message, select the message source, and collect 
feedback. 
 
Identifying the Target Audience 

A marketing communicator starts with a clear target audience in mind. The 
audience may be potential buyers or current users, those who make the buying decision 
or those who influence it. The audience may be individuals, groups, special publics, or 
the general public. The target audience will heavily affect the communicator's decisions 
on what will be said, how it will be said, when it will be said, where it will be said, and 
who will say it. 
 
Determining the Communication Objectives 

Once the target audience has been defined, the marketing communicator must 
decide what response is sought. Of course, in many cases, the final response is purchase. 
But purchase is the result of a long process of consumer decision making. The marketing 
communicator needs to know where the target audience now stands and to what stage it 
needs to be moved. The target audience may be in any of six buyer-readiness stages, the 
stages consumers normally pass through on their way to making a purchase. These 
stages include awareness, knowledge, liking, preference, conviction, and purchase (see 
next Figure). 

The marketing communicator's target market may be totally unaware of the 
product, know only its name, or know one or a few things about it. The communicator 
must first build awareness and knowledge. For example, when Nissan introduced its 
Infiniti automobile line, it began with an extensive "teaser" advertising campaign to 
create name familiarity. Initial ads for the Infiniti created curiosity and awareness by 
showing the car's name but not the car. Later ads created knowledge by informing 
potential buyers of the car's high quality and its many innovative features. 

Assuming target consumers know the product, how do they feel about it? Once 
potential buyers knew about the Infiniti, Nissan's marketers wanted to move them 
through successively stronger stages of feelings toward the car. These stages included 
liking (feeling favorable about the Infiniti), preference (preferring Infiniti to other car 
brands), and conviction (believing that Infiniti is the best car for them). Infiniti 
marketers used a combination of the promotion mix tools to create positive feelings and 
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conviction. Advertising extolled the Infiniti's advantages over competing brands and 
established its "Accelerating the Future" positioning. Press releases and other public 
relations activities stressed the car's innovative features and performance. Dealer 
salespeople told buyers about options, value for the price, and after-sale service. 

Finally, some members of the target market might be convinced about the product, 
but not quite get around to making the purchase. Potential Infiniti buyers might have 
decided to wait for more information or for the economy to improve. The communicator 
must lead these consumers to take the final step. Actions might include offering special 
promotional prices, rebates, or premiums. Salespeople might call or write to selected 
customers, inviting them to visit the dealership for a special showing. The Infiniti Web 
site allows potential buyers to virtually build their own car, explains various financing 
options, and invites them to visit the local dealer's showroom. 
 

Buyer-readiness stages         
 

Of course, marketing communications alone cannot create positive feelings and 
purchases for Infiniti. The car itself must provide superior value for the customer. In 
fact, outstanding marketing communications can actually speed the demise of a poor 
product. The more quickly potential buyers learn about the poor product, the more 
quickly they become aware of its faults. Thus, good marketing communication calls for 
"good deeds followed by good words." 
 
Designing a Message 

Having defined the desired audience response, the communicator turns to 
developing an effective message. Ideally, the message should get Attention, hold 
Interest, arouse Desire, and obtain Action (a framework known as the AIDA model). In 
practice, few messages take the consumer all the way from awareness to purchase, but 
the AIDA framework suggests the desirable qualities of a good message. 

In putting the message together, the marketing communicator must decide what to 
say (message content) and how to say it (message structure and format). 
 
MESSAGE CONTENT 
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The communicator has to figure out an appeal or theme that will produce the 
desired response. There are three types of appeals: rational, emotional, and moral. 
Rational appeals relate to the audience's self-interest. They show that the product will 
produce the desired benefits. Examples are messages showing a product's quality, 
economy, value, or performance. Thus, in its ads, Mercedes offers automobiles that are 
"engineered like no other car in the world," stressing engineering design, performance, 
and safety. 

Emotional appeals attempt to stir up either negative or positive emotions that can 
motivate purchase. Communicators may use positive emotional appeals such as love, 
pride, joy, and humor. For example, advocates for humorous messages claim that they 
attract more attention and create more liking and belief in the sponsor. In a recent 
survey, Americans picked humor as their favorite ad approach, with 85 percent saying 
they like ads with humorous themes. These days, it seems as though almost every 
company is using humor in its advertising, from consumer product firms such as 
Anheuser-Busch and Levi-Strauss, to high tech product and service marketers such as 
Dell and Computer Associates, to the scholarly American Heritage Dictionary. Other 
favorite emotional themes in the post–September 11, 2001, era include such reassuring 
ones as "safety and security" (77 percent), "family closeness" (76 percent), "giving to 
others" (74 percent), "patriotism" (74 percent), and "optimism" (64 percent). 

Advertising in recent Super Bowls appears to reflect consumers' preferences for 
humor. E*Trade provides a great example: 

E*Trade has set itself apart from competitors and attracted traders by using 
humorous high-profile advertising. The star of the show: a chimpanzee! During the 2000 
Super Bowl, E*Trade sponsored the halftime show and debuted a television spot that 
featured little more than the chimpanzee dancing on an oil drum and the tag line "We 
just wasted two million bucks. What are you doing with your money?" That year, 
E*Trade spent $522 million on marketing - or nearly 40 percent of revenues - and 
generated 1.7 million new accounts. The company followed the first Super Bowl success 
with another ad during the 2001 Super Bowl, starring the chimp on horseback, that 
poked fun at dot-com excesses and companies, such as Pets.com, that hadn't survived 
the bursting bubble. 

The ad earned high marks from critics and was selected by Wall Street Journal 
online users as the best Super Bowl ad. In 2002, E*Trade spent $10 million more on the 
Super Bowl, including a very funny ad in which the chimp was "fired" for the poor 
performance of an imaginary Super Sunday musical extravaganza to promote the fact 
that company was now more than just online trading. The ad walked away with 
Advertising Age's Best Ad of the Year award for financial services for the second year 
running. 

Properly used, humor can capture attention, make people feel good, and give a 
brand personality. However, the advertiser must be careful when using humor. Used 
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poorly, it can detract from comprehension, wear out its welcome fast, overshadow the 
product, or even irritate consumers.  

Communicators can also use negative emotional appeals, such as fear, guilt, and 
shame in order to get people to do things they should (brush their teeth, buy new tires) or 
to stop doing things they shouldn't (smoke, drink too much, eat fatty foods).  

Moral appeals are directed to the audience's sense of what is "right" and "proper." 
They are often used to urge people to support social causes such as a cleaner 
environment, better race relations, equal rights for women, and aid to the disadvantaged.  
 
MESSAGE STRUCTURE 

The communicator must also decide how to handle three message-structure issues. 
The first is whether to draw a conclusion or leave it to the audience. Early research 
showed that drawing a conclusion was usually more effective. More recent research, 
however, suggests that in many cases the advertiser is better off asking questions and 
letting buyers come to their own conclusions. The second message-structure issue is 
whether to present a one-sided argument (mentioning only the product's strengths) or a 
two-sided argument (touting the product's strengths while also admitting its 
shortcomings). Usually, a one-sided argument is more effective in sales presentations - 
except when audiences are highly educated or likely to hear opposing claims, or when 
the communicator has a negative association to overcome.  
 
MESSAGE FORMAT 

The marketing communicator also needs a strong format for the message. In a print 
ad, the communicator has to decide on the headline, copy, illustration, and color. To 
attract attention, advertisers can use novelty and contrast; eye-catching pictures and 
headlines; distinctive formats; message size and position; and color, shape, and 
movement. If the message is to be carried over the radio, the communicator has to 
choose words, sounds, and voices. The "sound" of an announcer promoting banking 
services should be different from one promoting quality furniture. 

If the message is to be carried on television or in person, then all these elements 
plus body language have to be planned. Presenters plan their facial expressions, 
gestures, dress, posture, and hairstyle. If the message is carried on the product or its 
package, the communicator has to watch texture, scent, color, size, and shape. For 
example, age and other demographics affect the way in which consumers perceive and 
react to color.  
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Choosing Media 
The communicator now must select channels of communication. There are two 

broad types of communication channels - personal and nonpersonal. 
 

PERSONAL COMMUNICATION CHANNELS 
In personal communication channels, two or more people communicate directly 

with each other. They might communicate face-to-face, over the telephone, through the 
mail, or even through an Internet "chat." Personal communication channels are effective 
because they allow for personal addressing and feedback. 

Some personal communication channels are controlled directly by the company. 
For example, company salespeople contact buyers in the target market. But other 
personal communications about the product may reach buyers through channels not 
directly controlled by the company. These might include independent experts - 
consumer advocates, consumer buying guides, and others - making statements to target 
buyers. Or they might be neighbors, friends, family members, and associates talking to 
target buyers. This last channel, known as word-of-mouth influence, has considerable 
effect in many product areas. 

Personal influence carries great weight for products that are expensive, risky, or 
highly visible. For example, buyers of automobiles and major appliances often go 
beyond mass-media sources to seek the opinions of knowledgeable people. 

Companies can take steps to put personal communication channels to work for 
them. For example, they can create opinion leaders - people whose opinions are sought 
by others - by supplying influential people with the product on attractive terms. Buzz 
marketing involves cultivating opinion leaders and getting them to spread information 
about a product or service to others in their communities. BMW used buzz marketing to 
kick-start demand for its new retro-style Mini Cooper sedan: 

The Mini USA unit of BMW of North America is bucking car-advertising tradition 
by using unconventional tactics to create a buzz for its retro-looking Mini Cooper. To 
launch the return of the diminutive British-made sedan, "we wanted to be as different as 
we could because the car is so different from anything out there," says a Mini marketer. 
As a result, there is no national television advertising. Instead, BMW has generated buzz 
for the Mini in less conventional ways. For example, the "Mini Ride" display touring the 
United States, which includes an actual Mini, looks like a children's ride. "Rides 
$16,850. Quarters only," the sign says. The car is also being promoted on the Internet, in 
ads painted on city buildings, and on baseball-type cards handed out at auto shows. To 
intrigue passersby, BMW put Minis on top of sport utilities and drove them around 24 
cities. In addition, BMW is selling unusual Mini-brand items - including remote-control 
cars, watches, and cuckoo clocks - on its Web site. The nation's 70 dealers - top BMW 
dealers who agreed to build separate Mini showrooms - have been deluged with orders, 
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practically assuring that the 20,000 cars available in the United States will quickly be 
sold. More than 50,000 people have expressed interest in buying the car by registering at 
www page. And that interest was built from the ground up through buzz marketing. 
Only three years ago, only 2 percent of Americans had ever even heard of the original 
Mini. 

 
NONPERSONAL COMMUNICATION CHANNELS 

Nonpersonal communication channels are media that carry messages without 
personal contact or feedback. They include major media, atmospheres, and events. 
Major media include print media (newspapers, magazines, direct mail), broadcast media 
(radio, television), display media (billboards, signs, posters), and online media (online 
services, Web sites). Atmospheres are designed environments that create or reinforce the 
buyer's leanings toward buying a product. Thus, lawyers' offices and banks are designed 
to communicate confidence and other qualities that might be valued by their clients. 
Events are staged occurrences that communicate messages to target audiences. For 
example, public relations departments arrange press conferences, grand openings, shows 
and exhibits, public tours, and other events. 

Nonpersonal communication affects buyers directly. In addition, using mass media 
often affects buyers indirectly by causing more personal communication. 
Communications first flow from television, magazines, and other mass media to opinion 
leaders and then from these opinion leaders to others. Thus, opinion leaders step 
between the mass media and their audiences and carry messages to people who are less 
exposed to media. This suggests that mass communicators should aim their messages 
directly at opinion leaders, letting them carry the message to others. 
 
Selecting the message source 

In either personal or nonpersonal communication, the message's impact on the 
target audience is also affected by how the audience views the communicator. Messages 
delivered by highly credible sources are more persuasive. Thus, many food companies 
promote to doctors, dentists, and other health care providers to motivate these 
professionals to recommend their products to patients. And marketers hire celebrity 
endorsers - well-known athletes, actors, and even cartoon characters - to deliver their 
messages. But companies must be careful when selecting celebrities to represent their 
brands. Picking the wrong spokesperson can result in embarrassment and a tarnished 
image.  
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Collecting Feedback 
After sending the message, the communicator must research its effect on the target 

audience. This involves asking the target audience members whether they remember the 
message, how many times they saw it, what points they recall, how they felt about the 
message, and their past and present attitudes toward the product and company. The 
communicator would also like to measure behavior resulting from the message - how 
many people bought a product, talked to others about it, or visited the store. 

Feedback on marketing communications may suggest changes in the promotion 
program or in the product offer itself.  
 

Setting the Total Promotion Budget and Mix 
 

We have looked at the steps in planning and sending communications to a target 
audience. But how does the company decide on the total promotion budget and its 
division among the major promotional tools to create the promotion mix? By what 
process does it blend the tools to create integrated marketing communications? We now 
look at these questions. 
 
Setting the Total Promotion Budget 

One of the hardest marketing decisions facing a company is how much to spend on 
promotion. John Wanamaker, the department store magnate, once said, "I know that half 
of my advertising is wasted, but I don't know which half. I spent $2 million for 
advertising, and I don't know if that is half enough or twice too much." Thus, it is not 
surprising that industries and companies vary widely in how much they spend on 
promotion. Promotion spending may be 20 to 30 percent of sales in the cosmetics 
industry and only 2 or 3 percent in the industrial machinery industry. Within a given 
industry, both low and high spenders can be found. 

How does a company decide on its promotion budget? We look at four common 
methods used to set the total budget for advertising: the affordable method, the 
percentage-of-sales method, the competitive-parity method, and the objective-and-task 
method.  
 
Affordable Method 

Some companies use the affordable method: They set the promotion budget at the 
level they think the company can afford. Small businesses often use this method, 
reasoning that the company cannot spend more on advertising than it has. They start 
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with total revenues, deduct operating expenses and capital outlays, and then devote some 
portion of the remaining funds to advertising. 

Unfortunately, this method of setting budgets completely ignores the effects of 
promotion on sales. It tends to place advertising last among spending priorities, even in 
situations in which advertising is critical to the firm's success. It leads to an uncertain 
annual promotion budget, which makes long-range market planning difficult. Although 
the affordable method can result in overspending on advertising, it more often results in 
underspending. 
 
Percentage-of-Sales Method 

Other companies use the percentage-of-sales method, setting their promotion 
budget at a certain percentage of current or forecasted sales. Or they budget a percentage 
of the unit sales price. The percentage-of-sales method has advantages. It is simple to 
use and helps management think about the relationships between promotion spending, 
selling price, and profit per unit. 

Despite these claimed advantages, however, the percentage-of-sales method has 
little to justify it. It wrongly views sales as the cause of promotion rather than as the 
result. A study in this area found good correlation between investments in advertising 
and the strength of the brands concerned - but it turned out to be effect and cause, not 
cause and effect.… The strongest brands had the highest sales and could afford the 
biggest investments in advertising!  

Thus, the percentage-of-sales budget is based on availability of funds rather than on 
opportunities. It may prevent the increased spending sometimes needed to turn around 
falling sales. Because the budget varies with year-to-year sales, long-range planning is 
difficult. Finally, the method does not provide any basis for choosing a specific 
percentage, except what has been done in the past or what competitors are doing. 
 
Competitive-Parity Method 

Still other companies use the competitive-parity method, setting their promotion 
budgets to match competitors' outlays. They monitor competitors' advertising or get 
industry promotion spending estimates from publications or trade associations, and then 
set their budgets based on the industry average. 

Two arguments support this method. First, competitors' budgets represent the 
collective wisdom of the industry. Second, spending what competitors spend helps 
prevent promotion wars. Unfortunately, neither argument is valid. There are no grounds 
for believing that the competition has a better idea of what a company should be 
spending on promotion than does the company itself. Companies differ greatly, and each 
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has its own special promotion needs. Finally, there is no evidence that budgets based on 
competitive parity prevent promotion wars. 
 
Objective-and-Task Method 

The most logical budget-setting method is the objective-and-task method, whereby 
the company sets its promotion budget based on what it wants to accomplish with 
promotion. This budgeting method entails (1) defining specific promotion objectives, (2) 
determining the tasks needed to achieve these objectives, and (3) estimating the costs of 
performing these tasks. The sum of these costs is the proposed promotion budget. 

The objective-and-task method forces management to spell out its assumptions 
about the relationship between dollars spent and promotion results. But it is also the 
most difficult method to use. Often, it is hard to figure out which specific tasks will 
achieve specific objectives. For example, suppose Sony wants 95 percent awareness for 
its latest camcorder model during the six-month introductory period. What specific 
advertising messages and media schedules should Sony use to attain this objective? How 
much would these messages and media schedules cost? Sony management must 
consider such questions, even though they are hard to answer.            
 
Setting the Overall Promotion Mix 

The concept of integrated marketing communications suggests that the company 
must blend the promotion tools carefully into a coordinated promotion mix. But how 
does the company determine what mix of promotion tools it will use? Companies within 
the same industry differ greatly in the design of their promotion mixes. For example, 
Avon spends most of its promotion funds on personal selling and direct marketing, 
whereas Revlon spends heavily on consumer advertising. Hewlett-Packard relies on 
advertising and promotion to retailers when marketing personal computers, whereas Dell 
Computer uses only direct marketing. We now look at factors that influence the 
marketer's choice of promotion tools. 
 
The Nature of Each Promotion Tool 

Each promotion tool has unique characteristics and costs. Marketers must 
understand these characteristics in selecting their mix of tools. 

ADVERTISING    Advertising can reach masses of geographically dispersed 
buyers at a low cost per exposure, and it enables the seller to repeat a message many 
times. For example, television advertising can reach huge audiences. An estimated 120 
million to 130 million Americans tuned in to at least part of the most recent Super Bowl, 
more than 72 million people watched at least part of the last Academy Awards 
broadcast.  
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Beyond its reach, large-scale advertising says something positive about the seller's 
size, popularity, and success. Because of advertising's public nature, consumers tend to 
view advertised products as more legitimate. Advertising is also very expressive - it 
allows the company to dramatize its products through the artful use of visuals, print, 
sound, and color. On the one hand, advertising can be used to build up a long-term 
image for a product (such as Coca-Cola ads). On the other hand, advertising can trigger 
quick sales (as when Sears advertises a weekend sale). 

Advertising also has some shortcomings. Although it reaches many people quickly, 
advertising is impersonal and cannot be as directly persuasive as can company 
salespeople. For the most part, advertising can carry on only a one-way communication 
with the audience, and the audience does not feel that it has to pay attention or respond. 
In addition, advertising can be very costly. Although some advertising forms, such as 
newspaper and radio advertising, can be done on smaller budgets, other forms, such as 
network TV advertising, require very large budgets. 

PERSONAL SELLING    Personal selling is the most effective tool at certain 
stages of the buying process, particularly in building up buyers' preferences, convictions, 
and actions. It involves personal interaction between two or more people, so each person 
can observe the other's needs and characteristics and make quick adjustments. Personal 
selling also allows all kinds of relationships to spring up, ranging from a matter-of-fact 
selling relationship to personal friendship. The effective salesperson keeps the 
customer's interests at heart in order to build a long-term relationship. Finally, with 
personal selling, the buyer usually feels a greater need to listen and respond, even if the 
response is a polite "No thank you." 

SALES PROMOTION    Sales promotion includes a wide assortment of tools - 
coupons, contests, cents-off deals, premiums, and others - all of which have many 
unique qualities. They attract consumer attention, offer strong incentives to purchase, 
and can be used to dramatize product offers and to boost sagging sales. Sales promotions 
invite and reward quick response - whereas advertising says, "Buy our product," sales 
promotion says, "Buy it now." Sales promotion effects are often short-lived, however, 
and often are not as effective as advertising or personal selling in building long-run 
brand preference. 

PUBLIC RELATIONS    Public relations is very believable - news stories, features, 
sponsorships, and events seem more real and believable to readers than ads do. Public 
relations can also reach many prospects who avoid salespeople and advertisements - the 
message gets to the buyers as "news" rather than as a sales-directed communication. 
And, as with advertising, public relations can dramatize a company or product. 
Marketers tend to underuse public relations or to use it as an afterthought. Yet a well-
thought-out public relations campaign used with other promotion mix elements can be 
very effective and economical. 
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DIRECT MARKETING    Although there are many forms of direct marketing - 
telephone marketing, direct mail, online marketing, and others - they all share four 
distinctive characteristics. Direct marketing is nonpublic: The message is normally 
directed to a specific person. Direct marketing is immediate and customized: Messages 
can be prepared very quickly and can be tailored to appeal to specific consumers. 
Finally, direct marketing is interactive: It allows a dialogue between the marketing team 
and the consumer, and messages can be altered depending on the consumer's response. 
Thus, direct marketing is well suited to highly targeted marketing efforts and to building 
one-to-one customer relationships. 
 
Promotion Mix Strategies 

Marketers can choose from two basic promotion mix strategies - push promotion or 
pull promotion. The relative emphasis on the specific promotion tools differs for push 
and pull strategies. A push strategy involves "pushing" the product through distribution 
channels to final consumers. The producer directs its marketing activities (primarily 
personal selling and trade promotion) toward channel members to induce them to carry 
the product and to promote it to final consumers. Using a pull strategy, the producer 
directs its marketing activities (primarily advertising and consumer promotion) toward 
final consumers to induce them to buy the product. If the pull strategy is effective, 
consumers will then demand the product from channel members, who will in turn 
demand it from producers. Thus, under a pull strategy, consumer demand "pulls" the 
product through the channels. 

Some industrial goods companies use only push strategies; some direct-marketing 
companies use only pull. However, most large companies use some combination of 
both. For example, Kraft uses mass-media advertising and consumer promotions to pull 
its products and a large sales force and trade promotions to push its products through the 
channels. In recent years, consumer goods companies have been decreasing the pull 
portions of their mixes in favor of more push. This has caused concern that they may be 
driving short-run sales at the expense of long-term brand equity. 

Companies consider many factors when designing their promotion mix strategies, 
including type of product/market and the product life-cycle stage. For example, the 
importance of different promotion tools varies between consumer and business markets. 
B2C companies usually "pull" more, putting more of their funds into advertising, 
followed by sales promotion, personal selling, and then public relations. In contrast, 
B2B marketers tend to "push" more, putting more of their funds into personal selling, 
followed by sales promotion, advertising, and public relations. In general, personal 
selling is used more heavily with expensive and risky goods and in markets with fewer 
and larger sellers. 
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The effects of different promotion tools also vary with stages of the product life 
cycle. In the introduction stage, advertising and public relations are good for producing 
high awareness, and sales promotion is useful in promoting early trial. Personal selling 
must be used to get the trade to carry the product. In the growth stage, advertising and 
public relations continue to be powerful influences, whereas sales promotion can be 
reduced because fewer incentives are needed. In the mature stage, sales promotion again 
becomes important relative to advertising. Buyers know the brands, and advertising is 
needed only to remind them of the product. In the decline stage, advertising is kept at a 
reminder level, public relations is dropped, and salespeople give the product only a little 
attention. Sales promotion, however, might continue strong. 
 

Integrating the Promotion Mix 
Having set the promotion budget and mix, the company must now take steps to see 

that all of the promotion mix elements are smoothly integrated. Here is a checklist for 
integrating the firm's marketing communications. 

§ Analyze trends - internal and external - that can affect your company's ability to 
do business. Look for areas where communications can help the most. Determine 
the strengths and weaknesses of each communications function. Develop a 
combination of promotional tactics based on these strengths and weaknesses. 

§ Audit the pockets of communications spending throughout the organization. 
Itemize the communications budgets and tasks and consolidate these into a 
single budgeting process. Reassess all communications expenditures by product, 
promotional tool, stage of the life cycle, and observed effect.  

§ Identify all contact points for the company and its brands. Work to ensure that 
communications at each point are consistent with your overall communications 
strategy and that your communications efforts are occurring when, where, and 
how your customers want them.  

§ Team up in communications planning. Engage all communications functions in 
joint planning. Include customers, suppliers, and other stakeholders at every 
stage of communications planning.  

§ Create compatible themes, tones, and quality across all communications media. 
Make sure each element carries your unique primary messages and selling 
points. This consistency achieves greater impact and prevents the unnecessary 
duplication of work across functions.  

§ Create performance measures that are shared by all communications elements. 
Develop systems to evaluate the combined impact of all communications 
activities.  
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§ Appoint a director responsible for the company's persuasive communications 
efforts. This move encourages efficiency by centralizing planning and creating 
shared performance measures.  
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17 ADVERTISING, SALES PROMOTION, AND PUBLIC 
RELATIONS 

 
Companies must do more than make good products - they must inform consumers 

about product benefits and carefully position products in consumers' minds. To do this, 
they must skillfully use the mass-promotion tools of advertising, sales promotion, and 
public relations. In this chapter, we take a closer look at each of these tools. 

 
Advertising 

Advertising can be traced back to the very beginnings of recorded history. 
Archaeologists working in the countries around the Mediterranean Sea have dug up 
signs announcing various events and offers. The Romans painted walls to announce 
gladiator fights, and the Phoenicians painted pictures promoting their wares on large 
rocks along parade routes. Modern advertising, however, is a far cry from these early 
efforts.  

Although advertising is used mostly by business firms, it also is used by a wide 
range of not-for-profit organizations, professionals, and social agencies that advertise 
their causes to various target publics. Advertising is a good way to inform and persuade, 
whether the purpose is to sell Coca-Cola worldwide or to get consumers in a developing 
nation to use birth control. 

Marketing management must make four important decisions when developing an 
advertising program (see Figure below): setting advertising objectives, setting the 
advertising budget, developing advertising strategy (message decisions and media 
decisions), and evaluating advertising campaigns. 

 
 
 
 
 
 
 
 
 
 
 



Study Text – Principles of Marketing 

 
 

298 

 

 
Major advertising decisions  

 

Setting Advertising Objectives 
The first step is to set advertising objectives. These objectives should be based on 

past decisions about the target market, positioning, and marketing mix, which define the 
job that advertising must do in the total marketing program. 

An advertising objective is a specific communication task to be accomplished with 
a specific target audience during a specific period of time. Advertising objectives can be 
classified by primary purpose - whether the aim is to inform, persuade, or remind. The 
next table lists examples of each of these objectives. 

Informative advertising is used heavily when introducing a new product category. 
In this case, the objective is to build primary demand. Thus, producers of DVD players 
must first inform consumers of the image quality and convenience benefits of the new 
product. Persuasive advertising becomes more important as competition increases. Here, 
the company's objective is to build selective demand. For example, once DVD players 
are established, Sony begins trying to persuade consumers that its brand offered the best 
quality for their money. 

Some persuasive advertising has become comparative advertising, in which a 
company directly or indirectly compares its brand with one or more other brands. 
Comparative advertising has been used for products ranging from soft drinks and 
computers to batteries, pain relievers, car rentals, and credit cards. For example, in its 
classic comparative campaign, Avis positioned itself against market-leading Hertz by 
claiming, "We're number two, so we try harder." 

American Express has responded with ads bashing Visa, noting that AmEx's cards 
offer benefits not available with Visa's regular card, such as rapid replacement of lost 
cards and higher credit limits. As often happens with comparative advertising, both sides 
complain that the other's ads are misleading. 
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Reminder advertising is important for mature products - it keeps consumers 
thinking about the product. Expensive Coca-Cola television ads primarily remind people 
about Coca-Cola rather than informing or persuading them. 
 

POSSIBLE ADVERTISING OBJECTIVES 

Informative Advertising  

Telling the market about a new product Describing available services 

Suggesting new uses for a product Correcting false impressions 

Informing the market of a price change Reducing consumers' fears 

Explaining how the product Works Building a company image 

 
Persuasive Advertising  

 
Building brand preference Persuading customer to purchase now 

Encouraging switching to your brand Persuading customer to receive a sales call 

Changing customer's perception of product 
attributes  

 
Reminder Advertising  

 
Reminding consumer that the product may be 
needed in the near future 

Keeping it in customer's mind during off-
seasons 

Reminding consumer where to buy it Maintaining its top-of-mind awareness 
 

         
 
Setting the Advertising Budget 

After determining its advertising objectives, the company next sets its advertising 
budget for each product. Four commonly used methods for setting promotion budgets 
are discussed in former chapter. Here we discuss some specific factors that should be 
considered when setting the advertising budget. 

A brand's advertising budget often depends on its stage in the product life cycle. 
For example, new products typically need large advertising budgets to build awareness 
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and to persuade consumer's to try the products. In contrast, mature brands usually 
require lower budgets as a ratio to sales. Market share also impacts the amount 
advertising needed: Because building the market or taking share from competitors 
requires larger advertising spending than does simply maintaining current share, low-
share brands usually need more advertising spending as a percentage of sales. Also, 
brands in a market with many competitors and high advertising clutter must be 
advertised more heavily to be noticed above the noise in the market. Undifferentiated 
brands - those that closely resemble other brands in their product class (beer, soft drinks, 
laundry detergents) - may require heavy advertising to set them apart. When the product 
differs greatly from competitors, advertising can be used to point out the differences to 
consumers. 

No matter what method is used, setting the advertising budget is no easy task. How 
does a company know if it is spending the right amount? Some critics charge that large 
consumer packaged-goods firms tend to spend too much on advertising and business-to-
business marketers generally underspend on advertising. They claim that, on the one 
hand, the large consumer companies use lots of image advertising without really 
knowing its effects. They overspend as a form of "insurance" against not spending 
enough. On the other hand, business advertisers tend to rely too heavily on their sales 
forces to bring in orders. They underestimate the power of company and product image 
in preselling industrial customers. Thus, they do not spend enough on advertising to 
build customer awareness and knowledge. 

Companies such as Coca-Cola and Kraft have built sophisticated statistical models 
to determine the relationship between promotional spending and brand sales, and to help 
determine the "optimal investment" across various media. Still, because so many factors 
affect advertising effectiveness, some controllable and others not, measuring the results 
of advertising spending remains an inexact science. In most cases, managers must rely 
on large doses of judgment along with more-quantitative analysis when setting 
advertising budgets.  
 
Developing Advertising Strategy 

Advertising strategy consists of two major elements: creating advertising messages 
and selecting advertising media. In the past, companies often viewed media planning as 
secondary to the message-creation process. The creative department first created good 
advertisements, then the media department selected the best media for carrying these 
advertisements to desired target audiences. This often caused friction between 
"creatives" and media planners. 

Today, however, media fragmentation, soaring media costs, and more-focused 
target marketing strategies have promoted the importance of the media-planning 
function. More and more, advertisers are orchestrating a closer harmony between their 
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messages and the media that deliver them. In some cases, an advertising campaign might 
start with a great message idea, followed by the choice of appropriate media. In other 
cases, however, a campaign might begin with a good media opportunity, followed by 
advertisements designed to take advantage of that opportunity.  
 
Creating the Advertising Message 

No matter how big the budget, advertising can succeed only if commercials gain 
attention and communicate well. Good advertising messages are especially important in 
today's costly and cluttered advertising environment. The average number of television 
channels beamed into U.S. homes has skyrocketed from 3 in 1950 to more than 150 
today, and consumers have more than 17,700 magazines from which to choose. Add the 
countless radio stations and a continuous barrage of catalogs, direct-mail and e-mail ads, 
and out-of-home media, and consumers are being bombarded with ads at home, at work, 
and at all points in between. One expert estimates that the average person in the United 
States is exposed to about 5,000 ads a day. 

Just to gain and hold attention, today's advertising messages must be better 
planned, more imaginative, more entertaining, and more rewarding to consumers. 
"Today we have to entertain and not just sell, because if you try to sell directly and come 
off as boring or obnoxious, people are going to press the remote on you," points out one 
advertising executive. "When most TV viewers are armed with remote channel 
switchers, a commercial has to cut through the clutter and seize the viewers in one to 
three seconds, or they're gone," comments another. Some advertisers even create 
intentionally controversial ads to break through the clutter and gain attention for their 
products. 

MESSAGE STRATEGY    The first step in creating effective advertising messages 
is to decide what general message will be communicated to consumers - to plan a 
message strategy. The purpose of advertising is to get consumers to think about or react 
to the product or company in a certain way. People will react only if they believe that 
they will benefit from doing so. Thus, developing an effective message strategy begins 
with identifying customer benefits that can be used as advertising appeals. Ideally, 
advertising message strategy will follow directly from the company's broader 
positioning strategy. 

Message strategy statements tend to be plain, straightforward outlines of benefits 
and positioning points that the advertiser wants to stress. The advertiser must next 
develop a compelling creative concept - or "big idea" - that will bring the message 
strategy to life in a distinctive and memorable way. At this stage, simple message ideas 
become great ad campaigns. Usually, a copywriter and art director will team up to 
generate many creative concepts, hoping that one of these concepts will turn out to be 
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the big idea. The creative concept may emerge as a visualization, a phrase, or a 
combination of the two. 

The creative concept will guide the choice of specific appeals to be used in an 
advertising campaign. Advertising appeals should have three characteristics: First, they 
should be meaningful, pointing out benefits that make the product more desirable or 
interesting to consumers. Second, appeals must be believable - consumers must believe 
that the product or service will deliver the promised benefits. However, the most 
meaningful and believable benefits may not be the best ones to feature. Appeals should 
also be distinctive - they should tell how the product is better than the competing brands. 
For example, the most meaningful benefit of owning a wristwatch is that it keeps 
accurate time, yet few watch ads feature this benefit. Instead, based on the distinctive 
benefits they offer, watch advertisers might select any of a number of advertising 
themes. For years, Timex has been the affordable watch that "Takes a lickin' and keeps 
on tickin'." In contrast, Swatch has featured style and fashion, whereas Rolex stresses 
luxury and status. 
MESSAGE EXECUTION    The advertiser now has to turn the big idea into an actual ad 
execution that will capture the target market's attention and interest. The creative people 
must find the best style, tone, words, and format for executing the message. Any 
message can be presented in different execution styles, such as the following:  

§ Slice of life: This style shows one or more "typical" people using the product in a 
normal setting. For example, two mothers at a picnic discuss the nutritional 
benefits of Jif peanut butter.  

§ Lifestyle: This style shows how a product fits in with a particular lifestyle. For 
example, an ad for Mongoose mountain bikes shows a serious biker traversing 
remote and rugged but beautiful terrain and states, "There are places that are so 
awesome and so killer that you'd like to tell the whole world about them. But 
please, don't."  

§ Fantasy: This style creates a fantasy around the product or its use. For instance, 
many ads are built around dream themes. Gap even introduced a perfume named 
Dream. Ads show a woman sleeping blissfully and suggests that the scent is "the 
stuff that clouds are made of."  

§ Mood or image: This style builds a mood or image around the product, such as 
beauty, love, or serenity. No claim is made about the product except through 
suggestion. Bermuda tourism ads create such moods.  

§ Musical: This style shows one or more people or cartoon characters singing 
about the product. For example, one of the most famous ads in history was a 
Coca-Cola ad built around the song "I'd Like to Teach the World to Sing."  
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§ Personality symbol: This style creates a character that represents the product. 
The character might be animated (the Jolly Green Giant, Cap'n Crunch, Garfield 
the Cat) or real (the Marlboro man).  

§ Technical expertise: This style shows the company's expertise in making the 
product. Thus, Maxwell House shows one of its buyers carefully selecting coffee 
beans, and Gallo tells about its many years of wine-making experience.  

§ Scientific evidence: This style presents survey or scientific evidence that the 
brand is better or better liked than one or more other brands. For years, Crest 
toothpaste has used scientific evidence to convince buyers that Crest is better 
than other brands at fighting cavities.  

§ Testimonial evidence or endorsement: This style features a highly believable or 
likable source endorsing the product. It could be ordinary people saying how 
much they like a given product or a celebrity presenting the product. For 
example, Apple recently ran ads featuring real people who'd recently switched 
from Microsoft Windows–based PCs to Macs. And many companies use actors 
or sports celebrities as product endorsers.  

 
The advertiser also must choose a tone for the ad. Procter & Gamble always uses a 

positive tone: Its ads say something very positive about its products. P&G usually avoids 
humor that might take attention away from the message. In contrast, many advertisers 
now use edgy humor to break through the commercial clutter. 

The advertiser must use memorable and attention-getting words in the ad. For 
example, rather than claiming simply that "a BMW is a well-engineered automobile," 
BMW uses more creative and higher-impact phrasing: "The ultimate driving machine." 
Instead of stating plainly that Hanes socks last longer than less expensive ones, Hanes 
suggests, "Buy cheap socks and you'll pay through the toes." It's not Häagen-Dazs is "a 
good-tasting luxury ice cream," it's "Our passport to indulgence: passion in a touch, 
perfection in a cup, summer in a spoon, one perfect moment." 

Finally, format elements make a difference in an ad's impact as well as in its cost. 
A small change in ad design can make a big difference in its effect. The illustration is 
the first thing the reader notices - it must be strong enough to draw attention. Next, the 
headline must effectively entice the right people to read the copy. Finally, the copy - the 
main block of text in the ad - must be simple but strong and convincing. Moreover, these 
three elements must effectively work together. 
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Selecting Advertising Media 
The major steps in media selection are (1) deciding on reach, frequency, and 

impact; (2) choosing among major media types; (3) selecting specific media vehicles; 
and (4) deciding on media timing. 

DECIDING ON REACH, FREQUENCY, AND IMPACT    To select media, the 
advertiser must decide what reach and frequency are needed to achieve advertising 
objectives. Reach is a measure of the percentage of people in the target market who are 
exposed to the ad campaign during a given period of time. For example, the advertiser 
might try to reach 70 percent of the target market during the first three months of the 
campaign. Frequency is a measure of how many times the average person in the target 
market is exposed to the message. For example, the advertiser might want an average 
exposure frequency of three. 

The advertiser also must decide on the desired media impact - the qualitative value 
of a message exposure through a given medium. For example, for products that need to 
be demonstrated, messages on television may have more impact than messages on radio 
because television uses sight and sound. The same message in one magazine may be 
more believable than in another. In general, the more reach, frequency, and impact the 
advertiser seeks, the higher the advertising budget will have to be. 

CHOOSING AMONG MAJOR MEDIA TYPES    The media planner has to know 
the reach, frequency, and impact of each of the major media types. As summarized in 
next table, the major media types are newspapers, television, direct mail, radio, 
magazines, outdoor, and the Internet. Each medium has advantages and limitations. 

Media planners consider many factors when making their media choices. The 
media habits of target consumers will affect media choice - advertisers look for media 
that reach target consumers effectively. So will the nature of the product - for example, 
fashions are best advertised in color magazines, and automobile performance is best 
demonstrated on television. Different types of messages may require different media. A 
message announcing a major sale tomorrow will require radio or newspapers; a message 
with a lot of technical data might require magazines, direct mailings, or an online ad and 
Web site. Cost is another major factor in media choice.  

Media impact and cost must be reexamined regularly. For a long time, television 
and magazines have dominated in the media mixes of national advertisers, with other 
media often neglected. Recently, however, as network television costs soar and 
audiences shrink, many advertisers are looking for new ways to reach consumers. The 
move toward micromarketing strategies, focused more narrowly on specific consumer 
groups, has also fueled the search for new media to replace or supplement network 
television. As a result, advertisers are increasingly shifting larger portions of their 
budgets to media that cost less and target more effectively. 
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Three media benefiting greatly from the shift are outdoor advertising, cable 
television, and digital satellite television systems. Billboards have undergone a 
resurgence in recent years. Gone are the ugly eyesores of the past; in their place we now 
see cleverly designed, colorful attention grabbers. Outdoor advertising provides an 
excellent way to reach important local consumer segments at a fraction of the cost per 
exposure of other major media. Cable television and digital satellite systems are also 
booming. Such systems allow narrow programming formats such as all sports, all news, 
nutrition, arts, gardening, cooking, travel, history, and others that target select groups.  
 

Profiles of Major Media Types 

Medium Advantages Limitations 

 
Newspapers Flexibility; timeliness; good local 

market coverage; broad 
acceptability; high believability 

Short life; poor reproduction 
quality; small pass-along audience 

Television Good mass-market coverage; low 
cost per exposure; combines sight, 
sound, and motion; appealing to 
the senses 

High absolute costs; high clutter; 
fleeting exposure; less audience 
selectivity 

Direct mail High audience selectivity; 
flexibility; no ad competition 
within the same medium; allows 
personalization 

Relatively high cost per exposure, 
"junk mail" image 

Radio Good local acceptance; high 
geographic and demographic 
selectivity; low cost  

Audio only, fleeting exposure; low 
attention ("the half-heard" 
medium); fragmented audiences 

Magazines High geographic and demographic 
selectivity; credibility and prestige; 
high-quality reproduction; long life 
and good pass-along readership 

Long ad purchase lead time; high 
cost; no guarantee of position 

Outdoor Flexibility; high repeat exposure; 
low cost; low message 
competition; good positional 
selectivity 

Little audience selectivity; creative 
limitations 

Internet High selectivity; low cost; 
immediacy; interactive capabilities 

Small, demographically skewed 
audience; relatively low impact; 
audience controls exposure 
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Outdoor, cable, and satellite media seem to make good sense. But, increasingly, ads 
are popping up in far less likely places. In their efforts to find less costly and more 
highly targeted ways to reach consumers, advertisers have discovered a dazzling 
collection of "alternative media". 

SELECTING SPECIFIC MEDIA VEHICLES    The media planner now must 
choose the best media vehicles - specific media within each general media type.  

Media planners must compute the cost per thousand persons reached by a vehicle. 
The media planner must also consider the costs of producing ads for different media. 
Whereas newspaper ads may cost very little to produce, flashy television ads may cost 
millions. On average, U.S. advertisers pay $332,000 to produce a single 30-second 
television commercial. A few years ago, Nike paid a cool $2 million to make a single ad 
called "The Wall."  

In selecting media vehicles, the media planner must balance media cost measures 
against several media impact factors.  
1. First, the planner should balance costs against the media vehicle's audience quality. 

For a baby lotion advertisement, for example, New Parents magazine would have a 
high exposure value;  

2. Second, the media planner should consider audience attention. Readers of Vogue, 
for example, typically pay more attention to ads than do other readers. Third, the 
planner should assess the vehicle's editorial quality - Time and the Wall Street 
Journal are more believable and prestigious than The National Enquirer. 

3.  
DECIDING ON MEDIA TIMING    The advertiser must also decide how to 

schedule the advertising over the course of a year. Suppose sales of a product peak in 
December and drop in March. The firm can vary its advertising to follow the seasonal 
pattern, to oppose the seasonal pattern, or to be the same all year. Most firms do some 
seasonal advertising.  

Finally, the advertiser has to choose the pattern of the ads. Continuity means 
scheduling ads evenly within a given period. Pulsing means scheduling ads unevenly 
over a given time period. Thus, 52 ads could either be scheduled at one per week during 
the year or pulsed in several bursts. The idea behind pulsing is to advertise heavily for a 
short period to build awareness that carries over to the next advertising period. Those 
who favor pulsing feel that it can be used to achieve the same impact as a steady 
schedule but at a much lower cost. However, some media planners believe that although 
pulsing achieves minimal awareness, it sacrifices depth of advertising communications. 

Recent advances in technology have had a substantial impact on the media 
planning and buying functions. Today, for example, computer software applications 
called media optimizers allow media planners to evaluate vast combinations of 
television programs and prices. Such programs help advertisers to make better decisions 



Study Text – Principles of Marketing 

 
 

307 

about which mix of networks, programs, and hours of the day will yield the highest 
reach per ad dollar. 
 
Evaluating Advertising 

The advertising program should evaluate both the communication effects and the 
sales effects of advertising regularly. Measuring the communication effects of an ad - 
copy testing - tells whether the ad is communicating well. Copy testing can be done 
before or after an ad is printed or broadcast. Before the ad is placed, the advertiser can 
show it to consumers, ask how they like it, and measure recall or attitude changes 
resulting from it. After the ad is run, the advertiser can measure how the ad affected 
consumer recall or product awareness, knowledge, and preference. 

But what sales are caused by an ad that increases brand awareness by 20 percent 
and brand preference by 10 percent? The sales effects of advertising are often harder to 
measure than the communication effects. Sales are affected by many factors besides 
advertising - such as product features, price, and availability. 

One way to measure the sales effect of advertising is to compare past sales with 
past advertising expenditures. Another way is through experiments. For example, to test 
the effects of different advertising spending levels, Coca-Cola could vary the amount it 
spends on advertising in different market areas and measure the differences in the 
resulting sales levels. It could spend the normal amount in one market area, half the 
normal amount in another area, and twice the normal amount in a third area. If the three 
market areas are similar, and if all other marketing efforts in the area are the same, then 
differences in sales in the three areas could be related to advertising level. More 
complex experiments could be designed to include other variables, such as difference in 
the ads or media used. 
 

Other Advertising Considerations 
In developing advertising strategies and programs, the company must address two 

additional questions. First, how will the company organize its advertising function - who 
will perform which advertising tasks? Second, how will the company adapt its 
advertising strategies and programs to the complexities of international markets? 
 
Organizing for Advertising 

Different companies organize in different ways to handle advertising. In small 
companies, advertising might be handled by someone in the sales department. Large 
companies set up advertising departments whose job it is to set the advertising budget, 
work with the ad agency, and handle other advertising not done by the agency. Most 
large companies use outside advertising agencies because they offer several advantages. 
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How does an advertising agency work? Advertising agencies were started in the 
mid-to-late 1800s by salespeople and brokers who worked for the media and received a 
commission for selling advertising space to companies. As time passed, the salespeople 
began to help customers prepare their ads. Eventually, they formed agencies and grew 
closer to the advertisers than to the media. Today's agencies employ specialists who can 
often perform advertising tasks better than can the company's own staff. Agencies also 
bring an outside point of view to solving the company's problems, along with lots of 
experience from working with different clients and situations. Thus, today, even 
companies with strong advertising departments of their own use advertising agencies. 

Most large advertising agencies have the staff and resources to handle all phases of 
an advertising campaign for their clients, from creating a marketing plan to developing 
ad campaigns and preparing, placing, and evaluating ads. Agencies usually have four 
departments: creative, which develops and produces ads; media, which selects media 
and places ads; research, which studies audience characteristics and wants; and business, 
which handles the agency's business activities. Each account is supervised by an account 
executive, and people in each department are usually assigned to work on one or more 
accounts. 

Ad agencies traditionally have been paid through commissions and fees. In the 
past, the agency typically received 15 percent of the media cost as a rebate. However, 
both advertisers and agencies have become more and more unhappy with the 
commission system. Larger advertisers complain that they pay more for the same 
services received by smaller ones simply because they place more advertising. 
Advertisers also believe that the commission system drives agencies away from low-cost 
media and short advertising campaigns. Another factor is vast changes in how ad 
agencies reach consumers, using methods that go way beyond network TV or magazine 
advertising. 

Another trend is affecting the advertising agency business: Many agencies have 
sought growth by diversifying into related marketing services. These new diversified 
agencies offer a complete list of integrated marketing and promotion services under one 
roof, including advertising, sales promotion, marketing research, public relations, and 
direct and online marketing. Some have even added marketing consulting, television 
production, and sales training units in an effort to become full "marketing partners" to 
their clients. 

However, agencies are finding that most advertisers don't want much more from 
them than traditional media advertising services plus direct marketing, sales promotion, 
and sometimes public relations. Thus, many agencies have recently limited their 
diversification efforts in order to focus more on traditional services. Some have even 
started their own "creative boutiques," smaller and more independent agencies that can 
develop creative campaigns for clients free of large-agency bureaucracy. 
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International Advertising Decisions 
International advertisers face many complexities not encountered by domestic 

advertisers. The most basic issue concerns the degree to which global advertising should 
be adapted to the unique characteristics of various country markets. Some large 
advertisers have attempted to support their global brands with highly standardized 
worldwide advertising, with campaigns that work as well in Bangkok as they do in 
Baltimore. For example, Jeep has created a worldwide brand image of ruggedness and 
reliability; Coca-Cola's Sprite brand uses standardized appeals to target the world's 
youth. Gillette's ads for its Sensor Excel for Women are almost identical worldwide, 
with only minor adjustments to suit the local culture. Ericsson, the Swedish 
telecommunications giant, spent $100 million on a standardized global television 
campaign with the tag line "Make yourself heard," which features Agent 007, James 
Bond. 

Standardization produces many benefits - lower advertising costs, greater global 
advertising coordination, and a more consistent worldwide image. But it also has 
drawbacks. Most importantly, it ignores the fact that country markets differ greatly in 
their cultures, demographics, and economic conditions. Thus, most international 
advertisers "think globally but act locally." They develop global advertising strategies 
that make their worldwide advertising efforts more efficient and consistent. Then they 
adapt their advertising programs to make them more responsive to consumer needs and 
expectations within local markets. For example, Coca-Cola has a pool of different 
commercials that can be used in or adapted to several different international markets. 
Some can be used with only minor changes - such as language - in several different 
countries. Local and regional managers decide which commercials work best for which 
markets. 

Global advertisers face several special problems. For instance, advertising media 
costs and availability differ vastly from country to country. Countries also differ in the 
extent to which they regulate advertising practices. Many countries have extensive 
systems of laws restricting how much a company can spend on advertising, the media 
used, the nature of advertising claims, and other aspects of the advertising program. 
Such restrictions often require advertisers to adapt their campaigns from country to 
country. 

For example, alcoholic products cannot be advertised or sold in Muslim countries. 
In many countries, Norway and Sweden, for example, no TV ads may be directed at 
children under 12. Moreover, Sweden is lobbying to extend that ban to all European 
Union member countries. To play it safe, McDonald's advertises itself as a family 
restaurant in Sweden. Comparative ads, while acceptable and even common in the 
United States and Canada, are less commonly used in the United Kingdom, unacceptable 
in Japan, and illegal in India and Brazil. China has restrictive censorship rules for TV 
and radio advertising; for example, the words the best are banned, as are ads that 
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"violate social customs" or present women in "improper ways." Coca-Cola's Indian 
subsidiary was forced to end a promotion that offered prizes, such as a trip to 
Hollywood, because it violated India's established trade practices by encouraging 
customers to buy in order to "gamble." 

Thus, although advertisers may develop global strategies to guide their overall 
advertising efforts, specific advertising programs must usually be adapted to meet local 
cultures and customs, media characteristics, and advertising regulations. 
 

Sales Promotion 
 
Advertising and personal selling often work closely with another promotion tool, 

sales promotion. Sales promotion consists of short-term incentives to encourage 
purchase or sales of a product or service. Whereas advertising and personal selling offer 
reasons to buy a product or service, sales promotion offers reasons to buy now. 
Examples of sales promotions are found everywhere.  
 
Rapid Growth of Sales Promotion 

Sales promotion tools are used by most organizations, including manufacturers, 
distributors, retailers, trade associations, and not-for-profit institutions. They are targeted 
toward final buyers (consumer promotions), retailers and wholesalers (trade 
promotions), business customers (business promotions), and members of the sales force 
(sales force promotions). Today, in the average consumer packaged-goods company, 
sales promotion accounts for 75 percent of all marketing expenditures. 

Several factors have contributed to the rapid growth of sales promotion, 
particularly in consumer markets.  

§ First, inside the company, product managers face greater pressures to increase 
their current sales, and promotion is viewed as an effective short-run sales tool.  

§ Second, externally, the company faces more competition and competing brands 
are less differentiated. Increasingly, competitors are using sales promotion to 
help differentiate their offers.  

§ Third, advertising efficiency has declined because of rising costs, media clutter, 
and legal restraints.  

§ Finally, consumers have become more deal oriented, and ever-larger retailers are 
demanding more deals from manufacturers. 

 
The growing use of sales promotion has resulted in promotion clutter, similar to 

advertising clutter. Consumers are increasingly tuning out promotions, weakening their 
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ability to trigger immediate purchase. Manufacturers are now searching for ways to rise 
above the clutter, such as offering larger coupon values or creating more dramatic point-
of-purchase displays. 

In developing a sales promotion program, a company must first set sales promotion 
objectives and then select the best tools for accomplishing these objectives. 
Sales Promotion Objectives 

Sales promotion objectives vary widely. Sellers may use consumer promotions to 
increase short-term sales or to help build long-term market share. Objectives for trade 
promotions include getting retailers to carry new items and more inventory, getting them 
to advertise the product and give it more shelf space, and getting them to buy ahead. For 
the sales force, objectives include getting more sales force support for current or new 
products or getting salespeople to sign up new accounts. Sales promotions are usually 
used together with advertising, personal selling, or other promotion mix tools. Consumer 
promotions must usually be advertised and can add excitement and pulling power to ads. 
Trade and sales force promotions support the firm's personal selling process. 

In general, rather than creating only short-term sales or temporary brand switching, 
sales promotions should help to reinforce the product's position and build long-term 
customer relationships. Increasingly, marketers are avoiding "quick fix," price-only 
promotions in favor of promotions designed to build brand equity. Even price 
promotions can be designed to help build customer relationships.  

 
Major Sales Promotion Tools 

Many tools can be used to accomplish sales promotion objectives. Descriptions of 
the main consumer, trade, and business promotion tools follow. 
 
Consumer Promotion Tools 

The main consumer promotion tools include samples, coupons, cash refunds, price 
packs, premiums, advertising specialties, patronage rewards, point-of-purchase displays 
and demonstrations, and contests, sweepstakes, and games. 

SAMPLES are offers of a trial amount of a product. Sampling is the most effective 
- but most expensive - way to introduce a new product. About 84 percent of consumer 
packaged-goods marketers use sampling as a part of their promotion strategy. For 
example, to launch Vanilla Coke, Coca-Cola distributed more than 1.3 million samples 
of the beverage. But the soft drink marketer didn't just hand out the samples. Instead, 
Coke staffers stopped targeted teen consumers at hangouts like malls, skate parks, 
concerts, and fairs, then delivered live commercials with messages like "Satisfy your 
curiosity, try a free Vanilla Coke." Says the president of Coca Cola's promotion agency, 
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"We wanted to get Vanilla Coke's target audience with a memorable live experience for 
the brand."  

Some samples are free; for others, the company charges a small amount to offset its 
cost. The sample might be delivered door-to-door, sent by mail, handed out in a store, 
attached to another product, or featured in an ad. Sometimes, samples are combined into 
sample packs, which can then be used to promote other products and services.  

COUPONS are certificates that give buyers a saving when they purchase specified 
products. Most consumers love coupons. Coupons can stimulate sales of a mature brand 
or promote early trial of a new brand. However, as a result of coupon clutter, redemption 
rates have been declining in recent years. Thus, most major consumer goods companies 
are issuing fewer coupons and targeting them more carefully. 

They are also cultivating new outlets for distributing coupons, such as supermarket 
shelf dispensers, electronic point-of-sale coupon printers, or "paperless coupon 
systems."  

CASH REFUND OFFERS (OR REBATES) are like coupons except that the price 
reduction occurs after the purchase rather than at the retail outlet. The consumer sends a 
"proof of purchase" to the manufacturer, who then refunds part of the purchase price by 
mail. For example, Toro ran a clever preseason promotion on some of its snowblower 
models, offering a rebate if the snowfall in the buyer's market area turned out to be 
below average. Competitors were not able to match this offer on such short notice, and 
the promotion was very successful. 

PRICE PACKS (also called cents-off deals) offer consumers savings off the regular 
price of a product. The reduced prices are marked by the producer directly on the label 
or package. Price packs can be single packages sold at a reduced price (such as two for 
the price of one), or two related products banded together (such as a toothbrush and 
toothpaste). Price packs are very effective - even more so than coupons - in stimulating 
short-term sales. 

PREMIUMS are goods offered either free or at low cost as an incentive to buy a 
product, ranging from toys included with kids' products to phone cards and CDs. A 
premium may come inside the package (in-pack), outside the package (on-pack), or 
through the mail.  

ADVERTISING SPECIALTIES are useful articles imprinted with an advertiser's 
name that are given as gifts to consumers. Typical items include pens, calendars, key 
rings, matches, shopping bags, T-shirts, caps, nail files, and coffee mugs. Such items can 
be very effective. In a recent study, 63 percent of all consumers surveyed were either 
carrying or wearing an ad specialty item. More than three-quarters of those who had an 
item could recall the advertiser's name or message before showing the item to the 
interviewer. 
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PATRONAGE REWARDS are cash or other awards offered for the regular use of 
a certain company's products or services. For example, airlines offer frequent-flier plans, 
awarding points for miles traveled that can be turned in for free airline trips. Hotels have 
adopted honored-guest plans that award points to users of their hotels. And supermarkets 
issue frequent-shopper cards that dole out a wealth of discounts at the checkout.  

POINT-OF-PURCHASE (POP) PROMOTIONS include displays and 
demonstrations that take place at the point of purchase or sale. An example is a five-
foot-high cardboard display of Cap'n Crunch next to Cap'n Crunch cereal boxes. 
Unfortunately, many retailers do not like to handle the hundreds of displays, signs, and 
posters they receive from manufacturers each year. Manufacturers have responded by 
offering better POP materials, tying them in with television or print messages, and 
offering to set them up. 

CONTESTS, SWEEPSTAKES, AND GAMES give consumers the chance to win 
something, such as cash, trips, or goods, by luck or through extra effort. A contest calls 
for consumers to submit an entry - a jingle, guess, suggestion - to be judged by a panel 
that will select the best entries. A sweepstakes calls for consumers to submit their names 
for a drawing. A game presents consumers with something - bingo numbers, missing 
letters - every time they buy, which may or may not help them win a prize. A sales 
contest urges dealers or the sales force to increase their efforts, with prizes going to the 
top performers. 
 

Trade Promotion Tools 
 
Manufacturers direct more sales promotion money toward retailers and wholesalers 

than to consumers. Trade promotion can persuade resellers to carry a brand, give it shelf 
space, promote it in advertising, and push it to consumers. Shelf space is so scarce these 
days that manufacturers often have to offer discounts, allowances, buy-back guarantees, 
or free goods to retailers and wholesalers to get products on the shelf and, once there, to 
stay on it. 

Manufacturers use several trade promotion tools. Many of the tools used for 
consumer promotions - contests, premiums, displays - can also be used as trade 
promotions. Or the manufacturer may offer a straight discount off the list price on each 
case purchased during a stated period of time (also called a price-off, off-invoice, or off-
list). Manufacturers also may offer an allowance (usually so much off per case) in return 
for the retailer's agreement to feature the manufacturer's products in some way. An 
advertising allowance compensates retailers for advertising the product. A display 
allowance compensates them for using special displays. 

Manufacturers may offer free goods, which are extra cases of merchandise, to 
resellers who buy a certain quantity or who feature a certain flavor or size. They may 



Study Text – Principles of Marketing 

 
 

314 

offer push money - cash or gifts to dealers or their sales forces to "push" the 
manufacturer's goods. Manufacturers may give retailers free specialty advertising items 
that carry the company's name, such as pens, pencils, calendars, paperweights, 
matchbooks, memo pads, and yardsticks. 
 
Business Promotion Tools 

Companies spend billions of dollars each year on promotion to industrial 
customers. These business promotion tools are used to generate business leads, stimulate 
purchases, reward customers, and motivate salespeople. Business promotion includes 
many of the same tools used for consumer or trade promotions. Here, we focus on two 
additional major business promotion tools - conventions and trade shows, and sales 
contests. 

Many companies and trade associations organize conventions and trade shows to 
promote their products. Firms selling to the industry show their products at the trade 
show. More than 4,300 trade shows take place every year, drawing as many as 85 
million people. Vendors receive many benefits, such as opportunities to find new sales 
leads, contact customers, introduce new products, meet new customers, sell more to 
present customers, and educate customers with publications and audiovisual materials. 
Trade shows also help companies reach many prospects not reached through their sales 
forces. About 90 percent of a trade show's visitors see a company's salespeople for the 
first time at the show. Business marketers may spend as much as 35 percent of their 
annual promotion budgets on trade shows. 

A sales contest is a contest for salespeople or dealers to motivate them to increase 
their sales performance over a given period. Sales contests motivate and recognize good 
company performers, who may receive trips, cash prizes, or other gifts. Some companies 
award points for performance, which the receiver can turn in for any of a variety of 
prizes. Sales contests work best when they are tied to measurable and achievable sales 
objectives (such as finding new accounts, reviving old accounts, or increasing account 
profitability). 
 
Developing the Sales Promotion Program 

The marketer must make several other decisions in order to define the full sales 
promotion program. First, the marketer must decide on the size of the incentive. A 
certain minimum incentive is necessary if the promotion is to succeed; a larger incentive 
will produce more sales response. The marketer also must set conditions for 
participation. Incentives might be offered to everyone or only to select groups. 

The marketer must then decide how to promote and distribute the promotion 
program itself. A 50-cents-off coupon could be given out in a package, at the store, by 
mail, or in an advertisement. Each distribution method involves a different level of reach 
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and cost. Increasingly, marketers are blending several media into a total campaign 
concept. The length of the promotion is also important. If the sales promotion period is 
too short, many prospects (who may not be buying during that time) will miss it. If the 
promotion runs too long, the deal will lose some of its "act now" force. 

Evaluation is also very important. Yet many companies fail to evaluate their sales 
promotion programs, and others evaluate them only superficially. The most common 
evaluation method is to compare sales before, during, and after a promotion. Suppose a 
company has a 6 percent market share before the promotion, which jumps to 10 percent 
during the promotion, falls to 5 percent right after, and rises to 7 percent later on. The 
promotion seems to have attracted new "triers" and stimulated more buying by current 
customers. After the promotion, sales fell as consumers used up their inventories. The 
long-run rise to 7 percent means that the company gained some new users. If the brand's 
share had returned to the old level, then the promotion would have changed only the 
timing of demand rather than the total demand. 

Consumer research would also show the kinds of people who responded to the 
promotion and what they did after it ended. Surveys can provide information on how 
many consumers recall the promotion, what they thought of it, how many took 
advantage of it, and how it affected their buying. Sales promotions also can be evaluated 
through experiments that vary factors such as incentive value, length, and distribution 
method. 

Clearly, sales promotion plays an important role in the total promotion mix. To use 
it well, the marketer must define the sales promotion objectives, select the best tools, 
design the sales promotion program, implement the program, and evaluate the results. 
Moreover, sales promotion must be coordinated carefully with other promotion mix 
elements within the integrated marketing communications program. 
 

Public Relations 
 

Another major mass-promotion tool is public relations - building good relations 
with the company's various publics by obtaining favorable publicity, building up a good 
corporate image, and handling or heading off unfavorable rumors, stories, and events. 
Public relations departments may perform any or all of the following functions: 

§ Press relations or press agentry: Creating and placing newsworthy information 
in the news media to attract attention to a person, product, or service. 

§ Product publicity: Publicizing specific products. 
§ Public affairs: Building and maintaining national or local community relations. 
§ Lobbying: Building and maintaining relations with legislators and government 

officials to influence legislation and regulation. 
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§ Investor relations: Maintaining relationships with shareholders and others in the 
financial community. 

§ Development: Public relations with donors or members of nonprofit 
organizations to gain financial or volunteer support. 

Public relations is used to promote products, people, places, ideas, activities, 
organizations, and even nations. Trade associations have used public relations to rebuild 
interest in declining commodities such as eggs, apples, milk, and potatoes. Cities, 
nations have used public relations to attract more tourists, foreign investment, and 
international support. 
          
The Role and Impact of Public Relations 

Public relations can have a strong impact on public awareness at a much lower cost 
than advertising can. The company does not pay for the space or time in the media. 
Rather, it pays for a staff to develop and circulate information and to manage events. If 
the company develops an interesting story, it could be picked up by several different 
media, having the same effect as advertising that would cost millions of dollars. And it 
would have more credibility than advertising. 

Despite its potential strengths, public relations is often described as a marketing 
stepchild because of its limited and scattered use. The public relations department is 
usually located at corporate headquarters. Its staff is so busy dealing with various 
publics - stockholders, employees, legislators, city officials - that public relations 
programs to support product marketing objectives may be ignored. Marketing managers 
and public relations practitioners do not always talk the same language. Many public 
relations practitioners see their job as simply communicating. In contrast, marketing 
managers tend to be much more interested in how advertising and public relations affect 
brand building, sales, and profits. 

This situation is changing, however. Although public relations still captures only a 
small portion of the overall marketing budgets of most firms, PR is playing an 
increasingly important brand-building role. For example, when Gillette launched its 
Mach 3 men's razor, it relied on PR, including a full-length feature in The New Yorker, 
to generate more than 1.6 billion consumer impressions. When Heinz launched EZ 
Squirt ketchup, the value of the free media space it received based on the product's 
unique green color amounted to more than three times what the company spent on 
traditional advertising.  

Thus, good public relations can be a powerful brand-building tool. In fact, two 
well-known marketing consultants have concluded that advertising doesn't build brands, 
PR does. They provide the following advice, which points to the potential power of 
public relations as a first step in brand building: 
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Just because a heavy dose of advertising is associated with most major brands 
doesn't necessarily mean that advertising built the brands in the first place. The birth of a 
brand is usually accomplished with [public relations], not advertising. Our general rule 
is [PR] first, advertising second. [Public relations] is the nail, advertising the hammer. 
[PR] creates the credentials that provide the credibility for advertising.  

In their book The Fall of Advertising and the Rise of PR, the consultants assert that 
the era of advertising is over, and that public relations is quietly becoming the most 
powerful marketing communications tools. Although most marketers don't go this far, 
the point is a good one. Advertising and public relations should work hand in hand to 
build and maintain brands. 
 
Major Public Relations Tools 

Public relations professionals use several tools. One of the major tools is news. PR 
professionals find or create favorable news about the company and its products or 
people. Sometimes news stories occur naturally, and sometimes the PR person can 
suggest events or activities that would create news. Speeches can also create product and 
company publicity. Increasingly, company executives must field questions from the 
media or give talks at trade associations or sales meetings, and these events can either 
build or hurt the company's image. 

Another common PR tool is special events, ranging from news conferences, press 
tours, grand openings, and fireworks displays to laser shows, hot air balloon releases, 
multimedia presentations and star-studded spectaculars, and educational programs 
designed to reach and interest target publics. Recently, mobile marketing - traveling 
promotional tours that bring the brand to consumers - has emerged as an effective way 
to build one-to-one relationships with targeted consumers. 

Public relations people also prepare written materials to reach and influence their 
target markets. These materials include annual reports, brochures, articles, and company 
newsletters and magazines. Audiovisual materials, such as films, slide-and-sound 
programs, and video- and audiocassettes, are being used increasingly as communication 
tools. Corporate identity materials can also help create a corporate identity that the 
public immediately recognizes. Logos, stationery, brochures, signs, business forms, 
business cards, buildings, uniforms, and company cars and trucks - all become 
marketing tools when they are attractive, distinctive, and memorable. Finally, companies 
can improve public goodwill by contributing money and time to public service activities. 

A company's Web site can be a good public relations vehicle. Consumers and 
members of other publics can visit the site for information and entertainment. Such sites 
can be extremely popular. For example, Butterball's site which features cooking and 
carving tips, received 550,000 visitors in one day during Thanksgiving week last year. 
Web sites can also be ideal for handling crisis situations 
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As with the other promotion tools, in considering when and how to use product 
public relations, management should set PR objectives, choose the PR messages and 
vehicles, implement the PR plan, and evaluate the results. The firm's public relations 
should be blended smoothly with other promotion activities within the company's 
overall integrated marketing communications effort. 

 
                 


