


CONNECT FEATURES

Interactive Applications
Interactive Applications offer a variety of automatically 
graded exercises that require students to apply key 
concepts. Whether the assignment includes a click 
and drag, video case, or decision generator, these 
applications provide instant feedback and progress 
tracking for students and detailed results for the 
instructor.

eBook
Connect Plus includes a media-rich eBook that 
allows you to share your notes with your students. 
Your students can insert and review their own notes, 
highlight the text, search for specifi c information, and 
interact with media resources. Using an eBook with 
Connect Plus gives your students a complete digital 
solution that allows them to access their materials 
from any computer. 

Tegrity
Make your classes available anytime, anywhere. With 
simple, one-click recording, students can search for 
a word or phrase and be taken to the exact place in 
your lecture that they need to review.
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Connect generates comprehensive reports and graphs that provide instructors with an instant view of the 
performance of individual students, a specifi c section, or multiple sections. Since all content is mapped to 
learning objectives, Connect reporting is ideal for accreditation or other administrative documentation.

Learning Management System Integration
McGraw-Hill Campus is a one-stop teaching and learning experience available to use 
with any learning management system. McGraw-Hill Campus provides single sign-
on to faculty and students for all McGraw-Hill material and technology from within 
the school website. McGraw-Hill Campus also allows instructors instant access to all 
supplements and teaching materials for all McGraw-Hill products.

Blackboard users also benefi t from McGraw-Hill’s industry-leading integration, 
providing single sign-on to access all Connect assignments and automatic feeding of 
assignment results to the Blackboard grade book.

EASY TO USE

POWERFUL REPORTING

Secure

Simple

Seamless
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v  William D. Perreault, Jr.  

 William D. Perreault, Jr., is Kenan 
Professor of Business at the Univer-
sity of North Carolina. Dr. Perreault 
is the recipient of the two most 
prestigious awards in his fi eld: the 
American Marketing Association 
Distinguished Educator Award and 
the Academy of Marketing Science 
Outstanding Educator Award. He 
also was selected for the Churchill 
Award, which honors career impact 

on marketing research. He was editor of the  Journal of Mar-
keting Research  and has been on the review board of the  Jour-
nal of Marketing  and other journals. 
  The Decision Sciences Institute has recognized Dr. 
 Perreault for innovations in marketing education, and at 
UNC he has received several awards for teaching excellence. 
His books include two other widely used texts:  Basic Market-
ing  and  The Marketing Game!  
  Dr. Perreault is a past president of the American Mar-
keting Association Academic Council and served as chair 
of an advisory committee to the U.S. Census Bureau and 
as a trustee of the Marketing Science Institute. He has 
also worked as a consultant to organizations that range 
from GE and IBM to the Federal Trade Commission and 
Venezuelan Ministry of Education. 

  Joseph P. Cannon  

 Joseph P. Cannon is professor of 
marketing at Colorado State Univer-
sity. He has also taught at the Uni-
versity of North Carolina at  Chapel 
Hill, Emory University, Instituto 
de Empresa (Madrid, Spain), IN-
SEAD (Fontainebleau, France), and 
Thammasat University (Bangkok, 
Thailand). He has received  several 
teaching awards and honors. 
  Dr. Cannon’s research has 

been published in the  Journal of Marketing, Journal of Mar-
keting Research, Journal of the Aca  d  emy of Marketing Science, 
Journal of Operations Management,   Journal of Personal Selling 

and Sales Management, Journal of Public Policy and Marketing, 
Antitrust Bulletin,  and  the Academy of Management Review
among others. He is a two-time recipient of the Louis W. 
and Rhona L. Stern Award for high-impact research on 
interorganizational issues. He has also written many 
teaching cases. Dr. Cannon has served on the editorial re-
view boards of the  Journal of Marketing, Journal of the   Acad-
emy   of   Marketing Science  , Journal of Personal Selling and Sales 
Management,  and  Journal of Marketing   Education . The  Jour-
nal of Marketing Education  has honored Dr. Cannon with 
several distinguished reviewer awards. He served as chair 
of the American Marketing Association’s Interorganiza-
tional Special Interest Group (IOSIG). Before entering 
academics, Dr. Cannon worked for six years in sales and 
marketing for Eastman Kodak Company. 

  E. Jerome McCarthy  

 E. Jerome McCarthy received his 
Ph.D. from the University of Min-
nesota and was a Ford Foundation 
Fellow at the Harvard Business 
School. He has taught at the Uni-
versities of Oregon, Notre Dame, 
and Michigan State. He was hon-
ored with the American Market-
ing Association’s Trailblazer 
Award in 1987, and he was voted 
one of the “top fi ve” leaders in 

marketing thought by marketing educators. 
  Besides publishing various articles, he is the author of 
books on data processing and social issues in marketing. 
He has been a frequent presenter at marketing confer-
ences in the United States and internationally. 
  In addition to his academic interests, Dr. McCarthy 
has been involved in guiding the growth of organizations 
in the United States and overseas—both as a consultant 
and as a director. He has also been active in executive 
education. Throughout his career, his primary interests 
have been in (1) “converting” students to marketing and 
effective marketing strategy planning and (2) preparing 
teaching materials to help others do the same. This is 
why he has spent a large part of his career developing 
and improving marketing texts to refl ect the most cur-
rent thinking in the fi eld. 

 Authors of Essentials of 
Marketing, 14/e 
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vi

  Essentials of   Marketing  Is Designed to 
Satisfy  Your  Needs 
 This book is about marketing and marketing strat-
egy planning. And, at its essence, marketing strategy 
planning is about figuring out how to do a superior 
job of satisfying customers. We take that point of 
view seriously and believe in practicing what we 
preach. So you can trust that this new edition of  Es-
sentials of    Marketing —and all of the other teaching 
and learning materials that accompany it—will sat-
isfy your needs. We’re excited about this 14th  edition 
of  Essentials of   Marketing  and we hope that you will be 
as well. 

 In developing this edition, we’ve made hundreds 
of big and small additions, changes, and improve-
ments in the text and all of the supporting materials 
that accompany it. We’ll highlight some of those 
changes in this preface, but first some background 
on the evolution of Essentials of Marketing. 

 Building on Pioneering Strengths 
Essentials of   Marketing  pioneered an innovative 
 structure—using the “four Ps” (Product, Price, Pro-
motion, and Place) with a managerial  approach—
for the introductory marketing course. It quickly 
became one of the most widely used business text-
books ever published because it organized the best 
ideas about marketing so that readers could both 
understand and apply them. The unifying  focus of 
these ideas is: how does a marketing manager de-
cide which customers to target, and what is the best 
way to meet their needs? 

 Over many editions of  Essentials of   Marketing,
there have been constant changes in marketing 
management and the market environment. As a re-
sult, we have made ongoing changes to the text to 
reflect marketing’s best practices and ideas. 
Throughout all of these changes,  Essentials of   Market-
ing  and the supporting materials that accompany it 
have been more widely used than any other teach-
ing materials for introductory marketing. It is grati-
fying that the four Ps framework has proved to be an 
organizing structure that has worked well for mil-
lions of students and teachers. 

 The success of  Essentials of   Marketing  is not the result 
of a single strength—or one long-lasting innovation. 
Other textbooks have adopted our four Ps framework, 
and we have continuously improved the book. And 
the text’s four Ps framework, managerial orientation, 
and strategy planning focus have proved to be founda-
tion pillars that are remarkably robust for supporting 
new developments in the field and innovations in the 
text and package. Thus, with each new edition of  Es-
sentials of   Marketing  we have continued to innovate to 
better meet the needs of students and faculty. In fact, 
we have made ongoing changes in how we develop 
the logic of the four Ps and the marketing strategy 
planning process. As always, though, our objective is 
to provide a flexible, high-quality text and choices 
from comprehensive and reliable support materials—
so that instructors and students can accomplish their 
learning objectives. 

 What’s Different about  Essentials of   
Marketing ? 
 The biggest distinguishing factor about  Essentials of 
Marketing  is our integrative approach to creating a 
teaching and learning package for the introductory 
marketing course. This integration makes it easier to 
learn about marketing, teach marketing, and apply it 
in the real world. For many students, the introductory 
marketing course will be the only marketing class 
they ever take. They need to come away with a strong 
understanding of the key concepts in marketing and 
how marketing operates in practice. So in  Essentials of 
Marketing : (1) we examine  both  what marketing is and 
how to do it; (2) we integrate special topics like ser-
vices, international marketing, ethics, and more, 
across the text with coverage in almost every chapter; 
and (3) we deliver a supplements package completely 
developed or closely managed by the authors—so 
each part links closely with the textbook content. See 
Exhibit P-1. The integration of these three elements 
delivers a proven product for instructors and stu-
dents. Let us show you what we mean—and why and 
how instructors and students benefit from the  Essen-
tials of   Marketing  teaching and learning package. 

 Marketing operates in dynamic markets. Fast-
changing global markets, environmental  challenges 

 Preface 
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and sustainability, and the blurring speed of techno-
logical advances—including an explosion in the use 
of digital tools by both consumers and  businesses—
are just a few of the current trends confronting 
 today’s marketing manager. While some marketing 
texts merely attempt to describe this market envi-
ronment,  Essentials of   Marketing  teaches students 
analytical abilities  and  how-to-do-it skills  that prepare 
them for success. To propel students in this direc-
tion, we deliberately include a variety of examples, 
explanations, frameworks, conceptual organizers, 
exercises, cases, and how-to-do-it techniques that 
relate to our overall framework for marketing strat-
egy planning. Taken together, these different learn-
ing aids speed the development of “marketing 
sensibility” and enable students to analyze market-
ing situations and develop marketing plans in a 
confident and meaningful way. They are practical 
and they work. And because they are interesting 
and understandable, they motivate students to see 
marketing as the challenging and rewarding area it 
is. In the end, the  Essentials of   Marketing  teaching 
and learning package prepares students to analyze 
marketing situations and develop exceptional mar-
keting strategies—not just recite endless sets of 
lists. 

 In contrast to many other marketing textbooks, we 
emphasize careful  integration of special topics . Some text-
books treat “special” topics—like marketing relation-
ships, international marketing, services  marketing, 

the Internet, digital lifestyles, nonprofit organiza-
tions, marketing ethics, social  issues, and business-to-
business marketing—in separate chapters (or parts 
of chapters). We deliberately avoid  doing this be-
cause we are convinced that treating such  topics sep-
arately leads to an unfortunate compartmentalization 
of ideas. For example, to simply tack on a new chap-
ter on e-commerce or Internet marketing applica-
tions completely ignores the reality that these are not 
isolated topics; rather, they must be considered 
broadly across the whole rubric of marketing deci-
sions. Conversely, there is virtually no area of market-
ing decision making where it’s safe to ignore the 
impact of e-commerce, the Internet, or information 
technology. The same is true with other topics. Ex-
hibit P-2 shows the coverage of some key topics across 
specific chapters. 

 The teaching and learning materials—designed 
and developed by the authors—are integrated to 
work effectively with  Essentials of   Marketing . We don’t 
tack on extras that have been outsourced and don’t 
integrate well with our package. Because of this, you 
(the instructor) have flexible tools that allow you to 
teach marketing your way . Marketing can be studied and 
used in many ways, and the  Essentials of   Marketing  text 
material is only the central component of our  P rofes-
sional  L earning  U nits  S ystem ( P.L.U.S. ) for students 
and teachers. Instructors and students can select from 
our units to develop their own personalized teaching 
and learning systems. Our objective is to  offer you a 
 P.L.U.S.  “menu” so that you can conveniently select 
units you want—and disregard what you do not want. 
Many combinations of units are possible depending 
on course and learning objectives. Later in this Pref-
ace we highlight each  P.L.U.S.  element (full details 
can be found in the discussion of the Instructor’s Re-
source CD in the Instructor’s Manual). 

 Students only take the introductory marketing 
course once. They deserve the benefits of a highly 
innovative yet  proven  set of integrated learning 
 materials. Our teaching and learning materials—
from the textbook to the iPod videos to the test ques-
tion bank to the online materials—have been 
constantly updated yet are proven to work for gen-
erations of students. Do you want to use an unproven 
textbook with your students? 

 What’s New in This Edition of  Essentials 
of Marketing  ?  
 There are several big changes to this edition of 
  Essentials of Marketing  and hundreds of smaller ones. 
 Essentials of Marketing  is quick to recognize the many 
dramatic changes   in the market environment and 
marketing strategy—we are also quick to jump on 
new pedagogical innovations. So here is a quick 

Exhibit P–1 
Essentials of Marketing Integrates Marketing

Integrated, author-
developed
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overview of what we changed for the fourteenth edi-
tion of  Essentials of Marketing.

  “Big data” and its implications.    One of the most 
profound recent changes in marketing has been the 
explosion of what is being called “big data”—data 
sets too large and complex to work with typical data-
base management tools. Organizations are using 
this to more narrowly target individual customers 
with tailored marketing mixes. It raises strategic and 
ethical questions. Almost every chapter in the book 
has a reference to this trend. 

  Shorter and easier to read.    Students and instruc-
tors appreciate concise coverage. We have had to 
make some difficult decisions—because one instruc-
tor’s cut is another’s favorite topic. We may have cut 
one of your pet topics. If so, please let us know—in 
this edition we brought back some of our coverage 
of competition when feedback suggested it was 
trimmed too much. 

Social media and digital lifestyles.  A major thrust 
of the last edition of  Essentials of Marketing  addressed 
customers’ digital lifestyles. The growth in smart-
phone ownership and overall use of the Internet 
continues to march on, having an impact on all ar-
eas of marketing. We continued to make updates to 
reflect this market dynamic. 

Up-to-date content, examples, exhibits, and im-

ages.  We update  Essentials of Marketing  with each new 
edition. Students and instructors appreciate current 
and relevant examples that demonstrate important 

marketing concepts. We update each and every 
chapter opening case scenario. There are dozens of 
new examples and specific concepts spread through-
out the book. While we don’t have space to list all of 
these changes, we can provide you with some high-
lights of the more significant changes with this edi-
tion of  Essentials of Marketing : 

Chapter 1.  We wrote a new chapter opener that 
features Nike, one of our students’ favorite brands. 
We added an extended example in the text describ-
ing how Chipotle adds value for its customers.  Triple
bottom line  is a new concept and key term. 

Chapter 2.  We significantly modified our cover-
age of lifetime customer value and customer equity. 
Customer lifetime value is a new key term. A new 
boxed teaching note looks more closely at differen-
tiation. We added  competitive advantage  as a key term. 
There is a new Internet Exercise on Levi’s in China. 

Chapter 3.  This has traditionally been one of the 
longest chapters in the book—so we made an effort 
to streamline coverage of all topics. The competitor, 
technology, and cultural and social environment sec-
tions were updated and re-written. We look at com-
petition in the streaming music industry. We wrote a 
new boxed teaching note on the role of 3D printing. 
Sustainable competitive advantage, gross national income,
and  Generation Z  are new key terms. 

Chapter 4.  A new chapter opener case features 
LEGO. The boxed teaching note in this chapter is 
the first extended treatment of “big data”—with a 

viii

 Exhibit P–2 Coverage of Special Topics Across Chapters*

Special Topic Chapter

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18

Marketing relationships X X X X X X X X X X X X X X X X X X

International X X X X X X X X X X X X X X X X X

Ethics X X X X X X X X X X X X X X X X X X

Services X X X X X X X X X X X X X X X X X X

B2B X X X X X X X X X X X X X X X X X

Technology, Internet, 
“Big Data” & digital lifestyle

X X X X X X X X X X X X X X X X X X

Environment & 
sustainability

X X X X X X X X X X X X X X X

Nonprofits X X X X X X X X X X X X

Quality X X X X X X X X X X X X X X X X

Customer value X X X X X X X X X X X X X X X X X X

Marketing’s link
with other functions

X X X X X X X X X X X X X X X X X X

*“X” indicates coverage in the form of a section of the chapter, example, illustration, or discussion. 
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look at how Target uses big data to predict what 
 customers will want to buy. A new Internet exercise 
profiles different segments in the mobile phone 
market. While we cover customer relationship man-
agement (CRM) in several places in the text, we de-
cided to add more substantial coverage in this 
chapter. We developed a new Ethics Question, which 
addresses issues around consumer privacy and gam-
ing apps. 

Chapter 5.    This chapter has many changes re-
lated to the influence of the Internet on consumer 
behavior. Of significant importance, we expanded 
discussion of how the web drives needs by updating 
and offering more rigorous coverage of the web 
and social influence on consumer decision making. 
Drawing on Charles Duhigg’s,  The Power of Habit , 
we adapted our treatment of learning and intro-
duced an extended example on Febreze. On the 
suggestion of a reviewer, we decided to pull culture 
out of “Social Influences” and give it more cover-
age, along with consumer behavior, in interna-
tional markets. Cloud storage service, Dropbox, is 
featured as an extended example of the adoption 
process. 

  Chapter 6.    After several editions of modest 
change, we made some bigger changes in the orga-
nizational buying chapter. These changes are based 
on feedback from our review team. We have reorga-
nized the chapter and believe that it will teach even 
better. We more explicitly discuss differences be-
tween organizational customers and final consumers 
(see new Exhibit 6-2) and we provide a more struc-
tured model of organizational buying (see Exhibit 
6-4). We further recognize the growing role of social 
media and online search as key sources of informa-
tion for organizational buyers. 

  Chapter 7.    Big data provides a natural extension to 
our traditional coverage of marketing information sys-
tems, data warehouses, and decision support systems. 
Consequently, we give students an important founda-
tion of big data in the market research chapter. A new 
boxed teaching note, “Big Data. Big Opportunity,” 
 offers context and application. Related topics, includ-
ing sentiment analysis, are covered later in the chap-
ter along with a new Internet exercise on the topic. An 
extended example describes the marketing research 
Heinz used to develop new ketchup packages. We 
more carefully outline differences between primary 
and secondary data. 

  Chapter 8.    We have increased coverage of goods 
and service combinations, product lines, and the 
“battle of the brands.” An extended example on 
Coca-Cola replaces one on Yahoo! There’s new cov-
erage on international trademarks spurred by prob-
lems Apple had with “iPad” in China. A new boxed 
teaching note covers the Internet of Things—an 

emerging technology concept with big implications 
for products. We refined our discussion of consumer 
product classes. 

Chapter 9.    Marketers have been giving a lot of at-
tention to the topic of innovation; so we beefed up 
coverage of this critical area. We have new sections 
on: (1) idea generation, (2) “the pivot” as key to new 
product introduction, and (3) stimulating growth in 
mature markets, featuring the recent story of 
 Philadelphia Cream Cheese and different types of 
innovations from the customer’s perspective (with 
some great new examples). We discuss how big data 
can be used to generate new product ideas. A new 
boxed teaching note looks more closely at nature as 
a source of ideas through biomimicry. We also de-
scribe how big data is important to product quality. 
A trade-off in adding these new topics is a cutback in 
our treatment of product  quality. 

Chapter 10.    The use of  multiple  channels of distri-
bution continues to grow—and so does our cover-
age of this trend and related topics here and in 
Chapter 12. We provide a richer explanation of how 
product class relates to channel choice. We added 
discussion of firms using both direct and indirect 
channels and enhanced coverage of multichannel 
distribution. There is a new exhibit covering levels 
of market exposure. Following some feedback, we 
updated and now provide a more careful explana-
tion of channel systems. 

Chapter 11.    We revised our discussion of the 
trade-offs among physical distribution costs, cus-
tomer service level, and sales with a longer, but 
clearer treatment. We describe how transportation 
companies utilize big data to lower costs. We added 
a new Internet Exercise. 

Chapter 12.    Retail is ever-changing. Our chapter- 
opening case features the latest marketing tactics of 
Macy’s—a retailer leading a renaissance in the de-
partment store world. Macy’s use of big data and ef-
fective integration of brick-and-mortar and online 
retailing  fueled its revival. Online retailing contin-
ues to evolve—and this section has received major 
revision, including extensive coverage of showroom-
ing and big data. We also look at mobile shopping. 
To wrap things up, we discuss the ethics of big data 
and retailing. 

Chapter 13.    This chapter always has a lot of new 
examples—students notice dated examples and we 
aim to eliminate them. We refined our coverage of 
promotion objectives and cut back on direct re-
sponse promotion. We added a distinction between 
inbound and outbound promotion. Inspired by a 
new book,  Youtility , a new boxed teaching note ex-
amines firms that focus on using communications to 
help customers. We updated our treatment of bud-
geting for promotion. 
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Chapter 14.    A new boxed teaching note describes 
the use of analytics to match customer service reps 
with customers—a kind of matchmaking that helped 
Assurant Solutions significantly increase customer 
retention. We updated our coverage of personal sell-
ing and information technology. 

Chapter 15.    This chapter on advertising, public-
ity, and sales promotion always has a lot of new cov-
erage and new images. Readers notice when ads and 
photos are not up-to-date, so we pay special atten-
tion to presenting the latest-and-greatest here. Our 
revised coverage of media reflects changes being 
brought on by technology and big data. Online ad-
vertising became “Digital Advertising,” with greater 
attention to advertising on both the Internet and 
cell phones. We cover how big data is used for social 
targeting. We compare the advantages of advertising 
on Google vs. Facebook. Our groundbreaking treat-
ment of social media as a form of publicity has been 
well-received; we built on that to cover new methods 
of social media. We now distinguish paid, earned, 
and owned forms of media. Finally, in order to bet-
ter consolidate our coverage of sales promotion, we 
moved some topics from Chapter 13 to Chapter 15. 

Chapter 16.    We have a new chapter opening case 
scenario focusing on Method Products, Inc. We 
think you and your students will appreciate hearing 
more about this interesting company. New topics ad-
dress the use of big data for dynamic pricing—which 
is now being used in more product-markets. We 
added coverage of paying over time (installment 
plans and leasing) and price-quality relationships. 
We also added a new Internet Exercise. 

Chapter 17.    The chapter opener, while still about 
TVs, was completely re-written around Samsung. 
There is also a new Internet exercise. 

Chapter 18.    We added coverage of the role of the 
Internet in keeping companies honest. Big data has 
lots of controversy around privacy, so we added a 
new section and a boxed teaching note, “Marketers 
Use Big Data—Cool or Creepy,” that helps students 
understand what this trend means. 

 Eighteen Chapters—with an Emphasis on 
Marketing Strategy Planning 
 The emphasis of  Essentials of   Marketing  is on marketing 
strategy planning. Eighteen chapters introduce the 
important concepts in marketing and help the stu-
dent see marketing through the eyes of the manager. 
The organization of the chapters and topics is carefully 
planned. We took special care in writing so that 

 • it is possible to rearrange and use the chapters in 
many different sequences—to fit different needs; 
and 

 • all of the topics and chapters fit together into a 
clear, overall framework for the marketing strat-
egy planning process. 

 Broadly speaking, the chapters fall into three 
groupings. The first seven chapters introduce market-
ing and a broad view of the marketing strategy plan-
ning process. We introduce the marketing strategy 
planning process in Chapter 2 and use this frame-
work as a structure for our coverage of marketing. 
See Exhibit P-3. Chapters 3–7 cover topics such as the 
market environment, competition, segmentation, dif-
ferentiation, and buyer behavior, as well as how mar-
keting information systems and research provide 
information about these forces to improve marketing 
decisions. The second part of the text goes into the 
details of planning the four Ps, with specific attention 
to the key strategy decisions in each area. Finally, we 
conclude with an integrative review and an assess-
ment of marketing’s challenges and opportunities. 

 The first chapter deals with the important role of 
marketing—focusing not only on how a marketing 
orientation guides a business or nonprofit organiza-
tion in the process of providing superior value to cus-
tomers but also on the role of macro-marketing and 
how a market-directed economy shapes choices and 
quality of life for consumers. Chapter 2 builds on 
these ideas with a focus on the marketing strategy 
planning process and why it involves narrowing down 
to the selection of a specific target market and blend-
ing the four Ps into a marketing mix to meet the 
needs of those customers. With that foundation in 
place, Chapter 2 introduces an integrative model of 
the marketing strategy planning process that serves 
as an organizing framework for the rest of the text. 

 Chapter 3 introduces students to the importance 
of evaluating opportunities in the external environ-
ments affecting marketing. This chapter also high-
lights the critical role of screening criteria for 
narrowing down from all possible opportunities to 
those that the firm will pursue. Then, Chapter 4 
shows how analysis of the market relates to segmen-
tation and differentiation decisions, as well as the 
criteria for narrowing down to a specific target mar-
ket and marketing mix. 

 You have to understand customers in order to 
segment markets and satisfy target market needs. So 
the next two chapters take a closer look at  customers . 
Chapter 5 studies the behavioral aspects of the final 
consumer market. Chapter 6 looks at how business 
and organizational customers—like manufacturers, 
channel members, and government purchasers—
are similar to and different from final consumers. 

 Chapter 7 presents a contemporary view of get-
ting  information—from marketing information sys-
tems and marketing research—for marketing 

x
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planning. Chapter 7 includes discussion of how in-
formation technology—ranging from intranets to 
speedy collection of market research data—is trans-
forming the marketing job. This sets the stage for 
discussions in later chapters about how research and 
marketing information improve each area of mar-
keting strategy planning. 

 The next group of chapters—Chapters 8 through 
17—is concerned with developing a marketing mix 
out of the four Ps: Product, Place (involving channels 
of distribution, logistics, and distribution customer 
service), Promotion, and Price. These chapters are 
concerned with developing the “right” Product and 
making it available at the “right” Place with the 
“right” Promotion at the “right” Price to satisfy target 
customers and still meet the objectives of the busi-
ness. These chapters are presented in an integrated, 
analytical way—as part of the overall framework for 
the marketing strategy planning process—so stu-
dents’ thinking about planning marketing strategies 
develops logically. 

 Chapters 8 and 9 focus on product planning for 
goods and services as well as managing product 
quality, new-product development, and the different 
strategy decisions that are required at different 

stages of the product life cycle. We emphasize the 
value of an organized new-product development 
process for developing truly new products that pro-
pel a firm to profitable growth. These chapters also 
detail how quality management approaches can im-
prove implementation, including implementation 
of better service quality. 

 Chapters 10 through 12 focus on Place. Chapter 
10 introduces decisions a manager must make about 
using direct distribution (for example, selling from 
the firm’s own website) or working with other firms 
in a channel of distribution. We put special empha-
sis on the need for channel members to cooperate 
and coordinate to better meet the needs of custom-
ers. Chapter 11 focuses on the fast-changing arena 
of logistics and the strides that firms are making in 
using e-commerce to reduce the costs of storing, 
transporting, and handling products while improv-
ing the distribution service they provide customers. 
Chapter 12 provides a clear picture of retailers, 
wholesalers, and their strategy planning, including 
exchanges taking place via the Internet. This com-
posite chapter helps students see why the big 
changes taking place in retailing are reshaping the 
channel systems for many consumer products. 
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Chapter 4

Chapters
16 & 17

Chapters
8 & 9

Chapters 5 & 6

Chapters 1, 2, & 7

Chapters
13, 14, & 15

Chapter 18

Chapters
10, 11, & 12

Exhibit P–3 Essentials of Marketing and the Marketing Strategy Planning Process
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 Chapters 13 through 15 deal with Promotion. 
These chapters build on the concepts of integrated 
marketing communications, direct-response promo-
tion, and customer-initiated digital communication, 
which are introduced in Chapter 13. Chapter 14 
deals with the roles of personal selling, customer 
service, and sales technology in the promotion 
blend. Chapter 15 covers advertising, publicity, and 
sales promotion, including the ways that managers 
are taking advantage of the Internet and other 
highly targeted media to communicate more effec-
tively and efficiently. 

 Chapters 16 and 17 deal with Price. Chapter 16 
focuses on pricing objectives and policies, including 
use of information technology to implement flexible 
pricing; pricing in the channel; and the use of dis-
counts, allowances, and other variations from a list 
price. Chapter 17 covers cost-oriented and demand-
oriented pricing approaches and how they fit in to-
day’s competitive environments. The careful 
coverage of marketing costs helps equip students to 
deal with the renewed cost-consciousness of the 
firms they will join. 

 The final chapter considers how efficient the 
marketing process is. Here we evaluate the effective-
ness of both micro- and macro-marketing—and we 
consider the competitive, technological, ethical, and 
social challenges facing marketing managers now 

and in the future. Chapter 18 also reinforces the in-
tegrative nature of marketing management and re-
views the marketing strategy planning process that 
leads to creative marketing plans. 

 Three appendices can be used to supplement the 
main text material. Appendix A provides some tra-
ditional economic analysis of supply and demand 
that can be a useful tool in analyzing markets. 
 Appendix B reviews some quantitative tools—or 
marketing arithmetic—which help marketing man-
agers who want to use accounting data in analyzing 
marketing problems. Appendix B also reviews fore-
casting as a way to predict market potential and 
sales for a company’s product. Finally, students es-
pecially appreciate Appendix C—which is about ca-
reer opportunities in marketing. 

 Following Appendix C are 44 written cases. The 
first eight of these supplement video cases are avail-
able to instructors in their video package and on-
line to students. Almost all of the next 36 short 
written cases have been updated with new informa-
tion to make sure they reflect the realities of the 
current marketplace. The focus of these cases is on 
problem solving. They encourage students to apply, 
and really get involved with, the concepts developed 
in the text. At the end of each chapter, we recom-
mend particular cases that best relate to that chapter’s 
content. 
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 The authors of  Essentials of Marketing  and McGraw-
Hill Higher Education have put together a variety of 
resources to supplement your teaching and learning 
experience. We begin with a review of resources spe-
cific to the book and follow that with additional ma-
terials from McGraw-Hill Higher Education. The 
following section offers a walk-through for students 
and instructors. 

 Find the Resources for Teaching– 
Instructor’s Resource CD (IRCD) and 
Instructor Online Learning Center 
 Many of the resources here are available on the In-
structor’s Resource CD, which can be obtained from 
your McGraw-Hill salesperson. All of these resources 
are available on the Instructor side of the Online 
Learning Center (accessible via  www.mhhe.com/

fourps ). If you are not registered, please contact 
your McGraw-Hill salesperson. A secured Instructor 
Library/Resource Center stores your essential 
course materials to save you prep time before class. 

 Teach  Essentials of Marketing  Your Way—
Elements of P.L.U.S. 
Essentials of Marketing  can be studied and used in 
many ways—the  Essentials of Marketing  text material 
is only the central component of our  P rofessional 
L earning  U nits  S ystem (P.L.U.S.) for students and 
teachers. Instructors (and sometimes students) can 
select from our units to develop their own personal-
ized systems. Many combinations of units are possi-
ble, depending on course objectives. As a quick 
overview, in addition to the  Essentials of Marketing
text, the P.L.U.S. package includes a variety of new 
and updated supplements. 
•  Instructor’s Manual to Accompany Essentials of 

Marketing  .  Includes suggestions on how to teach 
the introductory course. Plus, you will find com-
ments on all of the exercises and problems in the 
textbook—Internet Exercises, Ethics Questions, 

Creating  Marketing Plans (for use with the Market-
ing Plan Coach) questions, end of chapter questions 
and problems, and Computer-Aided Problems. 

•  Presentation Resources (PowerPoints).  Our 
“best in the business” multimedia lecture support 
package includes a variety of materials. 
s    Chapter PowerPoint Slides.  For each chapter 

there is a set of PowerPoint presentations for 
a complete lecture that includes television 
commercials and short video clip examples, 
examples of print advertisements that demon-
strate important concepts, and questions to 
use with “clickers” or simply to check if stu-
dents are getting it. 

s  Archive PowerPoint slides.  We also have a set of 
archive slides with a high-quality selection of 
ads and photos. The archive slides also in-
clude slides with material that we may have 
cut from this edition of the book. 

s  YouTube PowerPoint slides.  NEW with this edi-
tion, we have added more than 80 slides with 
embedded YouTube videos. Bring virtual 
guest speakers, viral videos, case studies, and 
new ads to your classroom presentations. 

s    Multimedia Lecture Support Guide.  This guide 
supports the presentation slides and includes 
detailed lecture scripts, outlines, and archives. 
It also includes a list of all the YouTube Power-
Points and suggestions for their use with each 
chapter. 

•  Teaching Videos, Video Cases & Video Clips 1
Video Instructor’s Manual.  The video package 
includes 31 full-length videos. In addition, we 
have 138 short (1 to 4 minutes) video clips—
many integrated into the PowerPoint presenta-
tion slides. See the Video Instructor’s Manual for 
more ideas about how to use the videos in class. 

•  Bank of Objective Test Questions.  Our test 
bank includes more than 5,000 objective test 
questions—every question developed or edited by 
the authors to ensure it works seamlessly with the 
text. McGraw-Hill’s EZ-Test program facilitates the 

 Teaching and Learning 
Resources 
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creation of tests. We take great pride in having a 
test bank that works for students and instructors. 

•  Computer-Aided Problems.  This easy-to-use 
spreadsheet software program works with exer-
cises at the end of each chapter to help develop 
the analytical skills needed by today’s managers. 

•  Marketing Plan Coach.  This online software tool 
helps students build marketing plans using mate-
rials and concepts directly from the textbook. It 
was created by the authors specifically for use 
with  Essentials of Marketing . 

•  Learning with Ads.  These are great for visual 
learners, allowing them to preview or study con-
cepts from each chapter and examine applications 
in real print ads. About 10 to 15 ads per chapter. 

  •   Connect Marketing with LearnSmart (further de-

tails provided below).  The Connect package al-
lows you to add any or all of the following 
teaching and learning resources to your class. 
  s   Connect Interactive Applications —an online as-

signment and assessment solution that con-
nects students with the tools and resources 
they’ll need to achieve success. McGraw-Hill 
has partnered with Blackboard to deliver the 
content and tools directly inside your learning 
management system. 

s     LearnSmart —an adaptive learning program that 
identifies what an individual student knows and 
doesn’t know. LearnSmart’s adaptive learning 
path helps students learn faster, study more 
efficiently, and retain more knowledge. 

s     Practice Marketing Simulation— an online, inter-
active learning environment that simulates 
the full marketing mix as well as market seg-
mentation and targeting. 

  •   Teach the 4 Ps   Social Media Family.  This blog pro-
vides links to online articles, blog posts, videos, 
video clips, and commercials. The site is a great way 
to stay up-to-date and bring current content into 
your classroom. Many of these posts will also appear 
on the  Learn the 4 Ps  website that targets students. 

  •   Learn the 4 Ps   Social Media Family.  A blog, Face-
book page, and Twitter feed offer links to current 
online articles, websites, podcasts, and videos—
providing motivated students more ways to learn 
about marketing. 

•  Cartridges for Blackboard.  Our textbook pack-
age includes materials that can be integrated 
with this popular learning management system. 

 McGraw-Hill Connect 
  Connect  is an all-digital 
teaching and learning 
environment designed 
from the ground up to 

work with the way instructors and students think, 
teach, and learn. As a digital teaching, assignment, 
and assessment platform,  Connect  strengthens the 
link among faculty, students, and coursework, help-
ing everyone accomplish more in less time. 

 LearnSmart 
  The smartest way to get from B to A  
 LearnSmart is the most widely used and intelligent 
adaptive learning resource. It is proven to strengthen 
memory recall, improve course retention, and boost 
grades by distinguishing between what students know 
and what they don’t know and honing in on the con-
cepts that they are most likely to forget. LearnSmart 
continuously adapts to each student’s needs by build-
ing an individual learning path. As a result, students 
study smarter and retain more knowledge. 

 SmartBook 
A revolution in reading
 Fueled by LearnSmart, SmartBook is the first and 
only adaptive reading experience available today. 
SmartBook personalizes content for each student in 
a continuously adapting reading experience. Read-
ing is no longer a passive and linear experience, but 
an engaging and dynamic one where students are 
more likely to master and retain important con-
cepts, coming to class better prepared. 

 McGraw-Hill Connect Plus 
 McGraw-Hill Education 
reinvents the textbook-
learning experience for 

today’s students with  Connect Plus,  providing stu-
dents with a cost-saving alternative to the traditional 
textbook. A seamless integration of a media rich 
eBook and  Connect, Connect Plus  provides all of the 
Connect  features plus the following: 

Grade Distribution

Without 
LearnSmart

A
30.5%

B
33.5%

C
22.6%

A
19.3%

B
38.6%

C
28.0%

With 
LearnSmart

58% more As
with LearnSmart

With 
LearnSmart

Without 
LearnSmart

Student Pass Rate

25% more students
passed with LearnSmart
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•  A web-optimized eBook, allowing for anytime, 
anywhere online access to the textbook. 

•  Powerful search function to pinpoint and con-
nect key concepts in a snap. 

•  Highlighting and note-taking capabilities as well 
as access to shared instructors’ notations. 

 Create 
 Instructors can now tai-
lor their teaching re-
sources to match the 
way they teach! With 

McGraw-Hill Create, www.mcgrawhillcreate.com, in-
structors can easily rearrange chapters, combine ma-
terial from other content sources, and quickly 
upload and integrate their own content, like course 
syllabi or teaching notes. Find the right content in 
Create by searching through thousands of leading 
McGraw-Hill textbooks. Arrange the material to fit 
your teaching style. Order a Create book and receive 
a complimentary print review copy in three to five 
business days or a complimentary electronic review 
copy via e-mail within one hour. Go to www.

mcgrawhillcreate.com today and register. 

 Tegrity Campus 
 Tegrity makes class 
time available 24/7 by 
automatically captur-

ing every lecture in a searchable format for students 
to review when they study and complete assign-
ments. With a simple one-click start-and-stop pro-
cess, you capture all computer screens and 
corresponding audio. Students can replay any part 
of any class with easy-to-use browser-based viewing 
on a PC or Mac. Educators know that the more stu-
dents can see, hear, and experience class resources, 
the better they learn. In fact, studies prove it. With 
patented Tegrity “search anything” technology, stu-
dents instantly recall key class moments for replay 
online or on iPods and mobile devices. Instructors 
can help turn all their students’ study time into 
learning moments immediately supported by their 
lecture. To learn more about Tegrity, watch a two-
minute Flash demo at http://tegritycampus.mhhe.

com. 

 Blackboard ®  
Partnership 
 McGraw-Hill Education 
and Blackboard have 
teamed up to simplify 
your life. Now you and 
your students can access 

Connect  and Create right from within your Black-
board course—all with one single sign-on. The 
grade books are seamless, so when a student com-
pletes an integrated  Connect  assignment, the grade 
for that assignment automatically (and instantly) 
feeds your Blackboard grade center. Learn more at 
www.domorenow.com. 

 McGraw-Hill Campus™ 
 McGraw-Hill Campus is 
a new one-stop teach-
ing and learning expe-
rience available to users 

of any learning management system. This institutional 
service allows faculty and students to enjoy single sign-
on (SSO) access to all McGraw-Hill Higher Education 
materials, including the award-winning McGraw-Hill 
Connect  platform, from directly within the institution’s 
website. With McGraw-Hill Campus, faculty receive in-
stant access to teaching materials (e.g., eTextbooks, 
test banks, PowerPoint slides, animations, learning ob-
jects, etc.), allowing them to browse, search, and use 
any instructor ancillary content in our vast library at 
no additional cost to instructor or students. In addi-
tion, students enjoy SSO access to a variety of free con-
tent (e.g., quizzes, flash cards, narrated presentations, 
etc.) and subscription-based products (e.g., McGraw-
Hill  Connect ). With McGraw-Hill Campus enabled, fac-
ulty and students will never need to create another 
account to access McGraw-Hill products and services. 
Learn more at www.mhcampus.com. 

 Assurance of Learning Ready 
 Many educational institutions today focus on the no-
tion of  assurance of learning,  an important element of 
some accreditation standards.  Essentials of Marketing 
 is designed specifically to support instructors’ assur-
ance of learning initiatives with a simple yet power-
ful solution. Each test bank question for  Essentials of 
Marketing  maps to a specific chapter learning objec-
tive listed in the text. Instructors can use our test 
bank software, EZ Test and EZ Test Online, to easily 
query for learning objectives that directly relate to 
the learning outcomes for their course. Instructors 
can then use the reporting features of EZ Test to ag-
gregate student results in similar fashion, making 
the collection and presentation of assurance of 
learning data simple and easy. 

 AACSB Tagging 
 McGraw-Hill Educa-
tion is a proud cor-
porate member of 
AACSB  International. 
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Understanding the importance and value of AACSB 
accreditation,  Essentials of Marketing  recognizes the 
curricula guidelines detailed in the AACSB stan-
dards for business accreditation by connecting se-
lected questions in the text and the test bank to the 
six general knowledge and skill guidelines in the 
AACSB standards. The statements contained in 
Essentials of Marketing  are provided only as a guide 
for the users of this textbook. The AACSB leaves 
content coverage and assessment within the purview 
of individual schools, the mission of the school, and 
the faculty. While the  Essentials of Marketing  teaching 
package makes no claim of any specific AACSB qual-
ification or evaluation, we have   labeled selected 
questions according to the six general knowledge 
and skills areas. 

 McGraw-Hill Customer Experience Group 
Contact Information 
 At McGraw-Hill Education, we understand that 
 getting the most from new technology can be 
 challenging. That’s why our services don’t stop after 
you purchase our products. You can e-mail our 
Product Specialists 24 hours a day to get product 
training online. Or you can search our knowledge 
bank of Frequently Asked Questions on our support 
website. For Customer Support, call 800-331-5094 or 
visit www.mhhe.com/support. One of our Technical 
Support Analysts will be able to assist you in a timely 
fashion. 

 Responsibilities of Leadership 
 In closing, we return to a point raised at the begin-
ning of this preface.  Essentials of   Marketing  has been a 
leading textbook in marketing since its first edition. 
We take the responsibilities of that leadership 
 seriously. We know that you want and deserve the 
very best teaching and learning materials possible. It 
is our commitment to bring you those materials—
today with this edition and in the future with subse-
quent editions. 

 We recognize that fulfilling this commitment re-
quires a process of continuous improvement. Revi-
sions, updates, and development of new elements 
must be ongoing—because needs change. You are 
an important part of this evolution, of this leader-
ship. We encourage your feedback. The most effi-
cient way to get in touch with us is to send an e-mail 
message to Joe.Cannon@colostate.edu. If you prefer 
the traditional approach, send a letter to Joe  Cannon 
at Colorado State University, College of Business, 
Fort Collins, CO 80528-1278, United States of 
 America. Thoughtful criticisms and suggestions 
from students and teachers alike have helped to 
make  Essentials of Marketing  what it is. We hope that 
you will help make it what it will be in the future. 

  William D. Perreault, Jr.  

  Joseph P. Cannon  

  E. Jerome McCarthy  

xvi
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  Essentials of Marketing  Helps You Learn about Marketing 
and Marketing Strategy Planning 
At its essence, marketing strategy planning is about fi guring out how to do a superior job 
of satisfying customers. With that in mind, the 14th edition of  Essentials of   Marke  t  ing  was 
developed to satisfy your desire for knowledge and add value to your course experience. 
Not only will this text teach you about marketing and marketing strategy planning, but its 
design, pedagogy, and supplements package were developed to work well with the text 
and a variety of study situations. 

 Each person has a different approach to studying. Some may focus on reading that is 
covered during class, others prefer to prepare outside of the classroom and rely heavily 
on in-class interaction, and still others prefer more independence from the classroom. 
Some are more visual or more “hands on” in the way they learn, and others just want 
clear and interesting explanations. To address a variety of needs and course situations, 
many hours went into creating and designing the  Essentials of   Ma  r  keting  textbook and 
other learning materials. We highlight how you can use these materials in the following 
section. 

 Take a moment now to learn more about all of the resources available to help you best 
prepare for this course and—whether you plan to work in marketing or not—for your 
future career. 

 Let’s Walk through 
Your  Essentials of   
Marketing  Textbook . . . xvii
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  Essentials of Marketing:  An Innovative Marketing Experience 
 With 18 chapters that introduce the important concepts in marketing management, you will see all aspects of 
marketing through the eyes of the marketing manager. The first seven chapters introduce marketing and 
give you a framework for understanding marketing strategy planning in any type of organization, and then 
the next section of the text takes you into planning the four Ps of marketing (Product, Place, Promotion, and 
Price) with specific attention to the key strategy decisions in each area. The text concludes with a review and 
assessment of marketing’s challenges and opportunities. 

  Essentials of   Marketing  pioneered the “four Ps” approach to organize and describe managerial marketing 
for introductory marketing courses. This new edition covers the dynamic changes taking place in marketing 
management and the market environment. Essentials of Marketing, 14th edition, will help you understand 
 today’s best marketing practices and ideas. 

 Start each chapter with an overview 
 Each chapter begins with an in-depth case study developed specifically to motivate your interest and highlight 
a real-life example of the learning objectives and specific marketing decision areas covered in that chapter. 
Each case study is accompanied by a list of learning objectives that will help you understand and identify im-
portant terms and concepts covered in the chapter. We recommend you read the opening case and learning 
objectives and then take just a few minutes to skim through the chapter, check out the exhibits, pictures, and 
headings before reading the conclusion. This preview gives you a picture of the chapter and how it fits 
 together—and research shows that it helps to increase your comprehension of the reading. 

1C H A P T E R  O N E
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   Marketing’s Value 
to Consumers, Firms, 
and Society 
 When it’s time to roll out of bed in the morning, does the 
Songza app on your Apple iPhone play the “Waking Up 
Happy” playlist, or is it your roommate blasting Luke Bryan? 
Do you start your day with a quick run while wearing your 
Adidas hoodie, Under Armour shorts, and Nike shoes? Not 
this morning. You slept in and now you barely have time to 
throw on your Levi’s jeans, shirt from Zara, and new Sperry 
Top-Sider shoes before meeting a friend at Starbucks. You 
need a quick bite at home before you go. Will it be a Chobani 
pineapple flavored Greek yogurt and an Einstein’s bagel with 
Philadelphia Cream Cheese? Or maybe a bowl of General 
Mills Cheerios topped with skim milk and sliced Chiquita ba-
nana, with a glass of calcium-fortified Simply Orange juice to 
start your day? If you hurry, your roommate can give you a 
ride to school in her new Ford C-Max Hybrid car, although 
you could ride your Specialized bike or take the bus that the 
city bought from Mercedes-Benz. 

 When you think about it, you can’t get very far into a day 
without bumping into marketing—and what the whole mar-
keting system does for you. It affects every aspect of our 
lives—often in ways we don’t even consider. 

 In other parts of the world, people wake up each day to 
different kinds of experiences. A family in rural Africa may 
have little choice about what food they will eat or where 
their clothing will come from. In some countries, economic 
decisions are still made by government officials. But in the 
world’s most developed countries, consumers determine 
what’s on store shelves. If no one buys a particular color, size, 
or style, then companies no longer produce it. So you may 
have trouble finding Cheerios in Tokyo, where they are more 
likely to eat Kokuho Rose Rice for breakfast. 

 One brand found around the world is Nike. How has Nike 
become the choice for so many professional and casual ath-
letes around the world? Is it the more than $800 million Nike 
spends each year for endorsements from star athletes like 
Kevin Durant and Cristiano Ronaldo? Maybe it’s the innova-
tions, like Nike’s lightweight Flyknit running shoes and the 
wearable technology in its Nike +  products. How do the 
24,000 retailers that carry Nike products contribute? Do 
Nike’s connections with customers on Twitter, Instagram, and 

Facebook build customer relationships? Do these increase 
sales? 

 Almost 50 years ago Phil Knight and his college track 
coach, Bill Bowerman, founded Blue Ribbon Sports (later re-
named Nike) to distribute Japanese running shoes. A few 
years later they were designing, producing, and selling ath-
letic shoes. Today Nike is the 25th most valuable brand in the 
world, with annual sales of more than $21 billion. Part of its 
success comes from adapting its marketing strategy to 
changing market conditions—but Nike hasn’t always adapted 
quickly enough. Back in the early 1980s, Nike was so focused 
on running shoes that it missed the aerobics shoe craze and 
fell behind rival Reebok. Nike profits plummeted so quickly 
that only aggressive cost-cutting saved the company. 

 After Nike signed Michael Jordan to endorse its basket-
ball shoes in 1984, the Air Jordan line took the market by 
storm. It didn’t hurt when Nike’s advertising agency came up 
with the “Just Do It!” slogan and an advertising campaign 
that covered television, magazines, and billboards around 
the world. This helped carry Nike through the 1990s and its 
profits soared on rising sales aided by low-cost foreign 
 production. 

 Then, in the late 1990s, the company came under attack 
when it was reported that some of its suppliers used child 
labor. At first Nike denied responsibility, claiming it couldn’t 
control how its suppliers operated. But public protest 
showed that society expected more from a large, successful 
corporation, and Nike began to closely monitor its suppliers’ 
labor practices. 

 Since then Nike’s social responsibility efforts have turned 
around its reputation. For example, Nike leads a group of 10 
partners in the GreenXchange, a web-based marketplace 
where member firms collaborate and share ideas to foster 
sustainability. Nike’s Reuse-A-Shoe program turns old shoes 
into Nike Grind, which is used as a surface on playgrounds, 
gym floors, and running tracks. 

 These days Nike targets growth in emerging markets like 
China. Nike’s goal is to sell $4 billion there by 2015—almost 
doubling what it sold there in 2010. Nike is courting Chinese 
consumers, who are crazy about basketball and LeBron 

3
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 The exhibits, photos, and ads will help you understand the concepts . . . 
 After introducing the Marketing Strategy Planning 
Process model in Chapter 2, we begin each chapter 
with an exhibit that clearly organizes the chapter’s 
content. The exhibit does two things that you 
should notice. First, it shows how the topic in this 
chapter fits as a piece in the larger marketing strat-
egy planning process—its fit with the rest of the 
content in the book. Second, the figure will show 
how that chapter’s concepts fit together—another 
way to “preview” the chapter. 
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Best opportunities to pursue

Evaluating Opportunities
 • Screening criteria
 • Planning grids

Competitors
 • Current
 • Prospective

Company
• Objectives
• Resources

External Market
Environment 
 • Economic
 • Technological
 • Political and legal
 • Cultural and social

Segmentation
and Targeting

Company
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Exhibit 3–1 Marketing Strategy Planning, Competitors, Company, and External Market Environment
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Exhibit 2–5 
Strategy Decision Areas 
Organized by the Four Ps

• Physical good
• Service
• Features
• Benefits
• Quality level
• Accessories
• Installation
• Instructions
• Warranty
• Product lines
• Packaging
• Branding

• Objectives
• Channel type
• Market
 exposure
• Kinds of     
 intermediaries
• Kinds and       
 locations of
 stores
• How to handle
 transporting
 and storing
• Service levels
• Recruiting
 intermediaries
• Managing        
 channels

• Objectives
• Promotion
 blend
• Salespeople
  Kind       
  Number
  Selection
  Training
  Motivation
• Advertising
  Targets
  Kinds of ads
  Media type
  Copy thrust
  Prepared by
  whom
• Publicity
• Sales
 promotion

• Objectives
• Flexibility
• Level over 
 product life
 cycle
• Geographic
 terms
• Discounts
• Allowances

Product Place Promotion Price
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Exhibit 4–3 
Narrowing Down 
to Target Markets

Homogeneous (narrow)
product-markets

Single
target
market

Multiple
target

markets

Combined
target

markets

All customer needs

Narrowing
down to
specific
product-
market

Segmenting into
possible target
markets

Selecting target
marketing
approach

Some generic market

One broad product-
market

per61043_ch04_090-115.indd Page 97  10/12/13  11:28 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles

Exhibit 5–8  An Expanded Model of Consumer Behavior

Marketing mixes All other stimuli

Culture Purchase
situation

Social
influences

Psychological
variables

Economic
needs

Feedback based on experience

Postpone decision

Consumer decision process
Routinized response

Experience
after the
purchase

Purchase
decision

Problem solving
 • Information search 
 • Identify alternatives
 • Set criteria
 • Evaluate alternatives

Need
awareness
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 The four Ps are just one way we organize 
marketing concepts for you. We know that 
many students learn best with “conceptual 
organizers,” figures, charts, and tables that 
help organize thinking and provide an easy 
way to remember key concepts. When you 
see these figures, study them for a minute 
and think about how they help you under-
stand and learn new marketing concepts. 
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 Think critically about the issues facing marketing managers . . . 
 This book includes a variety of different opportunities for you to learn about the types of decisions facing real 
marketing managers. Stop and think about the Ethics Questions you confront in your reading. Visit the web-
sites we call out in the Internet Exercises and think about the questions posed. At the end of each chapter, we 
suggest some cases—which are interesting situations faced by real marketers. You can find the cases near the 
end of the book. 

You are a salesperson for a company that manufactures industrial lighting used in facto-
ries. During a recent sales call, an engineer at your customer firm comments about a new 
energy-saving lightbulb that his company is testing for a competing supplier. Your com-
pany was not aware of the competitor’s new product—which you think may make one of 
your product lines obsolete. Should you pass this competitive intelligence to your sales 
manager? Should you question the engineer or others at the customer firm to learn more? 
If you gather more information, should you share that with your company?
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 SUGGESTED CASES 
  2. Golden Valley Foods Video Case 4. Potbelly Sandwich 
  6. Applied Steel Video Case 5. Suburban Regional Shopping Malls 
  22. Bright Light Innovations 
  33. Kennedy & Gaffney 
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 A marketing man-
ager should actively 
seek information about 
current and potential 
competitors. Although 
most firms try to keep 
the specifics of their 
plans secret, much pub-
lic information may be 
available. Sources of 
competitor informa-
tion include trade pub-
lications, alert sales 
reps, suppliers, and 
other industry experts. In business markets, customers may be quick to ex-
plain what competing suppliers are offering. 

 Actively seek 
information about 
competitors 

Internet Exercise

A marketing manager for Netflix may find it helpful 
to know more about how competitors advertise on 
search pages (like Google and Yahoo!). The website 
KeywordSpy (www.keywordspy.com) offers that 
information and more. Go to this site and type “dvd 
rental” into its search bar. Click on the tab for PPC 
competitors. What competitors are identified? What 
information can you learn about Netflix and its 
competitors at this site? How could this information 
help Netflix’s marketing manager?
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xx

 TOMS started by selling 
shoes on a one-for-one model; 
for each pair of shoes TOMS 
sells, it gives a pair to a person 
in need. 
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 Full-color photos and 
current ads are carefully 
placed in every chapter. They 
provide a visual demonstration 
of key concepts and emphasize 
important ideas discussed in 
the chapter. 

per61043_fm_i-xlv.indd Page xx  17/01/14  10:25 AM user per61043_fm_i-xlv.indd Page xx  17/01/14  10:25 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



w
w

w
.m

h
h

e
.co

m
/fo

u
rp

s
  

E
S

S
E

N
T

IA
L

S
 O

F
 M

A
R

K
E

T
IN

G
 14

e
 

P
e

rre
a

u
lt / C

a
n

n
o

n
 / M

cC
a

rth
y

xxi

 Beyond the book 
 Check out all the online resources for   Essentials of   Marketing . Through computers and the Internet, there are 
many additional features to help you learn about marketing. We have designed the  Essentials of   Marketing  learn-
ing package to give you a variety of different ways to learn and study. So if you are looking for other pathways 
to learning, check out what you can find at the Online Learning Center (www.mhhe.com/fourps),  Learn the 4 
Ps  website (www.learnthe4ps.com), and through  Connect Marketing  for  Essentials of   Marketing.  See Exhibit W-1. 

 Exhibit W–1 Online Resources in the Essentials of Marketing Learning Package

  Online Learning
 Center (OLC) Learn the 4 Ps Connect Marketing

Description Essentials of Blog, Twitter, and Available with some
 Marketing site Facebook sites book packages.

Availability www.mhhe.com/fourps learnthe4ps.com See your instructor

Student Chapter Quizzes—10 multiple-choice 
questions per chapter—check if you’re ready for 
your next exam.

Computer-Aided Problems (CAPs)—easy-to-use 
spreadsheet software program works with exercises 
at the end of each chapter to develop analytical skills 
needed by today’s managers.

Marketing Plan Coach—this online software tool 
helps students build marketing plans by drawing on 
concepts from Essentials of Marketing. 

Learn the 4 Ps—pick your favorite way to stay current 
with online articles, websites, podcasts, and videos 
delivered on a blog, Twitter, and Facebook.

Connect Quizzes—20 multiple-choice questions per 
chapter—check if you’re ready for your next exam.

Learning with Ads—a great way to preview  concepts 
from each chapter and see how they are applied in 
real print ads. 
Video Cases—clips from video cases in the book. 

LearnSmart—an adaptive learning system designed to 
help students learn faster, study more efficiently, and 
retain more knowledge. 

Connect Homework—homework exercises (available 
with some book packages—instructor set-up 
required).

x x

x x

x x
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 Explore special topics . . . 
 Each chapter includes a boxed scenario to help you learn 
more about a particular marketing topic. 

71

New approaches to manufacturing create fresh opportu-
nities for marketing managers. 3D printing technology allows 
production of three-dimensional objects of any shape from a 
computer model. Computer-aided design (CAD) software is 
used to create a computer image of the object. A 3D printer 
uses that model to precisely build the object by adding layer 
upon layer of anything from plastic to titanium.

3D technology offers several benefits over traditional 
manufacturing. First, concepts go from idea to reality 
quickly. New product ideas can be prototyped, tested, and 
improved in hours, not weeks. Second, existing items can 
easily be scanned (in three dimensions) and quickly re- 
produced to create exact replicas or to improve an origi-
nal. Third, 3D printing can offer cost savings on 
manufacturing through reduced shipping and packaging 
costs. This is especially true for custom, one-off items.

One promising application of 3D printing emerges from 
medicine, where the technology can be used to create 
body parts. Take the success story of Kaiba Gionfriddo. A 
birth defect caused his windpipe to collapse—threatening 
his life. So at age three months, doctors designed a custom 
splint they placed in Kaiba’s throat to help him breathe. The 
printed splint uses a special plastic that degrades slowly 
(over three years) while Kaiba’s body creates healthy tissue 
to replace it. Kaiba owes his life to a 3D printed part.

After a table saw accident mangled South African car-
penter Richard Van As’ fingers, he searched online for an 

affordable prosthe-
sis. At thousands of 
dollars, they were 

beyond what he could afford. Searching for help online, he 
ran across American special effects artist and puppeteer 
Ivan Owen, and the two developed an unlikely partnership 
that created technology to help Van As’ dexterity. As pub-
licity of their collaboration spread, they received a call from 
a woman whose five-year-old son was born without fingers 
on one hand. In less than a week, the two men created a 
crude mechanical hand, and later, using 3D printing, an im-
proved version. The inventors posted the design and in-
structions for “Robohand” on a public website so others 
can download the plans. Now, with a small 3D printer and 
less than $150 in parts, anyone can make a new hand.

Someday medical researchers expect to print human 
tissue, bones, and entire organs, but it doesn’t stop there. 
Architectural engineers working with concrete hope to 
someday print whole buildings. An entrepreneur has al-
ready built a car using 3D printed plastic parts. And the 
military expects to use 3D printers on the battlefield to 
print parts to fix a tank or firearm.

While new technologies create opportunities, there can 
also be threats. Plans for printing guns have already been 
posted on the Internet. Counterfeit goods will become 
more widespread when physical goods can be very easily 
copied. As with most new technologies, ethics, norms, and 
laws will emerge to provide guidance. But it appears that 
3D printing will lead to breakthrough opportunities—
“hands down” it’s a winner.8

3D Printing Set to Save Time, Money, and Lives
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     Available for free at the  Essentials of Marketing  website (www.mhhe.com/fourps) 

 Help me study for my next 
test! 
 The  Essentials of   Marketing  website has 
Student Chapter Quizzes—10 self-test 
questions for each chapter. 

 Learn how marketing 
managers use numbers and 
spreadsheets to analyze data 
and make marketing 
decisions! 
 Our Computer-Aided Problems (we 
call them CAPs) allow you to apply 
concepts from the book while you 
develop and hone analytical skills 
needed by today’s marketing man-
agers. The CAPs are also available 
in the student resources area of 
Connect Marketing  for  Essentials of   
Marketing.  

xxii
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 I want to write a marketing plan! 
 Check out the  Marketing Plan Coach —it connects the concepts in your textbook with a real marketing plan. 
This website was designed by the authors of  Essentials of   Marketing —so it really works with your book. The  Mar-
keting Plan Coach  is also available in the student resources area of  Connect Marketing  for  Essentials of   Marketing.  

 Stay current at  Learn the 4 Ps —we 
have a blog (www.learnthe4ps.com), 
Twitter feed (@learnthe4ps), and 
Facebook page (www.facebook.
com/learnthe4ps.com). 
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  Connect  ®   Marketing  for  Essentials of   Marketing —More 
Interactivity and More Ways to Learn 
Connect Marketing  is a premium resource—it may be included in the package your instructor chose for your 
textbook.  Connect Marketing  for  Essentials of   Marketing  includes some of the same materials you can find at the 
Online Learning Center for Essentials of Marketing : (1) student chapter quizzes, (2) Computer-Aided Problems 
(CAPs), and (3)  Marketing Plan Coach.  In addition, in  Connect Marketing,  you can find premium materials: 
(1)  Connect  quizzes, (2) Learning with Ads, (3) Video Cases, (4) LearnSmart, and (5)  Connect  assignments. 

 What do I get with  Connect Marketing  ?  

1.   Connect  Quizzes—study for 
that next test with 20 multiple-
choice questions per chapter. 

  2.  Learning with Ads—a great way 
to preview ideas from each 
chapter. You can look through 
print ads and read comments 
for ideas about how a chapter’s 
concepts are applied by real 
companies. Great for visual 
learners. 
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3.  Video Cases—get ready access 
to video clips from our video 
cases. Listen to and watch 
successful marketing in action. 

  4.  LearnSmart™—
LearnSmart is an adap-
tive learning system 
designed to help you 
learn faster, study 
more efficiently, and 
retain more knowledge 
for greater success. 
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5.   Connect  ®  Assignments— -
Connect Marketing  assign-
ments give you interactive 
and engaging exercises. You 
get to apply the concepts you 
have learned in the book and 
you get immediate  feedback. 
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Essentials of   Marketing  has been influenced and im-
proved by the inputs of more people than it is pos-
sible to list. We want to express our appreciation to 
those who have played the most significant roles, es-
pecially in this edition. 

 We are especially grateful to our many students 
who have criticized and made comments about ma-
terials in  Essentials of   Marketing.  Indeed, in many 
ways, our students have been our best teachers. 

 We owe our greatest debt of gratitude to Lin Davis. 
The book probably wouldn’t exist if it weren’t for 
her—because without her help it would have been 
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that time, she has made contributions in every aspect 
of the text and package. Over the years she spent 
countless hours researching photos and case histo-
ries, and she critiqued thousands of manuscript pages 
through countless revisions of the text and all the ac-
companying materials. She has reviewed, edited, and 
critiqued every word we’ve written. Her hard work, 
positive attitude, and dedication to quality through-
out the whole process is without match. Lin cut back 
on the time she put into this edition of  Essentials of 
Marketing  as she moved into semi-retirement. Yet her 
mark on this project is indelible. We could not have 
asked for a better friend and colleague. 

 Many improvements in recent editions were stim-
ulated by feedback from a number of colleagues 
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helpful contributions of: 
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 We’ve always believed that the best way to build 
consistency and quality into the text and the other 
P.L.U.S. units is to do as much as possible ourselves. 
With the growth of multimedia technologies, it’s 
darn hard to be an expert on them all. But we’ve 
had spectacular help in that regard. 

 The lecture-support PowerPoints have been a tre-
mendous effort over many editions. We appreciate 
the efforts of Jay Carlson, Mandy Noelle Carlson, 
David Urban, Milt Pressley, and Lewis Hershey for 
their creative work on the lecture-support Power-
Point presentation slides. 

 Nick Childers at Shadows and Light Creative Ser-
vices has been the guru behind the scenes in pro-
duction work on the video package for many 
editions. He also worked with us in developing the 
first versions of our CDs. Nick Childers and Debra 
Childers continue to play an important role not 
only in the videos but in multimedia innovations. 

 For several editions, Judy Wilkinson has played a 
big role as producer of the video series for the book. 
In that capacity, she worked closely with us to come 
up with ideas, and she provided guidance to the tal-
ented group of marketing professors and managers 
who created or revised videos for this edition. Judy 
also is the author of several outstanding video seg-
ments. We express respect for and deep apprecia-
tion to Judy for her work on the video series. 

 Of course, like other aspects of  Essentials of   Mar-
keting,  the video series has evolved and improved 
over time, and its current strength is partly due to 
the insights of Phil Niffenegger, who served as pro-
ducer for our early video efforts. The video series 
also continues to benefit from the contributions of 
colleagues who developed videos in earlier edi-
tions. They are 

 Gary R. Brockway Linda Mothersbaugh 
 James Burley Michael R. Mullen 
 David Burns Phillip Niffenegger 
 Debra Childers Deborah Owens 
 Martha O. Cooper Thomas G. Ponzurick 
 Carolyn Costley George Prough 
 Angie Fenton Peter Rainsford 
 W. Davis Folsom Jane Reid 
 Pam Girardo Clinton Schertzer 
 Brenda Green Roger Schoenfeldt 
 Douglas Hausknecht Thomas Sherer 
 Scott Johnson Jeanne M. Simmons 
 Bart Kittle Walter Strange 
 Gene R. Lazniak Jeff Tanner 
 Bill Levy Ron Tatham 
 Charles S. Madden Rollie O. Tillman 
 Don McBane Carla Vallone 
 W. Glynn Mangold Robert Welsh 
 Becky Manter Holt Wilson 
 Robert Miller Poh-Lin Yeou 
 J. R. Montgomery 

 Faculty and students at our current and past aca-
demic institutions—Michigan State University, 
University of North Carolina, Colorado State Univer-
sity, Emory, Notre Dame, University of Georgia, 
Northwestern University, University of Oregon, Uni-
versity of Minnesota, and Stanford University—have 
significantly shaped the book. Professor Andrew A. 
Brogowicz of Western Michigan University contrib-
uted many fine ideas to early editions of the text and 
supplements. Neil Morgan, Charlotte Mason, Rich 
Gooner, Gary Hunter, John Workman, Nicholas 
Didow, Barry Bayus, Ken Manning, and Ajay Menon 
have provided a constant flow of helpful suggestions. 

 We are also grateful to the colleagues with whom 
we collaborate to produce international adapta-
tions of the text. In particular, Lindsey Meredith, 
Lynne Ricker, Stan Shapiro, Ken Wong, and Pascale 
G. Quester have all had a significant impact on  Es-
sentials of   Marketing.  

 The designers, artists, editors, and production 
people at McGraw-Hill/Irwin who worked with us 
on this edition warrant special recognition. All of 
them have shared our commitment to excellence 
and brought their own individual creativity to the 
project. First, we should salute Christine Vaughan, 
who has done a great (and patient) job as produc-
tion manager for the project. Without her adaptive 
problem solving, we could not have succeeded with 
a (very) rapid-response production schedule—
which is exactly what it takes to be certain that 
teachers and students get the most current informa-
tion possible. 

 Gabriela Gonzalez worked as development edi-
tor on this edition; her insight and project manage-
ment skills are much appreciated. Our executive 
editor, Sankha Basu, provides a valuable perspective 
on the  Essentials of   Marke  t  ing  franchise. His ideas 
have had a great impact on the book. 

 The layout and design of the book included a 
great team of professionals. Keith McPherson is a 
long-time creative and valued contributor to  Essen-
tials of   Marketing . He is a great talent and we sin-
cerely appreciate his past efforts that continue to be 
reflected in the book’s design. We sincerely appreci-
ate the talents of Pam Verros who created the inte-
rior and cover for this edition of  Essentials of
Marketing . We also appreciate Mike Hruby, who 
again tracked down permissions for photos and 
ads we selected to use to illustrate important ideas. 
Kendra Miller helped edit this edition of the book 
and brought new energy and insight along with a 
sharp eye for detail. 

 Our marketing manager, Donielle Xu, has 
brought creativity, energy, and great ideas to the 
book. Her assistant, Liz Steiner, has also been ex-
tremely helpful. 
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3

   Marketing’s Value 
to Consumers, Firms, 
and Society 
 When it’s time to roll out of bed in the morning, does the 
Songza app on your Apple iPhone play the “Waking Up 
Happy” playlist, or is it your roommate blasting Luke Bryan? 
Do you start your day with a quick run while wearing your 
Adidas hoodie, Under Armour shorts, and Nike shoes? Not 
this morning. You slept in and now you barely have time to 
throw on your Levi’s jeans, shirt from Zara, and new Sperry 
Top-Sider shoes before meeting a friend at Starbucks. You 
need a quick bite at home before you go. Will it be a Chobani 
pineapple flavored Greek yogurt and an Einstein’s bagel with 
Philadelphia Cream Cheese? Or maybe a bowl of General 
Mills Cheerios topped with skim milk and sliced Chiquita ba-
nana, with a glass of calcium-fortified Simply Orange juice to 
start your day? If you hurry, your roommate can give you a 
ride to school in her new Ford C-Max Hybrid car, although 
you could ride your Specialized bike or take the bus that the 
city bought from Mercedes-Benz. 

 When you think about it, you can’t get very far into a day 
without bumping into marketing—and what the whole mar-
keting system does for you. It affects every aspect of our 
lives—often in ways we don’t even consider. 

 In other parts of the world, people wake up each day to 
different kinds of experiences. A family in rural Africa may 
have little choice about what food they will eat or where 
their clothing will come from. In some countries, economic 
decisions are still made by government officials. But in the 
world’s most developed countries, consumers determine 
what’s on store shelves. If no one buys a particular color, size, 
or style, then companies no longer produce it. So you may 
have trouble finding Cheerios in Tokyo, where they are more 
likely to eat Kokuho Rose Rice for breakfast. 

 One brand found around the world is Nike. How has Nike 
become the choice for so many professional and casual ath-
letes around the world? Is it the more than $800 million Nike 
spends each year for endorsements from star athletes like 
Kevin Durant and Cristiano Ronaldo? Maybe it’s the innova-
tions, like Nike’s lightweight Flyknit running shoes and the 
wearable technology in its Nike +  products. How do the 
24,000 retailers that carry Nike products contribute? Do 
Nike’s connections with customers on Twitter, Instagram, and 

Facebook build customer relationships? Do these increase 
sales? 

 Almost 50 years ago Phil Knight and his college track 
coach, Bill Bowerman, founded Blue Ribbon Sports (later re-
named Nike) to distribute Japanese running shoes. A few 
years later they were designing, producing, and selling ath-
letic shoes. Today Nike is the 25th most valuable brand in the 
world, with annual sales of more than $21 billion. Part of its 
success comes from adapting its marketing strategy to 
changing market conditions—but Nike hasn’t always adapted 
quickly enough. Back in the early 1980s, Nike was so focused 
on running shoes that it missed the aerobics shoe craze and 
fell behind rival Reebok. Nike profits plummeted so quickly 
that only aggressive cost-cutting saved the company. 

 After Nike signed Michael Jordan to endorse its basket-
ball shoes in 1984, the Air Jordan line took the market by 
storm. It didn’t hurt when Nike’s advertising agency came up 
with the “Just Do It!” slogan and an advertising campaign 
that covered television, magazines, and billboards around 
the world. This helped carry Nike through the 1990s and its 
profits soared on rising sales aided by low-cost foreign 
 production. 

 Then, in the late 1990s, the company came under attack 
when it was reported that some of its suppliers used child 
labor. At first Nike denied responsibility, claiming it couldn’t 
control how its suppliers operated. But public protest 
showed that society expected more from a large, successful 
corporation, and Nike began to closely monitor its suppliers’ 
labor practices. 

 Since then Nike’s social responsibility efforts have turned 
around its reputation. For example, Nike leads a group of 10 
partners in the GreenXchange, a web-based marketplace 
where member firms collaborate and share ideas to foster 
sustainability. Nike’s Reuse-A-Shoe program turns old shoes 
into Nike Grind, which is used as a surface on playgrounds, 
gym floors, and running tracks. 

 These days Nike targets growth in emerging markets like 
China. Nike’s goal is to sell $4 billion there by 2015—almost 
doubling what it sold there in 2010. Nike is courting Chinese 
consumers, who are crazy about basketball and LeBron 

3
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 Marketing—What’s It All About?  

 Many people think that marketing means “selling” or “advertising.” It’s true 
that these are parts of marketing. But  marketing is much more than selling and 
 advertising.  

 To illustrate some of the other important things that are included in market-
ing, think about all the bicycles being pedaled with varying degrees of energy by 
bike riders around the world. Most of us don’t make our own bicycles. Instead, 
they are made by firms like Trek, Schwinn, Mongoose, and Electra. 

 Most bikes do the same thing—get the rider from one place to another. But 
a bike rider can choose from a wide assortment of models. They are designed in 
different sizes and with or without gears. Off-road bikes have large knobby tires. 
Kids and older people may want more wheels—to make balancing easier. Some 
bikes need baskets or even trailers for cargo. You can buy a basic bike for less 
than $50. Or you can spend more than $2,500 for a custom frame. 

LO 1.1

How did all those 
bicycles get here?

James, by touting the NBA star in its ads. Nike also relies on 
local stars like Olympic hurdler Liu Xiang and tennis player Li 
Na. Nike was one of the first brands to jump onto the  Chinese 
mobile messaging service WeChat—allowing direct connec-
tion with hundreds of millions of Chinese consumers. To ap-
peal to a more price-sensitive Chinese consumer, Nike’s 
product line includes lower-priced shoes than those it sells in 
the United States. And be-
cause China doesn’t have 
many large shopping malls, 
Nike worked with retail part-
ners to open 5,000 small 
stores—many focusing on a 
single sport. 

 Recognizing the impor-
tance of innovation, Nike of-
fers its customers the Nike +  
line of online services in ad-
dition to sportswear and 
equipment. Runners can use 
the Nike +  SportsWatch or 
Nike +  Running app to track 
pace, time, and distance as 
well as calories burned for 

each run. Sensors built into the Nike Hyperdunk +  basketball 
shoes track a player’s every move—so they know exactly how 
high, quick, and hard they play. Similarly, the Nike FuelBand 
fits on users’ wrists and tracks activity all day long. Innova-
tions like these need to keep coming if Nike expects to con-
tinue to run ahead of a strong field of competitors that 
includes Adidas, Under Armour, and Chinese upstart Li Ning. 1

 LEARNING OBJECTIVES 

 In this chapter, you’ll learn what marketing is all about and why it’s important to you as a 
consumer. We’ll also explore why it is so crucial to the success of individual firms and 
nonprofit organizations and the impact that it has on the quality of life in different societies. 

 When you finish this chapter, you should be able to: 
  1 know what marketing is and why you should learn about it. 

  2 understand the difference between marketing and macro-marketing. 

  3 know the marketing functions and why marketing specialists—including  
intermediaries and collaborators—develop to perform them. 

  4 understand what a market-driven economy is and how it adjusts the 
macro-marketing system. 

  5 know what the marketing concept is—and how it should guide a firm or 
nonprofit organization. 

  6 understand what customer value is and why it is important to customer 
satisfaction. 

  7 know how social responsibility and marketing ethics relate to the 
marketing concept. 

  8 understand the important new terms (shown in red). 

Marketing is more than 
selling or advertising
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 This variety of styles and features complicates the production and sale of bi-
cycles. The following list shows some of the things a manager should do before 
and after deciding to produce and sell a bike. 

 1. Analyze the needs of people who might buy a bike and decide if they want 
more or different models. 

 2. Determine how many of these people will want to buy bicycles, where in the 
world they live, and when they will want to buy. 

 3. Identify competing companies that also produce bikes, what kind they sell, 
and at what prices. 

 4. Predict the designs of bikes—based on handlebar styles, derailleurs, types 
of wheels, brakes, and other accessories—different customers will want and 
decide which of these people the firm will try to satisfy. 

 5. Determine whether to sell bikes directly to consumers or through retailers—
and if retailers, which ones should be used. 

 6. Decide how to tell potential customers about the firm’s bikes. 
 7. Estimate the prices potential customers are willing to pay for their bikes 

and if the firm can make a profit selling at those prices. 
 8. Figure out how to provide customer service if a customer has a problem af-

ter buying a bike. 

 The above activities are not part of  production —actually making goods or per-
forming services. Rather, they are part of a larger process—called  marketing —
that provides needed direction for production and helps make sure that the 
right goods and services are produced and find their way to consumers. 

 You’ll learn much more about marketing activities in Chapter 2. For now, it’s 
enough to see that marketing plays an essential role in providing consumers 
with need-satisfying goods and services and, more generally, in creating cus-
tomer satisfaction. Simply put,  customer satisfaction  is the extent to which a firm 
fulfills a customer’s needs, desires, and expectations. 

 Marketing Is Important to You 

 Marketing affects almost every aspect of your daily life. The choices you have 
among the goods and services you buy, the stores where you shop, and the radio 
and TV programs you tune in to are all possible because of marketing. In the 

 Marketing is important 
to every consumer 

Marketing helps make sure that customers get the bicycle that best meets their needs.
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process of providing all these choices, marketing drives organizations to focus 
on what it takes to satisfy you, the customer. Most of the things you want or need 
are available conveniently  when  and  where  you want or need them. 

 Some courses are interesting when you take them but not directly relevant to 
your life once they’re over. That’s not so with marketing—you’ll be a consumer 
dealing with marketing for the rest of your life regardless of what career you 
pursue. Moreover, as a consumer, you pay for the cost of marketing activities. In 
advanced economies, marketing costs about 50 cents of every consumer dollar. 
For some goods and services, the percentage is much higher. It makes sense to 
be an educated consumer and to understand what you get and don’t get from 
all that spending. 

 Another reason for studying marketing is that it offers many exciting and re-
warding career opportunities. Throughout this book, you will find information 
about opportunities in different areas of marketing. 

 If you’re aiming for a nonmarketing job, knowing about marketing will help 
you do your own job better. Throughout the book, we’ll discuss ways that mar-
keting relates to other functional areas. Further, marketing is important to the 
success of every organization. The same basic principles used to sell soap are 
also used to “sell” ideas, politicians, mass transportation, health care services, 
conservation, museums, and even colleges. Even your job résumé is part of a 
marketing campaign to sell yourself to some employer! 2  

 You will probably be seeking a job sometime soon, offering your services—as 
an accountant, a salesperson, a computer programmer, a financial analyst, or 
perhaps a store manager. Or maybe you will be looking for an opportunity with 
more responsibility or higher pay where you currently work. You will have 
more success getting the job you want when you take a marketing approach 
and try to figure out how to best satisfy the needs, interests, and desires of a 
prospective employer the same way a business looks at customers. Much of 
what you learn about how businesses use marketing can be applied in the job 
market. See  Appendix C for more details on how to write your personal 
 marketing plan. 

 An even more basic reason for studying marketing is that marketing plays a 
big part in economic growth and development. One key reason is that market-
ing encourages research and  innovation —the development and spread of new 
ideas, goods, and services. As firms offer new and better ways of satisfying con-
sumer needs, customers have more choices among products and this fosters 
competition for consumers’ money. This competition drives down prices. More-
over, when firms develop products that really satisfy customers, fuller employ-
ment and higher incomes can result. The combination of these forces means 
that marketing has a big impact on consumers’ standard of living—and it is 
important to the future of all nations. 3  

 How Should We Defi ne Marketing? 

 In our bicycle example, we saw that a producer of bicycles has to perform many 
customer-related activities besides just making bikes. The same is true for an 
insurance company or an art museum. This supports the idea of marketing as a 
set of activities done by an individual organization to satisfy its customers. 

 On the other hand, people can’t survive on bicycles and art museums alone! 
In advanced economies, it takes goods and services from thousands of 
 organizations to satisfy the many needs of society. Further, a society needs some 
sort of marketing system to organize the efforts of all the producers,  wholesalers, 

 Marketing will be 
important to your job 

 Use a marketing 
approach to get your 
next job 

 Marketing affects 
innovation and 
standard of living 

 There are micro and 
macro views of 
marketing 
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and retailers needed to satisfy the varied needs of all its citizens. So marketing is 
also an important social process. 

 We can view marketing in two ways:  from a micro view as a set of activities per-
formed by organizations and also from a macro view as a social process.  Yet, in everyday 
use when people talk about marketing, they have the micro view in mind. So 
that is the way we will define marketing here. However, the broader macro view 
that looks at the whole production-distribution system is also important, so later 
we will provide a separate definition and discussion of macro-marketing. 

Marketing  is the performance of activities that seek to accomplish an organi-
zation’s objectives by anticipating customer or client needs and directing a flow 
of need-satisfying goods and services from producer to customer or client. Let’s 
look at this definition. 4  

 Marketing applies to both profit and nonprofit organizations. Profit is the 
objective for most business firms. But other types of organizations may seek 
more members—or acceptance of an idea. Customers or clients may be indi-
vidual consumers, business firms, nonprofit organizations, government agen-
cies, or even foreign nations. While most customers and clients pay for the 
goods and services they receive, others may receive them free of charge or at a 
reduced cost through private or government support. 

 Marketing isn’t just selling and advertising. Unfortunately, some executives 
still think of it that way. They feel that the job of marketing is to “get rid of” 
whatever the company happens to produce. In fact, the aim of marketing is to 
identify customers’ needs and meet those needs so well that the product almost 
“sells itself.” This is true whether the product is a physical good, a service, or 
even an idea. If the whole marketing job has been done well, customers don’t 
need much persuading. They should be ready to buy. And after they buy, they’ll 
be satisfied and ready to buy the same way the next time. 

  Marketing should begin with potential customer needs —not with the production 
process. Marketing should try to anticipate needs. And then marketing, rather 
than production, should determine what goods and services are to be 
 developed—including decisions about product features; design and packaging; 

 Marketing defined 

 Applies to profit and 
nonprofit organizations 

 More than just 
persuading customers 

 Begins with customer 
needs 

Marketing aims to identify 
customer needs and meet 
those needs so well that the 
product sells itself. Help 
Remedies found many 
customers looking for simple 
solutions to minor health 
problems.
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prices or fees; transporting and storing policies; advertising and sales tactics; 
and, after the sale, installation, customer service, warranty, and perhaps even 
disposal and recycling policies. 

 This does not mean that marketing should try to take over production, ac-
counting, and financial activities. Rather, it means that marketing—by inter-
preting customers’ needs—should provide direction for these activities and try 
to coordinate them. 

 The idea that marketing involves a flow of need-satisfying offerings from a 
producer to a customer implies that there is an exchange of the need-satisfying 
offering for something else, such as the customer’s money. Marketing focuses 
on facilitating exchanges. In fact,  marketing doesn’t occur unless two or more parties 
are willing to e  x  change something for something else.  For example, in a  pure subsistence 

economy —when each family unit produces everything it consumes—there is no 
need to exchange goods and services and no marketing is involved. (Although 
each producer-consumer unit is totally self-sufficient in such a situation, the 
standard of living is typically relatively low.) 

 Keep in mind that a marketing exchange is often part of an ongoing relation-
ship, not just a single transaction. When marketing helps everyone in a firm re-
ally meet the needs of a customer before and after a purchase, the firm doesn’t 
just get a single sale. Rather, it has a sale and an ongoing  relationship  with the 
customer. Then, in the future, when the customer has the same need again—or 
some other need that the firm can meet—other sales will follow. Often, the 
marketing  flow  of need-satisfying goods and services is not just for a single trans-
action but rather is part of building a long-lasting relationship that benefits 
both the firm and the customer. 

 Since you are probably preparing for a career in management, the main fo-
cus of this text will be on managerial marketing, or the micro view of marketing. 
We will see marketing through the eyes of the marketing manager. 

 The marketing ideas we will be discussing throughout this text apply to a 
wide variety of situations. They are important for new ventures started by one 
person as well as big corporations, in domestic and international markets, 
and regardless of whether the focus is on marketing physical goods, services, 
or an idea or cause. They are equally critical whether the relevant customers 
or clients are individual consumers, businesses, or some other type of organi-
zation. For editorial convenience, we will sometimes use the term  firm  as a 
shorthand way of referring to any type of organization, whether it is a politi-
cal party, a religious organization, a government agency, or the like.  However, 
to reinforce the point that the ideas apply to all types of organizations, 
throughout the book we will illustrate marketing concepts in a wide variety of 
situations. 

 Although marketing within individual firms (micro-marketing) is the primary 
focus of the text, marketing managers must remember that their organizations 
are just small parts of a larger macro-marketing system. Therefore, next we will 
briefly look at the macro view of marketing. Then, we will develop the managerial 
view more fully in later chapters. 

 Macro-Marketing  

  Macro-marketing  is a social process that directs an economy’s flow of goods and 
services from producers to consumers in a way that effectively matches supply 
and demand and accomplishes the objectives of society. 5  

 Does not do it alone 

 Marketing involves 
exchanges 

 Builds a relationship 
with the customer 

 The focus of this text—
management-oriented 
micro-marketing 

 LO 1.2 
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 With macro-marketing we are still concerned with the flow of need-satisfying 
goods and services from producer to consumer. However, the emphasis with 
macro-marketing is not on the activities of individual organizations. Instead, the 
emphasis is on  how the whole marketing system works.  This includes looking at how 
marketing affects society and vice versa. 

 Every society needs a macro-marketing system to help match supply and de-
mand. Different producers in a society have different objectives, resources, and 
skills. Likewise, not all consumers share the same needs, preferences, and wealth. 
In other words, within every society there are both heterogeneous (highly var-
ied) supply capabilities and heterogeneous demands for goods and services. The 
role of a macro-marketing system is to effectively match this heterogeneous sup-
ply and demand  and  at the same time accomplish society’s objectives. 

 An effective macro-marketing system delivers the goods and services that 
consumers want and need. It gets products to them at the right time, in the 
right place, and at a price they’re willing to pay. It keeps consumers satisfied 
after the sale and brings them back to purchase again when they are ready. 
That’s not an easy job—especially if you think about the variety of goods and 
services a highly developed economy can produce and the many kinds of goods 
and services consumers want. 

 Effective marketing in an advanced economy is difficult because producers 
and consumers are often separated in several ways. As Exhibit 1-1 shows, 

 Emphasis is on whole 
system 

 Separation between 
producers and 
consumers 

Discrepancies of Quantity  Producers 
prefer to produce and sell in large 
quantities. Consumers prefer to buy and 
consume in small quantities.

Discrepancies of Assortment  Producers 
specialize in producing a narrow 
assortment of goods and services. 
Consumers need a broad assortment.

Consumption Sector
Heterogeneous demand for different goods and services and
when and where they need to be to satisfy needs and wants

Production Sector
Specialization and division of labor result in heterogeneous supply capabilities

Marketing 
needed to 
overcome 

discrepancies 
and 

separations

Spatial Separation  Producers tend to 
locate where it is economical to produce, 
while consumers are located in many 
scattered places.
Separation in Time  Consumers may not 
want to consume goods and services at the 
time producers would prefer to produce 
them, and time may be required to transport 
goods from producer to consumer.
Separation of Information  Producers do 
not know who needs what, where, when, 
and at what price. Consumers do not know 
what is available from whom, where, when, 
and at what price.
Separation in Values  Producers value 
goods and services in terms of costs and 
competitive prices. Consumers value them in 
terms of satisfying needs and their ability
to pay.
Separation of Ownership  Producers hold 
title to goods and services that they 
themselves do not want to consume. 
Consumers want goods and services that 
they do not own.

  Exhibit 1–1  Marketing Facilitates Production and Consumption 
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 exchange between producers and consumers is hampered by spatial separation, 
separation in time, separation of information and values, and separation of 
ownership. You may love your cell phone, but you probably don’t know when or 
where it was produced or how it got to you. The people in the factory that pro-
duced it don’t know about you or how you live. 

 In addition, most firms specialize in producing and selling large amounts of 
a narrow assortment of goods and services. This allows them to take advantage 
of mass production with its  economies of scale —which means that as a company 
produces larger numbers of a particular product, the cost of each unit of the 
product goes down. Yet most consumers only want to buy a small quantity; they 
also want a wide assortment of different goods and services. These “discrepan-
cies of quantity” and “discrepancies of assortment” further complicate exchange 
between producers and consumers (Exhibit 1-1). That is, each producer spe-
cializes in producing and selling large amounts of a narrow assortment of goods 
and services, but each consumer wants only small quantities of a wide assort-
ment of goods and services. 6  

 The purpose of a macro-marketing system is to overcome these separations 
and discrepancies. The “universal functions of marketing” help do this. 

 The  universal functions of marketing  are buying, selling, transporting, storing, 
standardization and grading, financing, risk taking, and market information. 
They must be performed in all macro-marketing systems.  How  these functions 
are performed—and  by whom —may differ among nations and economic sys-
tems. But they are needed in any macro-marketing system. Let’s take a closer 
look at them now. 

 Any kind of exchange usually involves buying and selling. The  buying function  
means looking for and evaluating goods and services. The  selling function  in-
volves promoting the product. It includes the use of personal selling, advertis-
ing, customer service, and other direct and mass selling methods. This is 
probably the most visible function of marketing. 

 The  transporting function  means the movement of goods from one place to 
another. The  storing function  involves holding goods until customers need them. 

  Standardization and grading  involve sorting products according to size and qual-
ity. This makes buying and selling easier because it reduces the need for  inspection 

 Marketing functions 
help narrow the gap 

 LO 1.3 

 Acai berries are popular in the 
United States as a supplement 
and as an ingredient in juices and 
smoothies. A range of marketing 
functions are needed to 
overcome the spatial separation 
between the Central and South 
American farms, where the fruit 
is harvested from acai palms, 
and U.S. consumers. Consider 
the process: standard izing 
and grading the berries, 
transporting and storing the fruit 
and its juice, financing production 
of the acai end-products, as 
well as the buying and selling 
functions—all are necessary to 
bring a tasty fruit smoothie to a 
thirsty man in Hawaii. 
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and sampling.  Financing  provides the necessary cash and credit to produce, trans-
port, store, promote, sell, and buy products.  Risk taking  involves bearing the uncer-
tainties that are part of the marketing process. A firm can never be sure that 
customers will want to buy its products. Products can also be damaged, stolen, or 
outdated. The  market information function  involves the collection, analysis, and dis-
tribution of all the information needed to plan, carry out, and control marketing 
activities, whether in the firm’s own neighborhood or in a market overseas. 

 Producers and consumers sometimes handle some of the marketing func-
tions themselves. However, exchanges are often easier or less expensive when a 
marketing specialist performs some of the marketing functions. For example, 
both producers and consumers may benefit when an  intermediary —someone 
who specializes in trade rather than production—plays a role in the exchange 
process. In Chapters 11 and 12 we’ll cover the variety of marketing functions 

performed by the two basic types of intermediaries: 
retailers and wholesalers. Imagine what it would be 
like to shop at many different factories and farms for 
the wide variety of brands of packaged foods that you 
like rather than at a well-stocked local grocery store. 
While wholesalers and retailers must charge for ser-
vices they provide, this charge is usually offset by the 
savings of time, effort, and expense that would be in-
volved without them. So these intermediaries can 
help to make the whole macro-marketing system 
more efficient and effective. 

 A wide variety of other marketing specialists may also help smooth exchanges 
between producers, consumers, or intermediaries. These specialists are 
collaborators —firms that facilitate or provide one or more of the marketing 
functions other than buying or selling. These collaborators include advertising 
agencies, marketing research firms, independent product-testing laboratories, 
Internet service providers, public warehouses, transporting firms, communica-
tions companies, and financial institutions (including banks). 

 New types of marketing specialists develop or evolve when there are opportu-
nities to make exchanges between producers and consumers more efficient or 
effective. The growth of the Internet provided one such opportunity and re-
sulted in the rapid growth of e-commerce.  E-commerce  refers to exchanges be-
tween individuals or organizations—and activities that facilitate these 
exchanges—based on applications of information technology. Internet-based 
intermediaries—like Amazon.com and eBay.com—help cut the costs of many 
marketing functions. Other marketing specialists have popped up online: 
Search engines like Google facilitate information search, PayPal reduces con-
sumer risks associated with paying for goods purchased online, and chat-based 
customer service firms help any company provide 24/7 customer support. Col-
lectively, developments in e-commerce have significantly increased the effi-
ciency and effectiveness of our macro-marketing system. At the same time, 
many individual firms take advantage of these innovations to improve profit-
ability and customer satisfaction. 7  

 Through innovation, specialization, or economies of scale, marketing inter-
mediaries and collaborators are often able to perform the marketing functions 
better—and at a lower cost—than producers or consumers can. This allows pro-
ducers and consumers to spend more time on production, consumption, or 
other activities—including leisure. 

 From a macro-marketing viewpoint, all of the marketing functions must be 
performed by someone—an individual producer or consumer, an intermediary, 

 Producers, consumers, 
and marketing 
specialists perform 
functions 

 New specialists develop 
to fill market needs 

Functions can be shifted 
and shared

 Internet Exercise 

Go to the Target home page ( www.target.com ) and 
click on a tab for one of the product categories. How 
many different manufacturers’ products or brands 
are shown? Would consumers be better off if each 
manufacturer just sold directly from its own website?
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a marketing collaborator, or, in some cases, even a nation’s government. No 
function can be completely eliminated.  However, from a micro viewpoint, not 
every firm must perform all of the functions. Rather, responsibility for perform-
ing the marke  t  ing functions can be shifted and shared in a variety of ways. 
 Further, not all goods and services require all the functions at every level of 
their production.  “Pure services”—like a plane ride—don’t need storing, for 
example. But storing is required in the production of the plane and while the 
plane is not in service. 

 Regardless of who performs the marketing functions, in general they must be 
performed effectively and efficiently or the performance of the whole macro-
marketing system will suffer. With many different possible ways for marketing 
functions to be performed in a macro-marketing system, how can a society hope 
to arrive at a combination that best serves the needs of its citizens? To answer 
this question, we can look at the role of marketing in different types of eco-
nomic systems. 

 The Role of Marketing in Economic Systems 

 All societies must provide for the needs of their members. Therefore, every so-
ciety needs some sort of  economic system —the way an economy organizes to use 
scarce resources to produce goods and services and distribute them for con-
sumption by various people and groups in the society. 

 How an economic system operates depends on a society’s objectives and the 
nature of its political institutions. 8  But regardless of what form these take, all 

 LO 1.4 

 Intermediaries and collaborators develop and offer specialized services that facilitate exchange between producers and 
consumers. Companies that produce building supplies work with an intermediary like Home Depot to better serve 
electricians, plumbers, and carpenters. GE Capital loans customers money to make buying easier. 
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economic systems must develop some method—along with appropriate 
 economic institutions—to decide what and how much is to be produced and 
distributed by whom, when, to whom, and why. 

 There are two basic kinds of economic systems: command economies and 
market-directed economies. Actually, no economy is entirely command- oriented 
or market-directed. Most are a mixture of the two extremes. 

 In a  command economy , government officials decide what and how much is to 
be produced and distributed by whom, when, to whom, and why. These deci-
sions are usually part of an overall government plan, so command economies 
are also called “planned” economies. It sounds good for a government to have 
a plan, but as a practical matter attempts by a government to dictate an eco-
nomic plan often don’t work out as intended. 

 Producers in a command economy generally have little choice about what 
goods and services to produce. Their main task is to meet the production quo-
tas assigned in the plan. Prices are also set by government planners and tend to 
be very rigid—not changing according to supply and demand. Consumers usu-
ally have some freedom of choice—it’s impossible to control every single detail! 
But the assortment of goods and services may be quite limited. Activities such as 

 Government officials 
may make the decisions 

 In recent decades India has experienced rapid eco-
nomic growth. Many of its citizens have more income and 
enjoy a higher quality of life. That helps to explain why Uni-
lever’s Indian subsidiary, Hindustan Unilever Limited (HUL), 
has worked hard to build a 40 percent share of the Indian 
market with its product lines that include soaps, tooth-
paste, and packaged foods. 

 Previously, HUL focused primarily on India’s urban ar-
eas. Yet, almost three-fourths of India’s one  billion  plus 
people still live in rural areas. About a third of these rural 
villagers still lack access to electricity—and less than half 
have basic sanitation. Many of them have an income of less 
than $2 a day. Conventional wisdom suggests that these 
poor rural villagers have too little money to be an attrac-
tive market. And it’s expensive to distribute products to 
far-flung villages. 

 But now that is changing. HUL’s marketing managers 
have decided that Indian villagers represent an opportunity 
for growth—and that villagers might benefit if they could 
purchase the soaps, toothpaste, and packaged food prod-
ucts that HUL is successfully selling in urban areas of India. 

 HUL has tailored a new marketing strategy to this tar-
get market. Many products have been repackaged in 
 “sachets”—small bags that contain a one- or two-day sup-
ply. HUL prices the small sachets so that villagers can 

 afford them—and that in turn gives customers a 
chance to try quality products that were previ-
ously unavailable. 

 HUL has created its “Shakti Ammas” (women entrepre-
neurs) program to communicate the benefits of its prod-
ucts and distribute them in remote rural areas. The 
program sets rural women up as home-based distributors 
and sales agents. These women stock HUL products at 
their homes and go door-to-door to sell them. They also 
organize meetings in local schools and at village fairs to 
educate their fellow villagers on health and hygiene issues. 

 This program continues to evolve. To provide wider dis-
tribution, male entrepreneurs (Shaktimaan) were recruited 
and given bicycles. The bikes allow each Shaktimaan to 
cover 5 or 6 nearby villages—far more than the Shakti 
Amma could previously cover on foot. A partnership with a 
leading Indian telecom provider gives Shakti entrepre-
neurs a new product line selling mobile phone services. 

 HUL will soon have more than 75,000 Shakti Ammas 
operating in 500,000 villages, reaching 600 million peo-
ple across India. The Indian success spurred Unilever to 
adapt the model to developing countries around the 
globe. These women have a new source of income and are 
learning about business—while they bring the health ben-
efits of improved hygiene to rural villages. And, of course, 
HUL hopes to clean up with a new source of growth. To 
see and hear more about Project Shakti, check out this 
video: http://youtu.be/E7Hvp_CCtYY. 9  

 Marketing helps India’s rural poor 

13
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market research, branding, and advertising usually are neglected. Sometimes 
they aren’t done at all. 

 Government planning in a command economy may work fairly well as long 
as an economy is simple and the variety of goods and services is small. It may 
even be necessary under certain conditions—during wartime, drought, or po-
litical instability, for example. However, as economies become more complex, 
government planning becomes more difficult and tends to break down. That’s 
what happened to the economy in the former Soviet Union. Countries such as 
North Korea, Cuba, and Iran still rely on command-oriented economic sys-
tems. Even so, around the world there is a broad move toward market-directed 
economic systems—because they are more effective in meeting consumer 
needs. 

 In a  market-directed economy , the individual decisions of the many producers 
and consumers make the macro-level decisions for the whole economy. In a 
pure market-directed economy, consumers make a society’s production deci-
sions when they make their choices in the marketplace. They decide what is to 
be produced and by whom—through their dollar “votes.” 

 Price is a measure of value 
 Prices in the marketplace are a rough measure of how society values particular 
goods and services. If consumers are willing to pay the market prices, then ap-
parently they feel they are getting at least their money’s worth. Similarly, the 
cost of labor and materials is a rough measure of the value of the resources used 
in the production of goods and services to meet these needs. New consumer 
needs that can be served profitably—not just the needs of the majority—will 
probably be met by some profit-minded businesses. 

 Greatest freedom of choice 
 Consumers in a market-directed economy enjoy great freedom of choice. They 
are not forced to buy any goods or services, except those that must be provided 
for the good of society—things such as national defense, schools, police and 
fire protection, highway systems, and public-health services. These are provided 
by the community—and the citizens are taxed to pay for them. 

 A market-directed 
economy adjusts itself 

 Artists and craftsmen in 
developing economies often 
do not have a local market for 
their products. Ten Thousand 
Villages operates retail stores 
and an e-commerce website 
to help artisans reach 
customers and promote 
economic development in 
their communities. The stores 
open a market for Loeng 
Hanh’s finely crafted ceramic 
pieces. Hanh’s profits allow 
her to earn a living and save 
money for her four-year-old 
son’s education. 

per61043_ch01_002-031.indd Page 14  09/12/13  7:33 PM user per61043_ch01_002-031.indd Page 14  09/12/13  7:33 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



C
H

A
P

T
E

R
 1  

M
arketing’s Value to C

onsum
ers, Firm

s, and Society

15

 Similarly, producers are free to do whatever they wish—provided that they 
stay within the rules of the game set by government  and  receive enough dollar 
“votes” from consumers. If they do their job well, they earn a profit and stay in 
business. But profit, survival, and growth are not guaranteed. 

 The role of government 
 The American economy and most other Western economies are mainly market-
directed—but not completely. Society assigns supervision of the system to the 
government. For example, besides setting and enforcing the “rules of the 
game,” government agencies control interest rates and the supply of money. 
They also set import and export rules that affect international competition, 
regulate radio and TV broadcasting, sometimes control wages and prices, and 
so on. Government also tries to be sure that property is protected, contracts are 
enforced, individuals are not exploited, no group unfairly monopolizes mar-
kets, and producers deliver the kinds and quality of goods and services they 
claim to be offering. 10  

 Public interest groups and consumers spread the word 
 In many Western economies, public interest groups and consumers provide 
an additional check on a market-directed economy. For example, the Center 
for Science in the Public Interest (CSPI) is a consumer watchdog group that 
pressures food companies to make healthier products. CSPI regularly issues 
reports on unhealthy foods like the high fat content in movie theater pop-
corn and Chinese food. The consulting firm UL TerraChoice regularly ex-
poses firms that make false or exaggerated environmental claims about their 
products. 

 Consumers can also report their satisfaction or dissatisfaction with compa-
nies by posting reviews on websites. Some customers make sure their dissatisfac-
tion is heard. When musician Dave Carroll’s guitar was damaged by United 
Airlines—and baggage handlers and the airline refused to compensate him—
Carroll’s band made a YouTube video. The funny video, “United Breaks Gui-
tars,” went viral, millions saw it, and lo and behold, United offered Carroll a 
new guitar. Prospective customers often search the web to learn about compa-
nies before buying. They can easily find positive and negative information on 
the Internet, giving firms an extra incentive to play by the socially accepted 
“rules of the game.” 

 The effectiveness and fairness of a particular macro-marketing system must 
be evaluated in terms of that society’s objectives. Obviously, all nations don’t 
share the same objectives. For example, Swedish citizens receive many “free” 
services—like health care and retirement benefits. Goods and services are fairly 
evenly distributed among the Swedish population. By contrast, North Korea 
places little emphasis on producing goods and services for individual 
 consumers—and more on military spending. In South Africa the distribution of 
goods and services is very uneven—with a big gap between the have-nots and 
the elite haves. Whether each of these systems is judged “fair” or “effective” de-
pends on the objectives of the society. 

 So far, we have described how a market-directed macro-marketing system ad-
justs to become more effective and efficient by responding to customer needs. 
See Exhibit 1-2. As you read this book, you’ll learn more about how marketing 
affects society and vice versa. You’ll also learn more about specific marketing 
activities and be better informed when drawing conclusions about how fair and 
effective the macro-marketing system is. For now, however, we’ll return to our 
general emphasis on a managerial view of the role of marketing in individual 
organizations. 

 Is a macro-marketing 
system effective and 
fair? 
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 Marketing’s Role Has Changed a Lot over the Years 

 It’s clear that marketing decisions are very important to a firm’s success. But 
marketing hasn’t always been so complicated. In fact, understanding how mar-
keting thinking has evolved makes the modern view clearer. So we will discuss 
five stages in marketing evolution: (1) the simple trade era, (2) the production 
era, (3) the sales era, (4) the marketing department era, and (5) the marketing 
company era. We’ll talk about these eras as if they applied generally to all 
firms—but keep in mind that  some managers still have not made it to the final stages.  
They are stuck in the past with old ways of thinking. 

 When societies first moved toward some specialization of production and 
away from a subsistence economy where each family raised and consumed ev-
erything it produced, traders played an important role. Early “producers for the 
market” made products that were needed by themselves and their neighbors. As 
bartering became more difficult, societies moved into the  simple trade era —a 
time when families traded or sold their “surplus” output to local distributors. 
These specialists resold the goods to other consumers or other distributors. 
This was the early role of marketing—and it is still the focus of marketing in 
many of the less-developed areas of the world. In fact, even in the United States, 
the United Kingdom, and other more advanced economies, marketing didn’t 
change much until the Industrial Revolution brought larger factories more 
than a hundred and fifty years ago. 

 From the Industrial Revolution until the 1920s, most companies were in the 
production era. The  production era  is a time when a company focuses on pro-
duction of a few specific products—perhaps because few of these products are 
available in the market. “If we can make it, it will sell” is management thinking 
characteristic of the production era. Because of product shortages, many 

 Simple trade era to 
production era 

 From the production 
to the sales era 

Many Individual Consumers
(heterogeneous demand)

To create value and direct flow of
need-satisfying goods and services

To overcome discrepancies and
separation of producers and consumers

Perform universal marketing functions

Intermediaries Collaborators

Many Individual Producers
(heterogeneous supply)

Monitoring by government(s),
public interest groups,

and customers

  Exhibit 1–2  Model of a 
Market-Directed Macro-
Marketing System 
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 nations—including some of the post-communist republics of Eastern Europe—
continue to operate with production era approaches. 

 By about 1930, most companies in the industrialized Western nations had 
more production capability than ever before. Now the problem wasn’t just to 
produce—but to beat the competition and win customers. This led many firms 
to enter the sales era. The  sales era  is a time when a company emphasizes selling 
because of increased competition. 

 For most firms in advanced economies, the sales era continued until at 
least 1950. By then, sales were growing rapidly in most areas of the economy. 
The problem was deciding where to put the company’s effort. Someone was 
needed to tie together the efforts of research, purchasing, production, ship-
ping, and sales. As this situation became more common, the sales era was re-
placed by the marketing department era. The  marketing department era  is a 
time when all marketing activities are brought under the control of one de-
partment to improve short-run policy planning and to try to integrate the 
firm’s activities. 

 Since 1960, most firms have developed at least some managers with a market-
ing management outlook. Many of these firms have even graduated from the 
marketing department era into the marketing company era. The  marketing com-

pany era  is a time when, in addition to short-run marketing planning, marketing 
people develop long-range plans—sometimes five or more years ahead—and 
the whole company effort is guided by the marketing concept. 

 To the marketing 
department era 

 To the marketing 
company era 

 In the past, many banks 
created products but left it to 
the marketing department to 
sell them. In today’s more 
competitive environment, 
banks are doing research to 
discover customer needs. A 
bank that develops products 
that meet its users’ needs will 
have more satisfied 
customers. When Bank of 
the Wichitas added an online 
branch, it decided to use an 
untraditional approach and 
called it Redneck Bank. 
Redneck Bank offers 
customers “flat out free 
checking” and convenience 
served with a healthy dollop 
of humor. The approach has 
been successful as the small 
bank from Oklahoma quickly 
added customers from all over 
the United States. 

per61043_ch01_002-031.indd Page 17  09/12/13  7:33 PM user per61043_ch01_002-031.indd Page 17  09/12/13  7:33 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



18

 What Does the Marketing Concept Mean? 

 The  marketing concept  means that an organization aims  all  of its efforts at satis-
fying its  customers —at a  profit . The marketing concept is a simple but very impor-
tant idea. See Exhibit 1-3. 

 The marketing concept is not a new idea—it’s been around for a long time. 
But some managers show little interest in customers’ needs. These managers 
still have a  production orientation —making whatever products are easy to pro-
duce and  then  trying to sell them. They think of customers existing to buy the 
firm’s output rather than of firms existing to serve customers and—more 
broadly—the needs of society. 

 Well-managed firms have replaced this production orientation with a market-
ing orientation. A  marketing orientation  means trying to carry out the marketing 
concept. Instead of just trying to get customers to buy what the firm has pro-
duced, a marketing-oriented firm tries to offer customers what they need. 

 Three basic ideas are included in the definition of the marketing concept: 
(1) customer satisfaction, (2) a total company effort, and (3) profit—not just 
sales—as an objective. These ideas deserve more discussion. 

 “Give the customers what they need” seems so obvious that it may be hard for 
you to see why the marketing concept requires special attention. However, peo-
ple don’t always do the logical—especially when it means changing what they’ve 
done in the past. In a typical company 50 years ago, production managers 
thought mainly about getting out the product. Accountants were interested 
only in balancing the books. Financial people looked after the company’s cash 
 position. And salespeople were mainly concerned with getting orders for 
 whatever product was in the warehouse. Each department thought of its own 
activity as the center of the business. Unfortunately, this is still true in many 
companies today. 

 LO 1.5 

 Customer satisfaction 
guides the whole system 

The 
Marketing 
Concept

Total company
effort

Customer
satisfaction

Profit (or another
measure of long-term

success) as an
objective

  Exhibit 1–3  
Organizations with a 
Marketing Orientation 
Carry Out the Marketing 
Concept 
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 Ideally, all managers should work together as a team. Every department may 
directly or indirectly impact customer satisfaction. But some managers tend to 
build “fences” around their own departments. There may be meetings to try to 
get them to work together—but they come and go from the meetings worried 
only about protecting their own turf. 

 We use the term  production orientation  as a shorthand way to refer to this kind of 
narrow thinking—and lack of a central focus—in a business firm. But keep in mind 
that this problem may be seen in sales-oriented sales representatives, advertising-
oriented agency people, finance-oriented finance people, directors of nonprofit 
organizations, and so on. It is not a criticism of people who manage production. 
They aren’t necessarily any more guilty of narrow thinking than anyone else. 

 The fences come down in an organization that has accepted the marketing 
concept. There may still be departments because specialization often makes 
sense. But the total system’s effort is guided by what customers want—instead of 
what each department would like to do. The marketing concept provides a 
guiding focus that  all  departments adopt. It should be a philosophy of the whole 
organization, not just an idea that applies to the marketing department. 

 Firms must satisfy customers. But keep in mind that it may cost more to satisfy 
some needs than any customers are willing to pay. Or it may be much more 
costly to try to attract new customers than it is to build a strong relationship 
with—and repeat purchases from—existing customers. So profit—the difference 
between a firm’s revenue and its total costs—is the bottom-line measure of the 
firm’s success and ability to survive. It is the balancing point that helps the firm 
determine what needs it will try to satisfy with its total (sometimes costly!) effort. 

 Some organizations explicitly consider a  triple bottom line —which measures 
an organization’s economic, social, and environmental outcomes—as a measure 
of long-term success. Profit is the economic outcome. Social refers to how the 
company’s business activities affect its employees and other people in the com-
munities where it operates. The third bottom line takes into account environ-
mental responsibility, usually seeking to at least not harm the natural 
environment.  Together, these are sometimes referred to as measures of people, 
planet, and profit. 11  

 Consider Namaste Solar, which actively seeks economic profits while also 
measuring the impact on its local community and the planet. For example, the 
company gives 20 percent of its after-tax earnings to support projects like a 
community bicycle-recycling program and the local children’s museum. Na-
maste Solar’s core products help the planet, but it also offers grants of up to 
$30,000 to help schools and nonprofits install their own solar systems. The com-
pany also self-monitors and reduces its waste. It recycles or reuses 90 percent of 
its office supplies and employs a zero waste company kitchen. Many of Namaste 
Solar’s customers and employees value its triple bottom line orientation. 12  

 The marketing concept may seem obvious, but it is easy to maintain a produc-
tion-oriented way of thinking. Producers of industrial commodities like steel, 
coal, and chemicals have tended to remain production–oriented in part because 
buyers see little difference among competitors. Some industries with limited 
competition, including electric utilities and cable television providers, have also 
been slow to adopt the marketing concept. When an industry gets competitive, 
consumers have choices and flock to those that deliver customer satisfaction. 
This provides an incentive for more firms to practice the marketing concept. 13  

 Take a look at Exhibit 1-4. It shows some differences in outlook between 
adopters of the marketing concept and typical production-oriented managers. 
As the exhibit suggests, the marketing concept forces the company to think 
through what it is doing—and why. 

 Work together to do a 
better job 

 Survival and success 
require a profit 

 Many organizations go 
beyond profit 

 Adoption of the 
marketing concept is not 
universal 
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 The Marketing Concept and Customer Value 

 A manager who adopts the marketing concept sees customer satisfaction as the 
path to profits. To better understand what it takes to satisfy a customer, it is 
 useful to take the customer’s point of view. 

 A customer may look at a market offering from two perspectives. One deals 
with the potential benefits of that offering; the other concerns what the customer 
has to give up to get those benefits. Consider a student who has just  finished an 
exam and is thinking about getting an iced coffee from Starbucks. Our coffee 
lover might see this as a great-tasting treat, a quick pick-me-up, a quiet place to 
relax and meet friends, and even as a way to get to know an attractive classmate. 
Clearly, different needs are associated with these different benefits. The cost of 
getting these benefits would include the price of the coffee and any tip to the 
server, but there might be other nondollar costs. For example, how difficult it will 
be to park is a convenience cost. Slow service would be an  aggravation. 

 As this example suggests, both benefits and costs can take many different 
forms, perhaps ranging from economic to emotional. They also may vary de-
pending on the situation. However, it is the customer’s view of the various ben-
efits and costs that is important. This leads us to the concept of  customer 

value —the difference between the benefits a customer sees from a market offer-
ing and the costs of obtaining those benefits. 

 Some people think that higher customer value comes from a low price. But 
that may not be the case at all. A good or service that doesn’t meet a customer’s 
needs results in low customer value, even if the price is very low. A high price 
may be more than acceptable when it obtains the desired benefits. Think again 
about our Starbucks example. You can get a cup of coffee for a much lower 
price, but Starbucks offers more than just a cup of coffee. Customers find 
 superior value when costs are lower and/or benefits are higher. This is  indicated 
in the upper left-hand corner of Exhibit 1-5. 

 LO 1.6 

 Take the customer’s 
point of view 

 Customer value reflects 
benefits and costs 

  Exhibit 1–4  Some Differences in Outlook between Adopters of the Marketing Concept and Typical 
Production-Oriented Managers 

Topic Marketing Orientation Production Orientation

Attitudes toward 
 customers

Customer needs determine company 
plans

They should be glad we exist, trying to cut 
costs and bringing out better products

Product offering Company makes what it can sell Company sells what it can make

Role of marketing 
 research

To determine customer needs and how 
well company is satisfying them

To determine customer reaction, if used 
at all

Interest in innovation Focus is on locating new opportunities Focus is on technology and cost cutting

Customer service Satisfy customers after the sale and 
they’ll come back again

An activity required to reduce consumer 
complaints

Focus of advertising Need-satisfying benefits of goods and 
services

Product features and how products 
are made

Relationship with 
 customer

Customer satisfaction before and after 
sale leads to a profitable long-run 
 relationship

Relationship ends when a sale is made

Costs Eliminate costs that do not give value to 
customer

Keep costs as low as possible
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 It is useful for a manager to evaluate ways to improve the benefits, or reduce 
the costs, of what the firm offers customers. However, this doesn’t mean that 
customers stop and compute some sort of customer value score before making 
each purchase. If they did, there wouldn’t be much time in life for anything 
else. So a manager’s objective and thorough analysis may not accurately reflect 
the customer’s impressions. Yet it is the customer’s view that matters—even 
when the customer has not thought about it. 

 You can’t afford to ignore competition. Consumers usually have choices 
about how they will meet their needs. So a firm that offers superior customer 
value is likely to win and keep customers. 

 Often the best way to improve customer value, and beat the competition, is 
to be first to satisfy a need that others have not even considered. The competi-
tion between Coca-Cola and Pepsi illustrates this. Coca-Cola and Pepsi were 
spending millions of dollars on promotion—fighting head-to-head for the same 
cola customers. They put so much emphasis on the cola competition that they 
missed other  opportunities. That gave firms like Snapple the chance to enter 
the market and steal away customers. For these customers, the desired bene-
fits—and the greatest customer value—came from the variety of a fruit-flavored 
drink, not from one more cola. 

 Firms that embrace the marketing concept seek ways to build a profitable 
long-term relationship with each customer. Even the most innovative firm faces 
competition sooner or later. Trying to get new customers by taking them away 
from a competitor is usually more costly than retaining current customers by 
really satisfying their needs. Satisfied customers buy again and again while dis-
satisfied customers often tell others not to buy. With a long-term relationship, 
the customer’s buying job is easier, and it also increases the selling firm’s profits. 

 Building relationships with customers requires that everyone in a firm work 
together to provide customer value before  and after  each purchase. If there is a 
problem with a customer’s bill, the accounting people can’t just leave it to the 
salesperson to straighten it out or, even worse, act like it’s “the customer’s prob-
lem.” These hassles raise customers’ costs of doing business. The long-term re-
lationship with the customer—and the lifetime value of the customer’s future 
purchases—is threatened unless everyone works together to make things right 
for the customer. Similarly, the firm’s advertising might encourage a customer 
to buy once, but if the firm doesn’t deliver on the benefits promised in its ads, 
the customer is likely to go elsewhere the next time the need arises. In other 
words, any time the customer value is reduced—because the benefits to the 
customer decrease or the costs increase—the relationship is weakened. 14  

 Customers may not 
think about it very much 

 Where does competition 
fit? 

 Build relationships with 
customer value 

Exhibit 1–5  
Costs, Benefits, and 
Customer Value 

High

High

Low

Low

Benefits customer
perceives in

a firm’s goods
and services

Costs customer
perceives to 

obtain benefits

Perceived
superior

value
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 Exhibit 1-6 summarizes these ideas. In a firm that has adopted the marketing 
concept, everyone focuses on customer satisfaction. They look for ways to offer 
superior customer value. That helps attract customers in the first place—and 
keeps them satisfied after they buy. So when they are ready to make repeat pur-
chases, the firm is able to keep them as customers. Sales may increase further be-
cause satisfied customers are likely to buy other products offered by the firm. 
In this way, the firm builds profitable relationships with its customers. In other 
words, when a firm adopts the marketing concept, it wins and so do its customers. 

 Chipotle Mexican Grill, a restaurant chain that specializes in tacos and bur-
ritos, illustrates these ideas. Since opening its first store in 1993, Chipotle has 
successfully built enduring relationships with customers looking for good food 
fast. Chipotle does relatively little advertising to acquire new customers. When 
Chipotle opens a new store, it usually gives away thousands of burritos to build 
buzz and generate publicity. New customers usually see value from Chipotle’s 
fresh ingredients, great tasting menu, convenient locations, and fast service, 
even at $8 to $9 for a burrito and drink. Predictably, they tell their friends. 

 Many customers also get satisfaction knowing they are eating organically grown 
local produce and meat from animals raised on family farms without the use of 
antibiotics and added hormones. Chipotle lets customers know about its food 

and its “food with integrity” values through its website, 
various promotions, advertising, and online videos. 
Chipotle produced a video on sustainable farming that 
went viral with millions of views. You can find “Back to 
the Start” featuring Coldplay’s “The Scientist” sung by 
Willie Nelson on YouTube. Chipotle’s friendly staff 
and great food deliver satisfied customers who come 
back again and again. That’s why Chipotle is one of 
the fastest-growing restaurant chains in the world. 15  

 Chipotle’s value delivers 
satisfied customers—
again and again 

 Patagonia is a high-end brand 
of outdoor clothing. The 
company focuses on 
delivering customer 
satisfaction and customer 
value to build long-term 
relationships. Patagonia’s 
customers see benefits from 
both the high quality gear it 
sells and its commitment to 
the environment. For example, 
Patagonia donates 1% of 
sales to environmental groups 
each year and supports a 
worldwide recycling initiative 
called the Common Threads 
Recycling Program. 

 Internet Exercise 

 What does Chipotle offer customers at its website 
( www.chipotle.com )? How does this increase the 
value a customer receives from Chipotle? What else 
could Chipotle do to further enhance relationships 
with customers? 
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 The Marketing Concept Applies in Nonprofi t 
Organizations 

 The marketing concept is as important for nonprofit organizations as it is for 
business firms. In fact, marketing applies to all sorts of public and private non-
profit organizations—ranging from government agencies, health care organiza-
tions, educational institutions, and religious groups to charities, political parties, 
and fine arts organizations. 

 As with any business firm, a nonprofit organization needs resources and sup-
port to survive and achieve its objectives. Yet support often does not come di-
rectly from those who receive the benefits the organization produces. For 
example, the World Wildlife Fund protects animals. If supporters of the World 
Wildlife Fund are not satisfied with its efforts—don’t think the benefits are worth 
what it costs to provide them—they will put their time and money elsewhere. 

 Just as most firms face competition for customers, most nonprofits face com-
petition for the resources and support they need. The Air Force faces a big 
problem if it can’t attract new recruits. A shelter for the homeless may fail if 
supporters decide to focus on some other cause, such as AIDS education. 

 As with a business, a nonprofit must take in as much money as it spends or it 
won’t survive. However, a nonprofit organization does not measure “profit” in 
the same way as a firm. And its key measures of long-term success are also differ-
ent. The YMCA, colleges, symphony orchestras, and the United Way, for exam-
ple, all seek to achieve different objectives and need different measures of 
success. When everyone in an organization agrees to  some  measure(s) of long-
run success, it helps the organization focus its efforts. 

 Some nonprofits face other challenges in organizing to adopt the marketing 
concept. Often no one has overall responsibility for marketing activities. Even 

 Newcomers to 
marketing thinking 

 Support may not come 
from satisfied 
“customers” 

 What is the “bottom 
line”? 

 May not be organized 
for marketing 

Exhibit 1–6  Satisfying 
Customers with Superior 
Customer Value to Build 
Profitable Relationships 

Total company
effort to satisfy

customers

Offer superior
customer value

Attract
customers

Satisfy
customers

Retain
customers

Build profitable
relationships

with customers

Increase sales to
customers
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when some leaders do the marketing thinking, they may have trouble getting 
unpaid volunteers with many different interests to all agree with the marketing 
strategy. Volunteers tend to do what they feel like doing! 16  

 The Marketing Concept, Social Responsibility, 
and Marketing Ethics 

 The marketing concept is so logical that it’s hard to find fault with it. Yet when 
a firm focuses its efforts on satisfying some consumers—to achieve its objec-
tives—there may be negative effects on society. For example, producers and 
consumers making free choices can cause conflicts and difficulties. This is 
called the  micro-macro dilemma . What is “good” for some firms and consumers 
may not be good for society as a whole. 

 For instance, many people in New York City buy bottled water because they 
like the convenience of easy-to-carry disposable bottles with spill-proof caps. On 
the other hand, the city already provides citizens with good tasting, safe tap wa-
ter at a fraction of the cost. Is this just a matter of free choice by consumers? It’s 
certainly a popular choice! On the other hand, critics point out that it is an inef-
ficient use of resources to waste oil making and transporting millions of plastic 
bottles that end up in landfills where they leach chemicals into the soil. That 
kind of thinking, about the good of society as a whole, explains why New York 
City has run ads that encourage consumers to “get your fill” of free city water. 
What do you think? Should future generations pay the environmental price for 
today’s consumer conveniences? 17  

 Questions like these are not easy to answer. The basic reason is that many differ-
ent people may have a stake in the outcomes—and social consequences—of the 
choices made by individual managers 
 and  consumers in a market-directed 
system. This means that marketing 
managers should be concerned with 
 social responsibility —a firm’s obliga-
tion to improve its positive effects on 
society and reduce its negative effects. 
As you read this book and learn more 
about marketing, you will also learn 
more about social responsibility in 
marketing—and why it must be taken 
seriously. You’ll also see that being so-
cially responsible sometimes requires 
difficult trade-offs. 

 Consider, for example, the envi-
ronmental problems created by 
CFCs, chemicals that were used in 
hundreds of critical products, in-
cluding fire extinguishers, cooling 
systems, and electronic circuit 
boards. When it was learned that 
CFCs deplete the earth’s ozone layer, 
it was not possible to immediately 
stop producing and using all CFCs. 
For many products critical to society, 
there was no feasible short-term sub-
stitute. Du Pont and other producers 
of CFCs worked hard to balance 
these conflicting demands until 

 LO 1.7 

 Society’s needs must be 
considered 
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 substitute products could be found. Yet you can see that there are no easy an-
swers for how such conflicts should be resolved. 18  

 The issue of social responsibility in marketing also raises other important 
questions—for which there are no easy answers. 

 Some consumers want products that may not be safe or good for them in the 
long run. Some critics argue that businesses should not offer high-heeled shoes, 
alcoholic beverages, marijuana, gambling, or sugar-coated cereals because they 
aren’t “good” for some consumers in the long run. Similarly, bicycles and roller 
blades are among the most dangerous products identified by the Consumer 
Product Safety Commission. Who should decide if these products will be of-
fered to consumers? 

 Think about sugary soft drinks—consumers love them, but they add to a 
growing global obesity problem. Most consumers know the drinks are not good 
for them, and that they need to cut back, but some have trouble with this. New 
York City passed a law (later overturned in court) prohibiting the sale of sweet-
ened drinks of more than 16 ounces. France passed a soda tax. Coca-Cola has, 
on its own, limited advertising to children, increased promotion of diet drinks, 
and promoted physical activity programs. Should governments or consumers 
make decisions about what products are offered to consumers? 19  

 Not all marketers act in a socially responsible manner. Sometimes firms or 
individuals advance their own short-term interests at the expense of customers. 
For example, during the housing boom in the mid-2000s, some mortgage bro-
kers took advantage of trusting customers and sold them mortgages they could 
not afford while earning large commissions for themselves. As a result, many 
homebuyers were unable to pay for their homes, and this contributed to a global 
economic recession. When products are complicated, consumers may be vulner-
able to unscrupulous sellers. In these circumstances we can debate whether it is 
better to “let the buyer beware” or enact stricter government regulation. 

 There are times when being socially responsible can increase not only a 
firm’s profits, but also its costs. Even though some consumers will pay premium 
prices to buy “fair trade” coffee, napkins made from recycled paper, hybrid cars 

 Should all consumer 
needs be satisfied? 

 Do all marketers act 
responsibly? 

 What if it cuts into 
profits? 

 Marketing is now widely 
accepted by many local, 
national, and international 
nonprofit organizations. 
FocusDriven encourages safe 
driving and advocates for 
cell-phone free driving. This 
ad serves as a reminder of the 
perils of texting and driving. 
The inset text (on green 
background) adds, “24% of all 
[accident pictogram] involve a 
cell phone,” “Nothing you 
have to say is that important,” 
and “Help increase awareness 
at FocusDriven.org.” 
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that pollute less, or products made in overseas factories that pay a “fair wage,” 
these items may cost more to produce. At the same time, other consumers 
 attach little or no value to these social measures and refuse to pay a higher price 
for such products. Consequently, many firms selling to this second group are 
reluctant to be more socially responsible. 

 When a society feels that the social benefits are important, it may add regula-
tions to create a level playing field for all firms and to assure that these benefits 
are provided. For example, there are laws that protect rivers from water pollu-
tion and that restrict the use of child labor. Still, it is difficult for governments 
to impose regulations that govern all circumstances where such trade-offs occur. 
So is the marketing concept really desirable? 

 Socially conscious marketing managers are trying to answer these questions. 
Their definition of customer satisfaction includes long-range effects—as well as 
immediate customer satisfaction. They try to balance consumer, company, and 
social interests. 

 A manager cannot be truly consumer-oriented and at the same time inten-
tionally unethical. However, at times, problems and criticism may arise because 
a manager did not fully consider the ethical implications of a decision. In either 
case, there is no excuse for sloppiness when it comes to  marketing ethics —the 
moral standards that guide marketing decisions and actions. Each individual 
develops moral standards based on his or her own values. That helps explain 
why opinions about what is right or wrong often vary from one person to an-
other, from one society to another, and among different groups within a society. 
It is sometimes difficult to say whose opinions are “correct.” Even so, such opin-
ions may have a very real influence on whether an individual’s (or a firm’s) 
marketing decisions and actions are accepted or rejected. So marketing ethics 
are not only a philosophical issue; they are also a pragmatic concern. 

 Problems may arise when some individual manager does not share the same 
marketing ethics as others in the organization. One person operating alone can 
damage a firm’s reputation and even survival. 

 The marketing concept 
guides marketing ethics 

 TOMS started by selling 
shoes on a one-for-one model; 
for each pair of shoes TOMS 
sells, it gives a pair to a person 
in need. 
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 To be certain that standards for marketing ethics are as clear as possible, 
many organizations have developed their own written codes of ethics. These 
codes usually state—at least at a general level—the ethical standards that every-
one in the firm should follow in dealing with customers and other people. Many 
professional societies also have such codes. For example, the American Market-
ing Association’s code of ethics—see Exhibit 1-7—sets specific ethical standards 
for many aspects of marketing. 20  

 Throughout the text, we will be discussing the types of ethical issues individ-
ual marketing managers face. But we won’t be moralizing and trying to tell you 
how you should think on any given issue. Rather, by the end of the course we 
hope that  you  will have some firm personal opinions about what is and is not 
ethical in micro-marketing activities. 21  

A customer purchases a Canon digital camera that comes with a 90-day manufacturer’s 
warranty on parts and labor. The salesperson suggests that the customer consider the 
store’s three-year extended service to cover any problems with the camera. The customer 
replies, “I’m getting a Canon because it’s a reputable brand—and at $98 the service agree-
ment is one-third the cost of the camera.” Four months later, the customer returns to the 
store and complains that the camera no longer takes pictures and that “the store needs to 
make it right.” If you were the store manager, what would you say? Would your response 
be any different if you knew that the customer was going to post his complaint on a con-
sumer website?E

th
ic

s 
Q

u
e
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n

  Preamble  
The American Marketing Association commits itself to promoting the highest standard of professional ethical norms 
and values for its members (practitioners, academics, and students). Norms are established standards of conduct that 
are expected and maintained by society and/or professional organizations. Values represent the collective conception 
of what communities find desirable, important, and morally proper. Values also serve as the criteria for evaluating our 
own personal actions and the actions of others. As marketers, we recognize that we not only serve our organizations 
but also act as stewards of society in creating, facilitating, and executing the transactions that are part of the greater 
economy. In this role, marketers are expected to embrace the highest professional ethical norms and the ethical values 
implied by our responsibility toward multiple stakeholders (e.g., customers, employees, investors, peers, channel mem-
bers, regulators, and the host community).

Ethical Norms
As Marketers, we must:

• Do no harm.

• Foster trust in the marketing system.

• Embrace ethical values.

Ethical Values
• Honesty—to be forthright in dealings with customers and stakeholders.

• Responsibility—to accept the consequences of our marketing decisions and strategies.

• Fairness—to balance justly the needs of the buyer with the interests of the seller.

• Respect—to acknowledge the basic human dignity of all stakeholders.

• Transparency—to create a spirit of openness in marketing operations.

• Citizenship—to fulfill the economic, legal, philanthropic, and societal responsibilities that serve stakeholders.

 The full document may be found on the American Marketing Association website (www.marketingpower.com). 

Exhibit 1–7 Summary of American Marketing Association Statement of Ethics
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 Fortunately, the prevailing practice of most businesspeople is to be fair and 
honest. However, not all criticisms of marketing focus on ethical issues. 

 We must admit that marketing—as it exists in the United States and other 
developed societies—has many critics. Marketing activity is especially open to 
criticism because it is the part of business most visible to the public. 

 A number of typical complaints about marketing are summarized in Exhibit 
1-8. Think about these criticisms and whether you agree with them or not. 
What complaints do you have that are not covered by one of the categories in 
Exhibit 1-8?   

 Such complaints should not be taken lightly. They show that many people 
are unhappy with some parts of the marketing system. Certainly, the strong pub-
lic support for consumer protection laws proves that not all consumers feel they 
are being treated like royalty. 

 As you consider the various criticisms of marketing, keep in mind that not all 
of them deal with the marketing practices of specific firms. Some of the com-
plaints about marketing really focus on the basic idea of a market-directed 
macro-marketing system—and these criticisms often occur because people don’t 
understand what marketing is or how it works. 22  As you go through this book, 
we’ll discuss some of these criticisms. Then in our final chapter, we will return to 
a more complete appraisal of marketing in our consumer-oriented society.                                                    

 Marketing has its critics 

• Advertising is everywhere, and it’s often annoying, misleading, or wasteful.

• The quality of products is poor and often they are not even safe.

• There are too many unnecessary products.

• Retailers add too much to the cost of distribution and just raise prices without 
providing anything in return.

• Marketing serves the rich and exploits the poor.

• Marketers overpromise service, and when a consumer has a problem, nobody 
cares.

• Marketing creates interest in products that pollute the environment.

• Private information about consumers is collected and used to sell them things 
they don’t need.

• Marketing makes people too materialistic and motivates them toward “things” 
 instead of social needs.

• Easy consumer credit makes people buy things they don’t need and can’t afford.

  Exhibit 1–8  Sample 
Criticisms of Marketing 

 The basic purpose of this chapter is to introduce you to 
marketing and highlight its value for consumers, firms, and so-
ciety. In Chapter 2, we introduce a marketing strategy planning 
process that is the framework for ideas developed throughout 
the rest of the text—and that will guide your marketing thinking 
in the future. This chapter sets the stage for that by introduc-
ing basic principles that guide marketing thinking. 

 You’ve learned about two views of marketing, both of 
which are important. One takes a micro view and focuses 
on marketing activities by an individual business (or other 
type of organization). This is what most people (including 

most business managers) have in mind when they talk about 
marketing. But it’s important to understand that marketing 
also plays a more macro role. Macro-marketing is con-
cerned with the way the whole marketing system works in a 
society or economy. It operates to make exchanges and re-
lationships between producers and their customers more 
effective. 

 We discussed the functions of marketing and who per-
forms them. This includes not only producers and their cus-
tomers but also marketing specialists who serve as 
intermediaries between producers and consumers and 

 CONCLUSION 

28
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other specialists (like product-testing labs and advertising 
agencies) who are collaborators and facilitate marketing 
functions. 

 We explained how a market-directed economy works, 
through the macro-marketing system, to provide consumers 
with choices. We introduced macro-marketing in this chap-
ter, and we’ll consider macro-marketing issues throughout 
the text. But the major focus of this book is on marketing by 
individual organizations. Someone in an organization must 
plan and manage its activities to make certain that customer 
needs are satisfied. 

 That’s why understanding the marketing concept is an-
other objective. The marketing concept is the basic philoso-
phy that provides direction to a marketing-oriented firm. It 
stresses that the company’s efforts should focus on satisfy-
ing some target customers—at a profit. Production-oriented 
firms tend to forget this. The various departments within a 
production-oriented firm let their natural conflicts of inter-
est get in the way of customer satisfaction. 

 We also introduced the customer value concept. It is 
marketing’s responsibility to make certain that what the 
firm offers customers really provides them with value that is 
greater than they can obtain somewhere else. In today’s 
competitive markets, a firm must offer superior customer 
value if it wants to attract customers, satisfy them, and build 
beneficial long-term relationships with them. 

 A final objective was for you to see how social responsi-
bility and marketing ethics relate to the marketing concept. 
The chapter ends by considering criticisms of marketing—
both of the way individual firms work and of the whole 
macro system. When you have finished reading this book, 
you will be better able to evaluate these criticisms. 

 By learning more about marketing-oriented decision 
making, you will be able to make more efficient and socially 
responsible decisions. This will help improve the perfor-
mance of individual firms and organizations (your employ-
ers). And eventually it will help our macro-marketing system 
work better. 

 production,  5  

 customer satisfaction, 5 

 innovation,  6  

 marketing,  7  

 pure subsistence economy,  8  

 macro-marketing,  8  

 economies of scale,  10  

 universal functions of marketing,  10  

 buying function,  10  

 selling function,  10  

 transporting function,  10  

 storing function,  10  

 standardization and grading,  10  

 financing,  11  

 risk taking,  11  

 market information function,  11  

 intermediary,  11  

 collaborators,  11  

 e-commerce,  11  

 economic system,  12  

 command economy,  13  

 market-directed economy,  14  

 simple trade era,  16  

 production era,  16  

 sales era,  17  

 marketing department era,  17  

 marketing company era,  17  

 marketing concept,  18  

 production orientation,  18  

 marketing orientation,  18  

 triple bottom line,  19  

 customer value,  20  

 micro-macro dilemma,  24  

 social responsibility,  24  

 marketing ethics,  26  

 KEY TERMS  LO 1.8 

 QUESTIONS AND PROBLEMS 
  1. List your activities for the first two hours after you woke up 

this morning. Briefly indicate how marketing affected your 
activities. 

  2. If a producer creates a really revolutionary new product 
and consumers can learn about it and purchase it at a web-
site, is any additional marketing effort really necessary? 
Explain your thinking. 

  3. Distinguish between the micro and macro views of market-
ing. Then explain how they are interrelated, if they are. 

  4. Refer to Exhibit 1-1, and give an example of a purchase you 
made recently that involved separation of information and 

separation in time between you and the producer. Briefly 
explain how these separations were overcome. 

  5. Describe a recent purchase you made. Indicate why that 
particular product was available at a store and, in particular, 
at the store where you bought it. 

  6. Define the functions of marketing in your own words. Using 
an example, explain how they can be shifted and shared. 

  7. Online computer shopping at websites makes it possible 
for individual consumers to get direct information from 
hundreds of companies they would not otherwise know 
about. Consumers can place an order for a purchase that is 

29
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then shipped to them directly. Will growth of these ser-
vices ultimately eliminate the need for retailers and whole-
salers? Explain your thinking, giving specific attention to 
what marketing functions are involved in these “electronic 
purchases” and who performs them. 

  8. Explain why a small producer might want a marketing re-
search firm to take over some of its information-gathering 
activities. 

  9. Distinguish between how economic decisions are made in a 
command economy and how they are made in a market-di-
rected economy. 

  10. Would the functions that must be provided and the devel-
opment of wholesaling and retailing systems be any differ-
ent in a command economy from those in a market-directed 
economy? 

  11. Explain why a market-directed macro-marketing system 
encourages innovation. Give an example. 

  12. Define the marketing concept in your own words, and then 
explain why the notion of profit is usually included in this 
definition. 

  13. Define the marketing concept in your own words, and then 
suggest how acceptance of this concept might affect the 
organization and operation of your college. 

  14. Distinguish between production orientation and marketing 
orientation, illustrating with local examples. 

  15. Explain why a firm should view its internal activities as 
part of a total system. Illustrate your answer for ( a ) a 
large grocery products producer, ( b ) a plumbing whole-
saler, ( c ) a department store chain, and ( d ) a cell phone 
service provider. 

  16. Give examples of some of the benefits and costs that might 
contribute to the customer value of each of the following 
products: ( a ) a wristwatch, ( b ) a weight-loss diet supple-
ment, ( c ) a cruise on a luxury liner, and ( d ) a checking ac-
count from a bank. 

  17. What are examples of the benefits that you can provide to 
a prospective employer in your field? What are examples 
of the costs that employer would incur if it hired you? How 
do you think you can increase the value you offer a pro-
spective employer? 

  18. Give an example of a recent purchase you made where the 
purchase wasn’t just a single transaction but rather part of 
an ongoing relationship with the seller. Discuss what the 
seller has done (or could do better) to strengthen the rela-
tionship and increase the odds of you being a loyal cus-
tomer in the future. 

  19. Discuss how the micro-macro dilemma relates to each of 
the following products: high-powered engines in cars, nu-
clear power, bank credit cards, and pesticides that improve 
farm production. 

 SUGGESTED CASES 
 1. McDonald’s “Seniors” Restaurant  18. Whistler Township Volunteer Fire Department 
 2. Golden Valley Foods, Inc. Video Case 1. Chick-fil-A 

 COMPUTER-AIDED PROBLEM 
 1. REVENUE, COST, AND PROFIT RELATIONSHIPS 

 This problem introduces you to the computer-aided prob-
lem (CAP) software—which is at the Online Learning Center for 
this text—and gets you started with the use of spreadsheet 
analysis for marketing decision making. This problem is simple. 
In fact, you could work it without the software. But by starting 
with a simple problem, you will learn how to use the program 
more quickly and see how it will help you with more compli-
cated problems. Instructions for the software are available at 
the end of this text. 

 Sue Cline, the business manager at Magna University Stu-
dent Bookstore, is developing plans for the next academic year. 
The bookstore is one of the university’s nonprofit activities, but 
any “surplus” (profit) it earns is used to support the student ac-
tivities center. 

 Two popular products at the bookstore are the student aca-
demic calendar and notebooks with the school name. Sue Cline 
thinks that she can sell calendars to 90 percent of Magna’s 3,000 
students, so she has had 2,700 printed. The total cost, including 
artwork and printing, is $11,500. Last year the calendar sold for 
$5.00, but Sue is considering changing the price this year. 

 Sue thinks that the bookstore will be able to sell 6,000 note-
books if they are priced right. But she knows that many stu-
dents will buy similar notebooks (without the school name) 
from stores in town if the bookstore price is too high. 

 Sue has entered the information about selling price, quan-
tity, and costs for calendars and notebooks in the spreadsheet 
program so that it is easy to evaluate the effect of different 
decisions. The spreadsheet is also set up to calculate revenue 
and profit, based on 

 Revenue = (Selling price) × (Quantity sold) 

 Profit = (Revenue) − (Total cost) 

 Use the program to answer the questions that follow. Re-
cord your answers on a separate sheet of paper. 

  a. From the Spreadsheet Screen, how much revenue does 
Sue expect from calendars? How much revenue from note-
books? How much profit will the store earn from calen-
dars? From notebooks? 

  b. If Sue increases the price of her calendars to $6.00 and 
still sells the same quantity, what is the expected revenue? 
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The expected profit? ( Note:  Change the price from $5.00 
to $6.00 on the spreadsheet and the program will recom-
pute revenue and profit.) On your sheet of paper, show 
the calculations that confirm that the program has given 
you the correct values. 

  c. Sue is interested in getting an overview of how a change 
in the price of notebooks would affect revenue and 
profit, assuming that she sells all 6,000 notebooks she is 
thinking of ordering. Prepare a table—on your sheet of 
paper—with column headings for three variables: selling 
price, revenue, and profit. Show the value for revenue 

and profit for different possible selling prices for a note-
book—starting at a minimum price of $1.60 and adding 8 
cents to the price until you reach a maximum of $2.40. At 
what price will selling 6,000 notebooks contribute 
$5,400.00 to profit? At what price would notebook sales 
contribute only $1,080.00? ( Hint:  Use the What If analysis 
feature to compute the new values. Start by selecting 
“selling price” for notebooks as the value to change, with 
a minimum value of $1.60 and a maximum value of $2.40. 
Select the revenue and profit for notebooks as the values 
to display.) 
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  Marketing Strategy 
Planning 
 There was a time when it didn’t seem to be an exaggeration 
for Barnum & Bailey’s ads to tout the circus as “the greatest 
show on earth.” For a hundred years, circuses had brought 
excitement and family entertainment to towns all over the 
country. Parents hardly noticed the hard benches that they 
sat on as they watched their kids cheer for the acrobats, 
clowns, and animal acts. But by the 1980s the popularity of 
traditional circuses was in decline; many simply went out of 
business. 

 You can imagine why this sad state of affairs would be a 
concern for Guy Laliberté—a stilt walker, accordion player, 
and fire eater—and others in his band of performers. But in-
stead of bemoaning the demise of the circus, they saw an 
opportunity for a new kind of entertainment—and their idea 
gave birth to “Cirque du Soleil.” 

 Their new style of circus still traveled to the audience and 
set up a “big top” tent, but costly and controversial animal 
acts were eliminated. Instead, the entertainment focused on 
an innovative combination of acrobatics, music, and theater. 
This more sophisticated offering appealed to adults. Impor-
tantly, adults were willing to pay more for tickets when the 
show was targeted at them and not just kids—especially when 
the traditional circus benches were replaced with more com-
fortable seats. 

 Cirque du Soleil quickly struck a chord with audiences 
and soon the producers were developing new shows and 
expanding tours to reach new markets. At any one time, 
about a dozen different Cirque du Soleil shows travel 
across Europe, Asia, Australia, and North and South America. 
Each show performs in a host city from two weeks to three 
months. Nine other Cirque du Soleil shows have perma-
nent homes and target tourists visiting Las Vegas, Nevada 
and Orlando, Florida. Each of the shows has a unique 
theme. For example, KÀ highlights the martial arts, OVO 
looks at the world of insects, and Iris celebrates Hollywood 
movies. 

 When considering new shows, each idea is evaluated on 
its creativity, uniqueness, and likelihood of becoming a real 
blockbuster. New shows can take more than five years and 
$100 million to develop. It is anticipated that these develop-
ment costs will be recouped over each show’s planned 10-
year run. Some shows pay back even quicker.  Michael 
Jackson THE IMMORTAL World Tour  was a big hit—selling 
more than $140 million in tickets in its first full year on the 

road. That show’s successes led to the development of 
Michael Jackson ONE , now based in Las Vegas. 

 As all of this suggests, Cirque du Soleil’s marketing man-
agers constantly evaluate new opportunities. A few years 
ago the company even considered a plan to diversify into ho-
tels and spas based on the circus theme. This idea was 
screened out—at least for now—and instead the focus has 
been on developing new products for current customers. For 
example, in Las Vegas Cirque du Soleil created lounges with 
the Cirque du Soleil theme where customers could relax be-
fore or after one of their shows. 

 Cirque du Soleil reaches some new customers through 
television specials and DVDs. These small screen shows gen-
erate additional revenue while giving customers a taste of 
Cirque du Soleil and whetting their appetite for a live show. 

 Once customers see a live Cirque du Soleil show, they 
want to see more. So Cirque advertising focuses on moti-
vating customers to see that first show. For example, ads in 
airline magazines target travelers who are headed to cities 
with permanent shows and traveling shows are heavily ad-
vertised in local media. Publicity and word-of-mouth are 
also important. Local newspapers and TV shows are inter-
ested in doing stories about touring productions when 
they come to town. Cirque du Soleil’s website helps re-
porters in this effort by providing photos, videos, and in-
terviews for easy download. To encourage word-of-mouth, 
they invite influential people in the community to a gala 
opening night. The troupe also volunteers time to local art 
and charitable organizations, thereby building relation-
ships with the community. After experiencing the magic, 
people often “spread the word” to their friends and they 
look forward to the next opportunity to see Cirque du 
 Soleil in action. 

 Cirque du Soleil hopes to develop customers for life who 
love the shows and come back again and again. To keep that 
magic alive, they encourage customers to “Like” Cirque du 
Soleil’s Facebook page, where regular updates feature video 
interviews with cast members, posts with Cirque du Soleil’s 
latest news, as well as comments from other fans. For up-to-
the-minute news, they can follow Cirque du Soleil on Twitter 
or download an app for their cell phone. Other fans prefer to 
watch that action on Cirque du Soleil’s YouTube channel or 
follow photos on the brand’s Instagram page or Pinterest 
boards. For anyone wishing to learn more, Cirque du Soleil’s 
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 The Management Job in Marketing 

   In Chapter 1 you learned about the marketing concept—a philosophy to guide 
the whole firm toward satisfying customers at a profit. From the Cirque du Soleil 
case, it’s clear that marketing decisions are very important to a firm’s success. 
Let’s look more closely at the marketing management process. 

 The  marketing management process  is the process of (1)  planning  marketing 
activities, (2) directing the  impleme  n  tation  of the plans, and (3)  controlling  these 
plans. Planning, implementation, and control are basic jobs of all managers—
but here we will emphasize what they mean to marketing managers. 

 Exhibit 2-1 shows the relationships among the three jobs in the marketing 
management process. The jobs are all connected to show that the marketing 
management process is continuous. In the planning job, managers set guidelines 
for the implementing job and specify expected results. They use these expected 
results in the control job to determine if everything has worked out as planned. 

LO 2.1

marketing managers also monitor and maintain several Wiki-
pedia pages. Many of these fans visit Cirque du Soleil’s web-
site where they can buy a T-shirt, umbrella, or coffee mug 
emblazoned with an image from their favorite Cirque du 
 Soleil show. 

 Though Cirque du Soleil 
has been very successful, it 
must continue to focus on 
ways to improve its customers’ 
experiences. Imitators, like the 
Canadian Cirque Éloize and 
Le Rêve in Las  Vegas, now try 
to offer similar entertainment 
fare. The well-known Cirque 
du Soleil brand name gives the 
troupe a competitive advan-
tage when it introduces new 
shows. It also allows Cirque to 
charge a premium price for 

tickets, which range from $40 to over $200 for the exclusive 
Tapis   Rouge  (Red Carpet) tickets. Cirque du Soleil’s carefully 
crafted marketing mix generates ticket sales that exceed half a 
billion dollars each year. 1  

 LEARNING OBJECTIVES 

 Marketing managers at Cirque du Soleil make many decisions as they develop marketing 
strategies. Making good marketing strategy decisions is never easy, yet knowing what basic 
decision areas to consider helps you to plan a more successful strategy. This chapter will 
get you started by giving you a framework for thinking about marketing strategy planning—
which is what the rest of this book is all about. 

 When you finish this chapter, you should be able to: 
  1 understand what a marketing manager does. 

  2 know what marketing strategy planning is—and why it is the focus of this 
book. 

  3 understand target marketing. 

  4 be familiar with the four Ps in a marketing mix. 

  5 know the difference between a marketing strategy, a marketing plan, and a 
marketing program. 

  6 understand what customer lifetime value and customer equity are and why 
marketing strategy planners seek to increase them. 

  7 be familiar with the text’s framework for marketing strategy planning. 

  8 know four broad types of marketing opportunities that help in identifying 
new strategies. 

  9 understand why strategies for opportunities in international markets 
should be considered. 

 10 understand the important new terms (shown in red). 
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The link from the control job to the planning job is especially important. This 
feedback often leads to changes in the plans or to new plans. 

 Ma n agers are not satisfied just planning for the present market. Markets 
are dynamic. Consumers’ needs, competitors, and the environment keep 
changing. Consider Hasbro, a company that seemed to have a “Monopoly” in 
family games. While it continued selling board games, firms like Sony, Micro-
soft, and Nintendo zoomed in with video game competition. Then online 
multiplayer games like World of Warcraft and Facebook-based Farmville 
grabbed consumers’ attention, followed by mobile games like Angry Birds 
and Letterpress. Bit by bit, Hasbro fell further behind customer trends. Of 
course, not every opportunity is good for every company. Really attractive op-
portunities are those that fit with what the whole company wants to do and is 
able to do well. 

 The job of planning strategies to guide a whole company is called  strategic 

(management) planning —the managerial process of developing and maintaining 
a match between an organization’s resources and its market opportunities. This 
is a top-management job. It includes planning not only for marketing but also 
for production, finance, human resources, and other areas. 

 While marketing strategies are not whole-company plans, company plans 
should be market-oriented. And the marketing plan often sets the tone and di-
rection for the whole company. So we will use  strategy planning  and  marketing 
strategy planning  to mean the same thing. 2  

 What Is a Marketing Strategy? 

 Marketing strategy planning means finding attractive opportunities and devel-
oping profitable marketing strategies. But what is a “marketing strategy”? 
We have used these words rather casually so far. Now let’s see what they 
really mean. 

 Managers should seek 
new opportunities 

 Strategic management 
planning concerns the 
whole firm 

 LO 2.2 

Whole-company
strategic management

planning
Match resources to

market opportunities

Control marketing plan(s)
and program
 • Measure results
 • Evaluate progress

Adjust plans
as needed

Implement marketing plan(s)
and program

Marketing planning
 • Set objectives
 • Evaluate opportunities
 • Create marketing strategies
 • Prepare marketing plans
 • Develop marketing program

Exhibit 2–1 
The Marketing 
Management Process
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 A  marketing strategy  specifies a target market 
and a related marketing mix. It is a big picture of 
what a firm will do in some market. Two interre-
lated parts are needed: 

 1. A  target market —a fairly homogeneous (simi-
lar) group of customers to whom a company 
wishes to appeal. 

 2. A  marketing mix —the controllable variables the 
company puts together to satisfy this target group. 

 The importance of target customers in this pro-
cess can be seen in Exhibit 2-2, where the target 
market is at the center of the diagram. The target 
market is surrounded by the controllable variables 
that we call the “marketing mix.” A typical market-
ing mix includes some product, offered at a price, 
with some promotion to tell potential customers 
about the product, and a way to reach the customer’s place. 

 The marketing strategy for Herbal Essences hair care products aims at a specific 
group of target customers: young women in their late teens and early 20s. The 
products include various shampoos, conditioners, gels, and hairspray for different 
types of hair. The product names and brightly colored packaging grab customers’ 
attention. Long Term Relationship (in bright red bottles) is formulated to add 
silkiness to long hair, and Body Envy (in orange bottles) adds body to flat hair. The 
curvy, matched, and nested shampoo and conditioner bottles encourage customers 
to buy the products together. By seeking eye-level placement at stores like Target 
and Walmart, Herbal Essences is locating its products where most target customers 
shop for hair care essentials. The brand’s print, television, and online advertising 
incorporate a mythical quality that supports the products’ organic origins. Herbal 
Essences’ homepage (www.herbalessences.com) includes hundreds of customer 
ratings and reviews, links to a Facebook Fan page (with over 1 million fans), a Twit-
ter feed, and a YouTube channel. The shampoo and conditioner retail for $6 to $8 
a bottle, with occasional dollar-off coupons to encourage new customer trial. Fast-
growing sales suggest this marketing mix hits the bulls-eye for this target market. 3  

 Selecting a Market-Oriented Strategy Is Target Marketing 

 Note that a marketing strategy specifies some  particular  target customers. This ap-
proach is called “target marketing” to distinguish it from “mass marketing.”  Target 

marketing  says that a marketing mix is tailored to fit some specific target  customers. 
In contrast,  mass marketing —the typical production-oriented approach—vaguely 
aims at “everyone” with the same marketing mix. Mass marketing assumes that 
everyone is the same—and it considers everyone to be a potential customer. It 
may help to think of target marketing as the “rifle approach” and mass marketing 
as the “shotgun approach.” See Exhibit 2-3. 

 Commonly used terms can be confusing here. The terms  mass market  ing  and  mass   
  market  ers  do not mean the same thing. Far from it!  Mass market  ing  means trying to 
sell to “everyone,” as we explained earlier.  Mass market  ers  like Kraft Foods and 
Walmart are aiming at clearly defined target markets. The confusion with mass mar-
keting occurs because their target markets usually are large and spread out. 

 Target marketing is not limited to small market segments—only to fairly 
 homogeneous ones. A very large market—even what is sometimes called the 

 Target marketing is not 
mass marketing 

 LO 2.3 

 Mass marketers may 
do target marketing 

 Target marketing can 
mean big markets 
and profits 

Th
e 

marketing m
ix

TARGET
MARKET

Exhibit 2–2 
A Marketing Strategy
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“mass market”—may be fairly homogeneous, and a target marketer will deliber-
ately aim at it. For example, a very large group of parents of young children are 
homogeneous on many dimensions, including their attitudes about changing 
baby diapers. In the United States alone, this group spends about $5 billion a 
year on disposable diapers—so it should be no surprise that it is a major target 
market for companies like Kimberly-Clark (Huggies) and Procter & Gamble 
(Pampers). On the other hand, babies and their parents are not the only ones 
who need disposable diapers. Many elderly people, especially those who are in 

Production-oriented manager 
sees everyone as basically similar 
and practices “mass marketing”

Marketing-oriented manager 
sees everyone as different and 
practices “target marketing”

Exhibit 2–3
Production-Oriented and 
Marketing-Oriented 
Managers Have Different 
Views of the Market

A marketing mix does not 
need to appeal to all 
customers. Target marketers 
recognize that every customer 
is different. They identify a 
target market to serve, and 
then create a marketing mix 
to match that market’s needs. 
A $400 cooler is not for 
everyone, but YETI identified 
customers that value a high 
high quality, durable cooler 
that keeps ice longer. People 
who fish a lot are one of the 
target markets that find YETI 
coolers to be a good value.
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nursing homes and have mobility problems, use diapers. Needless to say, the 
marketing mix that’s right for babies isn’t right for elder care. It’s not just the 
sizes that are different, but also the forms. The elderly don’t like the idea of 
needing “diapers”—so instead they wear disposable “pull ups.” 

 The basic reason to focus on some specific target customers is so that you can 
develop a marketing mix that satisfies those customers’  specific  needs better than 
they are satisfied by some other firm. For example, E*TRADE uses a website 
(www.etrade.com) to target knowledgeable investors who want a convenient, 
low-cost way to buy and sell stocks online without a lot of advice (or pressure) 
from a salesperson. 

 Developing Marketing Mixes for Target Markets 

 There are many possible ways to satisfy the needs of target customers. A 
product might have many different features. It could be sold directly to cus-
tomers via the Internet, offered only in stores, or both. Customer service lev-
els before or after the sale can be adjusted. The package, brand name, and 
warranty can be changed. Various advertising media—newspapers, maga-
zines, cable, the Internet—may be used. The company can develop social 
media sites on Facebook, Twitter, or  Instagram. A company’s own sales force 
or other sales specialists can be used. The price can be changed, discounts 
can be given, and so on. With so many possible variables, is there any way to 
help organize all these decisions and simplify the selection of marketing 
mixes? The answer is yes. 

 It is useful to reduce all the variables in the marketing mix to four basic ones: 

   Product  

   Place  

   Promotion  

   Price  

 It helps to think of the four major parts of a marketing mix as the “ four Ps .” 

 Customer is not part of the marketing mix 
 The customer—the target market—is shown 

surrounded by the four Ps in  Exhibit 2-4. Some stu-
dents assume that the customer is part of the mar-
keting mix—but this is not so. The customer 
should be the  target  of all marketing  efforts. 

 Exhibit 2-5 shows some of the strategy decision 
variables organized by the four Ps. These will be 
discussed in later chapters. For now, let’s just de-
scribe each P briefly. 

 The Product area is concerned with developing 
the right “product” for the target market. This of-
fering may involve a physical good, a service, or a 
blend of both. While Coke Zero, Jeep Wrangler, 
and the Samsung Galaxy phone are physical goods, 
the product for Verizon Wireless is the communi-
cation service it provides—sending texts, completing phone calls, and connect-
ing customers to the Internet. The Product of a political party is the policies it 
works to achieve. The important thing to remember is that your good or service 
should satisfy some customers’ needs. 

 There are many 
marketing mix 
decisions 

 LO 2.4 

 The “four Ps” make up 
a marketing mix 

 Product—the good or 
service for the target’s 
needs 

Exhibit 2–4 
A Marketing Strategy—
Showing the Four Ps of a 
Marketing Mix
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 Along with other Product-area decisions like branding, packaging, and war-
ranties, we will talk about developing and managing new products, product 
quality, and whole product lines. 

 Place is concerned with all the decisions involved in getting the “right” prod-
uct to the target market’s Place. A product isn’t much good to a customer if it 
isn’t available when and where it’s wanted. 

 A product reaches customers through a channel of distribution. A  channel of 

distribution  is any series of firms (or individuals) that participate in the flow of 
products from producer to final user or consumer. 

 Place—reaching the 
target 

Exhibit 2–5 
Strategy Decision Areas 
Organized by the Four Ps

• Physical good
• Service
• Features
• Benefits
• Quality level
• Accessories
• Installation
• Instructions
• Warranty
• Product lines
• Packaging
• Branding

• Objectives
• Channel type
• Market
 exposure
• Kinds of     
 intermediaries
• Kinds and       
 locations of
 stores
• How to handle
 transporting
 and storing
• Service levels
• Recruiting
 intermediaries
• Managing        
 channels

• Objectives
• Promotion
 blend
• Salespeople
  Kind       
  Number
  Selection
  Training
  Motivation
• Advertising
  Targets
  Kinds of ads
  Media type
  Copy thrust
  Prepared by
  whom
• Publicity
• Sales
 promotion

• Objectives
• Flexibility
• Level over 
 product life
 cycle
• Geographic
 terms
• Discounts
• Allowances

Product Place Promotion Price

A firm’s product may involve a 
physical good or a service or a 
combination of both. Chilean 
airline LAN provides a service 
but the quality of its 
equipment, especially the 
special sleeper seats on its 
planes, helps the firm do a 
superior job in meeting the 
needs of international 
travelers. German airline 
Lufthansa supplements its 
primary service, helping 
customers travel to a new 
location, by offering them 
access to the Internet while 
on its flights.
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 Sometimes a channel of distribution is short and runs directly from a pro-
ducer to a final user or consumer. This is common in business markets and in 
the marketing of services. For example, GEICO sells its insurance directly to fi-
nal consumers. However, as shown in Exhibit 2-6, channels are often more com-
plex—as when Nestlé’s food products are handled by wholesalers and retailers 
before reaching consumers. When a marketing manager has several different 
target markets, several different channels of distribution may be needed. 

 We will also see how physical distribution service levels and decisions con-
cerning logistics (transporting, storing, and handling products) relate to the 
other Place decisions and the rest of the marketing mix. 

 The third P—Promotion—is concerned with telling the target market or 
 others in the channel of distribution about the “right” product. Sometimes pro-
motion is focused on acquiring new customers, and sometimes it’s focused on 
retaining current customers. Promotion includes personal selling, mass selling, 
and sales promotion. It is the marketing manager’s job to blend these methods 
of communication. 

  Personal selling  involves direct spoken communication between sellers and po-
tential customers. Personal selling may happen face-to-face, over the telephone, 
or even via a videoconference over the Internet. Sometimes personal attention is 
required  after the sale.   Customer service —a personal communication between a 
seller and a customer who wants the seller to resolve a problem with a purchase—
is often a key to building repeat business. Individual attention comes at a price; 
personal selling and customer service can be very expensive. Often this personal 
effort has to be blended with mass selling and sales promotion. 

  Mass selling  is communicating with large numbers of customers at the same 
time. The main form of mass selling is  advertising —any  paid  form of nonper-
sonal presentation of ideas, goods, or services by an identified sponsor. Advertis-
ing may appear in newspapers, on television, or over the Internet, among other 
places.  Publicity —any  unpaid  form of nonpersonal presentation of ideas, goods, 
or services—includes getting favorable coverage in newspaper stories or on 
 television. Publicity also involves creating web pages where a firm can tell inter-
ested customers more about its product. The web page could be part of a social 
media tool like Facebook, YouTube, or Pinterest. 

  Sales promotion  refers to those promotion activities—other than advertising, 
publicity, and personal selling—that stimulate interest, trial, or purchase by 

 Promotion—telling and 
selling the customer 

Exhibit 2–6 
Four Examples of Basic 
Channels of Distribution 
for Consumer Products

Consumer

RetailerRetailer Retailer

Wholesaler

Manufacturer or producer

Wholesaler Wholesaler

GEICO Toyota Sara Lee Nestlé
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 final customers or others in the channel. This can involve the use of coupons, 
point-of-purchase materials, samples, signs, contests, events, catalogs, novelties, 
and circulars. 

 In addition to developing the right Product, Place, and Promotion, market-
ing managers must also set the right Price. Price setting must consider the kind 
of competition in the target market and the cost of the whole marketing mix. A 
manager must also try to estimate customer reaction to possible prices. Besides 
this, the manager must know current practices as to markups, discounts, and 
other terms of sale. And if customers won’t accept the Price, all of the planning 
effort is wasted. 

 All four Ps are needed in a marketing mix. In fact, they should all be tied 
 together. But is any one more important than the others? Generally speaking, 
the answer is no—all contribute to one whole. When a marketing mix is being 
developed, all (final) decisions about the Ps should be made at the same time. 
That’s why the four Ps are arranged around the target market in a circle—to 
show that they all are equally important. 

 Let’s sum up our discussion of marketing mix planning thus far. We develop 
a  Product  to satisfy the target customers. We find a way to reach our target cus-
tomers’  Place.  We use  Promotion  to tell the target customers (and others in the 
channel) about the product that has been designed for them. And we set   a  Price
after estimating expected customer reaction to the total offering and the costs 
of getting it to them. 

 It is important to stress—it cannot be overemphasized—that selecting a tar-
get market  and  developing a marketing mix are interrelated. Both parts of a 
marketing strategy must be decided together. It is  strategies  that must be evalu-
ated against the company’s objectives—not alternative target markets or alter-
native marketing mixes. 

 Price—making it right 

 Each of the four Ps 
contributes to the whole 

 Strategy jobs must be 
done together 

You have been working for a major online retailer in the entertainment products category 
and have responsibility for DVD and Blu-ray movie sales. You’ve been approached by a 
company that offers a behavioral targeting software program. When a customer visits 
your website, this program can tell whether that customer has been “shopping around”—it 
knows if a customer has looked at DVD or Blu-ray movies at other online stores. Assuming 
this type of behavior means these customers are looking for a good deal, the new soft-
ware allows you to charge a lower price only to these “shopping around” customers. The 
higher, regular prices will continue to be shown to other customers. The software seller 
claims his software will double your profits in the DVD and Blu-ray category. When you 
ask if it is fair that different customers pay different prices, the software salesperson says, 
“This is just how target marketing works today. One target market is price sensitive, so we 
give them a lower price. The other doesn’t care about price, so we keep it higher.” Would 
you purchase this service? How would customers paying the higher price feel if they 
found out other customers paid lower prices for the same movies? Explain your decision.

E
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 The needs of a target market often virtually determine the nature of an ap-
propriate marketing mix. So marketers must analyze their potential target mar-
kets with great care. This book will explore ways of identifying attractive market 
opportunities and developing appropriate strategies. 

 Let’s look at the strategy planning process more closely in the classic case of 
Jeff Silverman and Toddler University (TU), Inc., a shoe company he started. 
During high school and college, Silverman worked as a salesperson at local shoe 

 Understanding target 
markets leads to good 
strategies 
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stores. He also gained valuable experience during a year working 
for Nike. From these jobs he learned a lot about customers’ needs 
and interests. He also realized that some parents were not satisfied 
when it came to finding shoes for their preschool children. 

 Silverman saw there were many different types of customers for 
baby shoes, each group with a different set of needs. From his obser-
vations, there was one market that was underserved. These  Attentive 
Parents  wanted shoes that met a variety of needs. They wanted shoes 
to be fun and fashionable and functional. They didn’t want just a 
good fit but also design and materials that were really right for baby 
play and learning to walk. These well-informed, upscale shoppers 
were likely to buy from a store that specialized in baby items. They 
were also willing to pay a premium price if they found the right prod-
uct. Silverman saw an opportunity to serve the Attentive Parents tar-
get market with a marketing mix that combined, in his words, “fit and 
function with fun and fashion.” He developed a detailed marketing 
plan that attracted financial backers, and his company came to life. 

 Silverman contracted with a producer in Taiwan to make shoes to 
his specs with his Toddler University brand name. TU’s specs were 
different—they improved the product for this target market. Unlike 
most rigid high-topped infant shoes, TU’s shoes were softer with 
more comfortable rubber soles. The shoes were stitched rather than 
glued so they lasted longer and included an extra-wide opening so 
the shoes slipped easier onto squirming feet. A patented special 
 insert allowed parents to adjust the shoes’ width. The insert also 
helped win support from retailers. With 11 sizes of children’s 

shoes—and five widths—retailers usually stocked 55 pairs of each style. TU’s ad-
justable width reduced the stocking requirements, making the line more profit-
able than competing shoes. TU’s Product and Place decisions worked together 
to provide customer value and also to give TU a competitive advantage. 

 For promotion, TU’s print ads featured close-up photos of babies wearing 
the shoes and informative details about their special benefits. Creative packag-
ing promoted the shoe and attracted customers in the store. For example, TU 
put one athletic-style shoe in a box that looked like a gray gym locker. TU also 
provided stores with “shoe rides”—electric-powered rocking replicas of its 
shoes. The rides attracted kids to the shoe department, and because they were 
coin-operated, they paid for themselves in a year. 

 TU priced most of its shoes at $35 to $40 a pair. This is a premium price, but 
the Attentive Parents typically have smaller families and are willing to spend 
more on each child. 

 In just four years, TU’s sales jumped from $100,000 to over $40 million. To 
keep growth going, Silverman expanded distribution to reach new markets in 
Europe. To take advantage of TU’s relationship with its satisfied target custom-
ers, TU expanded its product line to offer shoes for older kids. Then Silverman 
made his biggest sale of all: He sold his company to Genesco, one of the biggest 
firms in the footwear business. 4  

 The Marketing Plan Is a Guide 
to Implementation and Control 

 As the Toddler University case illustrates, a marketing strategy sets a target 
 market and a marketing mix. It is a big picture of what a firm will do in some 
market. A marketing plan goes farther. A  marketing plan  is a written statement of 
a marketing strategy  and  the time-related details for carrying out the strategy. It 

 LO 2.5 

 Marketing plan fills out 
marketing strategy 

Toddler University’s marketing strategy 
was successful because it developed a 
distinctive marketing mix that was 
precisely relevant to the needs of its 
target market.
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should spell out the following in detail: (1) what marketing mix will be offered, 
to whom (that is, the target market), and for how long; (2) what company re-
sources (shown as costs) will be needed at what rate (month by month per-
haps); and (3) what results are expected (sales and profits perhaps monthly or 
quarterly, customer satisfaction levels, and the like). The plan should also 
 include some control procedures—so that whoever is to carry out the plan will 
know if things are going wrong. This might be something as simple as compar-
ing actual sales against expected sales—with a warning flag to be raised when-
ever total sales fall below a certain level. 

 The website for this text includes a feature called “Marketing Plan Coach,” 
which contains a sample marketing plan for a veterinary clinic. At the end of 
each chapter, there is a Marketing Plan Coach exercise that introduces you to 
aspects of a marketing plan that are related to the topics in that chapter. This 
gives you a step-by-step way to develop your plan-building skills as you progress 
through the text. In Chapter 18, we will review all of the elements in a market-
ing plan. At that point, you will have learned about all of the major strategy de-
cision areas (Exhibit 2-5) and how to blend them into an innovative strategy. 

 After a marketing plan is developed, a marketing manager knows  what  needs 
to be done. Then the manager is concerned with  implementation —putting mar-
keting plans into operation. Strategies work out as planned only when they are 
effectively implemented. Many  operational decisions —short-run decisions to 
help implement strategies—may be needed. 

 Managers should make operational decisions within the guidelines set down 
during strategy planning. They develop product policies, place policies, and so 
on as part of strategy planning. Then operational decisions within these policies 
probably will be necessary—while carrying out the basic strategy. Note, however, 
that as long as these operational decisions stay within the policy guidelines, 
managers are making no change in the basic strategy. If the controls show that 
operational decisions are not producing the desired results, however, the man-
agers may have to reevaluate the whole strategy—rather than just working 
harder at implementing it. 

 It’s easier to see the difference between strategy decisions and operational de-
cisions if we illustrate these ideas using our Toddler University example.  Possible 

 Implementation puts 
plans into operation 

Campbell Soup Company has developed different soups (and related marketing mixes) that are targeted to the specific 
needs of different target markets. The marketing plan for each type of soup fits into Campbell’s overall marketing program.
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four Ps or basic strategy policies are shown in the left-hand column in Exhibit 2-7, 
and examples of operational decisions are shown in the right-hand column. 

 It should be clear that some operational decisions are made regularly—even 
daily—and such decisions should not be confused with planning strategy. 
 Certainly, a great deal of effort can be involved in these operational decisions. 
They might take a good part of the sales or advertising manager’s time. But they 
are not the strategy decisions that will be our primary concern. 

 Our focus in this text is on developing marketing strategies. But eventually 
marketing managers must control the marketing plans that they develop and 
implement. The control job provides feedback so managers can change market-
ing strategies to better meet customer needs. To maintain control, a marketing 
manager uses a number of analytical tools to learn more about customers and 
their buying habits. That might involve measuring customers’ shopping behav-
iors and purchase decisions. In Chapter 18 we look more closely at how firms 
control marketing plans and programs. In addition, as we talk about each of the 
marketing decision areas in Chapters 8 through 17, we will discuss some of the 
analytical tools used to control each area. For example, we will discuss how com-
panies evaluate the effectiveness of their advertising. At this time it is important 
for you to understand that marketing strategy is regularly evaluated and 
changed as feedback identifies what is working and what could work better. 5  

 Most companies implement more than one marketing strategy—and related 
marketing plan—at the same time. Procter & Gamble targets users of laundry 
detergent with at least three different strategies. Some consumers want Tide’s 
superior cleaning capabilities; others prefer the color protection of Cheer or 
the pleasant scents of Gain. Each detergent has a different formulation and a 
different approach for letting its target market know about its benefits. Yet P&G 
must implement each of these marketing strategies at the same time—along 
with strategies for Bounty, Olay, Charmin, and many other brands. 

 A  marketing program  blends all of the firm’s marketing plans into one “big” 
plan. See Exhibit 2-8. But the success of the marketing program depends on the 
care that goes into planning the individual strategies and how well they work 
together to create value for customers and the firm. 

 Analytical tools provide 
control 

 Several plans make a 
whole marketing 
program 

Exhibit 2–7 Relation of Strategy Policies to Operational Decisions for a Baby Shoe Company

Marketing Mix 

Decision Area Strategy Policies Likely Operational Decisions

Product Carry as limited a line of colors, styles, and 
sizes as will satisfy the target market.

Add, change, or drop colors, styles, 
and/or sizes as customer tastes dictate.

Place Distribute through selected “baby-products” 
retailers that will carry the full line and provide 
good in-store sales support and promotion.

In market areas where sales potential 
is not achieved, add new retail outlets and/
or drop retailers whose performance is poor.

Promotion Promote the benefits and value of the special 
design and how it meets customer needs.

When a retailer hires a new salesperson, 
send current training package with 
details on product line; increase use of local 
newspaper print ads during peak demand 
periods (before holidays, etc.).

Price Maintain a “premium” price, but encourage 
retailers to make large-volume orders by 
offering discounts on quantity purchases.

Offer short-term introductory price “deals” 
to retailers when a new style is first 
introduced.
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 Recognizing Customer Lifetime Value 
and Customer Equity 

 In Chapter 1 we introduced the idea that building customer value attracts cus-
tomers, and that satisfying those customers builds profitable long-term relation-
ships. Let’s take that a step further and understand how marketing strategies 
and marketing programs that build relationships with customers can create fi-
nancial value for a marketer. 

 Loyal customers continue to buy brands that satisfy them, often seeking out 
other products from that same company. Many firms recognize this and mea-
sure the  customer lifetime value  or total stream of purchases that a customer 
could contribute to the company over the length of the relationship. For ex-
ample, a 22-year-old college graduate might purchase a new Honda Fit for 
$16,000. A few years later she could be in the market for a small sport utility 
vehicle, and if she was happy with how the Fit ran and the service she received, 
she might buy a Honda CR-V for $25,000. Maybe a couple of kids later, a Honda 
Odyssey starts to look good, followed over a few decades by additional Honda 
cars and trucks. A Honda lawn mower or two may be purchased along the way. 
If Honda continues to provide good value to this customer, her customer life-
time value could exceed $400,000. 

 Financial analysis can demonstrate how important it is for a company to 
maintain customers over a lifetime. A good marketing program develops mul-
tiple strategies to make it easy for satisfied customers to buy more from the 
company. In this case, Honda has vehicles to satisfy consumers as they move 
along in life. 

 We can carry the idea of customer lifetime value a step further by taking into 
account all of a firm’s current and future customers and the costs associated 
with each.  Customer equity  is the expected earnings stream (profitability) of a 
firm’s current and prospective customers over some period of time. Following 
the customer equity approach guides the marketing manager to make market-
ing decisions that enhance the firm’s long-term profits—not just for the next 
quarter or year. By estimating the impacts that different marketing strategies 
and marketing programs have on customer equity, a firm can make marketing 
decisions with long-run financial implications in mind. 

 Too many marketing managers make decisions that stimulate short-term 
sales, while failing to consider the long-term implications. For example, the 
Tommy Hilfiger clothing brand used to be synonymous with fashion and thus 
commanded a premium price. The higher price also made it a more exclusive 
brand appealing to trendsetting customers. When marketing managers felt 

 LO 2.6 

 Relationships increase 
lifetime customer value 

 Customer equity 
estimates profitability 

Exhibit 2–8  Elements of a Firm’s Marketing Program

Marketing strategy

Marketing plan

Target market

Marketing mix

Time-related
details and

control
procedures

Other marketing
plans

A firm’s
marketing
program

+

=

+

+

=

=
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pressure to quickly grow sales volume, they discounted prices to acquire new 
customers. Loyal customers who bought Tommy Hilfiger because it signaled 
exclusivity and their sense of style saw “everyone” wearing the brand. As 
 Hilfiger’s prestige declined, department stores stopped placing the brand’s 
clothing in prime locations and the Hilfiger clothes had to be put “on sale” 
to spur sales. Soon Tommy Hilfiger lost its reputation as a fashion leader—
the brand was less profitable. The focus on short-term sales had long-run nega-
tive consequences for Tommy Hilfiger. Not every short-term price cut has this 
type of effect, but marketing managers who consider customer equity will be 
aware of both short- and long-term profits. 

 Using the customer equity approach, marketing managers recognize three 
potential sources of new revenue— acquiring  new customers,  retaining  current 
customers, and  enhancing  the customer value by increasing their purchases. 
Each of these efforts (acquiring, retaining, and enhancing) has its own costs 
and benefits as well. Many firms that have conducted this analysis find that it 
costs less to retain a customer than to acquire a new one—leading companies to 
increase investments to retain customers. The marketing manager should evalu-
ate the effectiveness of a marketing mix in achieving each of these objectives, 
considering both revenues and costs over the long term. Typically a marketing 

 Customer equity 
focuses on the revenues 
and costs of acquiring, 
retaining, and enhancing 
customers 

This Pantene Pro-V Ice Shine shampoo ad from China is illustrative of the many 
personalized products offered by the company in its effort to meet the specific needs of its 
customers around the world. In the U.S., the Pantene brand wins awards for excellence 
every year and carries the Good Housekeeping Seal of Approval. Women not only like its 
products, but its causes. For example, in its Beautiful Lengths Program, Pantene has 
partnered with the American Cancer Society to give real-hair wigs to women fighting 
cancer, and, on Facebook, it shares the inspiring stories of women who have donated their 
hair and those who have been recipients. To attract new customers, the company offers a 
Total Hair Satisfaction Guarantee or double your money back. Customers who are pleased 
with Pantene’s risk-free products are likely to be attracted to its other products and to its 
innovative new offerings. To keep its global profits growing, Pantene considers what 
strategies will increase customer equity when seeking new opportunities.
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plan includes different marketing strategies to address each of these goals. So, 
for example, a plan should recognize that as it acquires more customers, there 
will subsequently need to be greater investments in customer retention. 

 For example, let’s look at how Wells Fargo bank might develop a marketing 
program to enhance customer equity. To  acquire  new customers, Wells Fargo 
can offer customers $100 for opening a new account with a deposit of more 
than $1,000. This sounds like a high price to pay for a new customer, so how can 
it be profitable? Of course if the customer takes the $100 and moves to a new 
bank three months later it will not be profitable. So it will be important that the 
marketing plan includes excellent customer service, convenient ATM locations, 
short waits in line, helpful employees, and an easy-to-use website—all of which 
satisfy and retain customers. Satisfied customers will also be more interested in 
purchasing some of the bank’s other products and more open to a Wells Fargo 
Visa card when suggested by a bank teller— enhancing  customer value. This low-
ers the cost for Wells Fargo’s acquisition of new credit card customers. Over 
time, customers can become even more profitable by taking out a home equity 
loan or opening a retirement savings account. 6  

 The Importance of Marketing Strategy Planning 

 We emphasize the planning part of the marketing manager’s job for a good 
reason. The “one-time” strategy decisions—the decisions that decide what busi-
ness the company is in and the strategies it will follow—usually determine suc-
cess or failure. While firms regularly monitor their market and adapt strategies, 
most firms find that some strategies work better than others—and some don’t 
work at all. Still, effective strategy planning significantly increases the chances 
for success. The case history that follows shows the importance of planning and 
why we emphasize marketing strategy planning throughout this text. 

 Henry Ford revolutionized the automobile industry 100 years ago when he 
built an assembly line to produce his durable and practical Model T. The line 
helped him make cars for much less than his competitors. By the early 1920s 
the Model T sold for just $290 (equivalent to less than $2,500 today). That price 
helped the car appeal to a larger target market even if available in “any color as 
long as it is black.” Ford benefited from publicity in newspapers, and local car 
clubs educated customers about the pleasures of driving. Advertising spread the 
word and a network of local dealers made the cars widely available. Soon Model 
Ts made up half the cars sold in the United States and 40 percent of the cars 
sold in England. 

 By the mid-1920s competitors offered more choice and useful features like 
electric starters. When General Motors introduced the more powerful and stylish 
Chevrolet in 1926, sales of the Model T plummeted. Ford realized it had to be-
come more market-oriented. So it closed its plants for six months and retooled to 
produce the new Model A—which came in more than 20 different styles includ-
ing a station wagon, convertible, and truck. The Model A also added features like 
a safety glass windshield and in-cab heat. Priced from $385 for the Roadster to 
$1,400 for the Town Car, the Model A was a good value. That became important 
when the Great Depression hit just a few years later. 

 By the mid-1950s, the company thought it needed a new line of cars posi-
tioned between its economical Fords and the more upscale Mercury and Lincoln 
models it also produced. Extensive customer research led to a new product line. 
Prerelease advertising ballyhooed the new Edsel as a totally new kind of car with 
“more YOU ideas.” But when it arrived, customers were disappointed to find that 
the Edsel looked a lot like other Ford models—and cost more than they ex-
pected. Just three years later Ford dropped the Edsel. 

 Driving new strategies 
in the auto industry 
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 In 1961 Ford saw an opportunity for a sporty car inspired by Ferrari and 
Maserati, which would seat four, generate good margins, and sell for less than 
$2,500. The Mustang was launched in 1964. Advertising, positive reviews from 
the automotive press, and a prominent placement in the James Bond movie 
Goldfinger made the car an instant hit. It sold triple its forecast in the first year—
and it’s still a popular model today. 

 The market changed again in the 1970s when gas prices spiked and the U.S. 
government mandated that cars pollute less. Ford struggled to find a marketing 
strategy to appeal to customers who now wanted smaller, more fuel-efficient 
cars. By the 1980s, Ford and other American automakers were ceding signifi-
cant market share to Japanese competitors like Toyota and Honda that pro-
duced the high quality, reliable, and economical cars favored by many. 

 Ford had more success in the highly profitable truck and sport utility vehicle 
(SUV) segments. Many families valued safety and hauling capacity, and when 
gas prices fell in the 1990s, SUV sales took off. The comfortable and stylish Ford 
Explorer and its upscale “twin,” the Mercury Mountaineer, became best sellers. 
However, concerns about quality and safety, rising gas prices, and a sagging 
economy soon gouged sales. 

 As young consumers became more interested in technology, Ford and 
 Microsoft cooperated to develop the SYNC in-car communications and enter-
tainment system. With voice activation, SYNC lets drivers control their phone 

and iPod, listen to text messages, and tune in to 
 Pandora online radio. SYNC especially appeals to the 
younger, more digitally savvy customers Ford targets 
with its small, sporty Fiesta.  Fiesta’s marketing manag-
ers used an aggressive  social media campaign to build 
excitement for the North American launch—knowing 
this target market was especially suspicious of tradi-
tional advertising. Ford loaned Fiestas to 100 “agents”—
social trendsetters chosen from over 4,000 who applied 
online. Agents completed Ford-assigned missions like 
delivering Meals on Wheels, or their own adventures 
like eloping, in their Fiestas. Then they shared their 
experiences honestly on social media  including 

Ford has revised its strategy 
over the years. In 2012, Ford 
launched the C-Max Hybrid 
and the C-Max Energi Plug-In 
Hybrid in response to 
consumers’ growing interest 
in more environmentally 
friendly vehicles.

Internet Exercise

The Toyota Prius targets a similar group of customers 
as the Ford C-Max. Go to the Prius website (www.

toyota.com/Prius) and check out the different Prius 
models and the features each offers. Look at the 
pricing and the information provided at the website. 
Then, go to the C-Max website (www.ford.com/cars/

cmax) and check the same information. Based on the 
websites, which car do you think appeals better to a 
younger target market? Why?

per61043_ch02_032-059.indd Page 48  06/12/13  4:11 PM user per61043_ch02_032-059.indd Page 48  06/12/13  4:11 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



C
H

A
P

T
E

R
 2

  
M

arketing Strategy Planning

49

 Facebook, YouTube, and Twitter. The campaign generated more than 6 million 
YouTube views and 50,000 requests for more information. 

 Consumer concerns about high gas prices, as well as government efforts to 
slow global warming, have increased demand for higher fuel economy. So Ford 
invested in gas-electric hybrid technology. As far back as 2004, Ford launched a 
hybrid version of its popular Escape SUV in the United States. And in 2012, 
Ford introduced a dedicated line of hybrid cars—the Ford C-Max Hybrid and 
Ford C-Max Energi plug-in hybrid. Time will tell if C-Max can effectively com-
pete with the Toyota Prius, which has been sold in the U.S. since 2000. 

 Ford has been adapting its marketing mixes to address evolving customer 
needs for more than 100 years. Constant changes in the economy, technology, 
and competition mean that marketing strategies at Ford must be revised often 
if it is to continue its success. 7  

 What Are Attractive Opportunities? 

 Effective marketing strategy planning matches opportunities to the firm’s re-
sources (what it can do) and its objectives (what top management wants to do). 
Successful strategies get their start when a creative manager spots an attractive 
market opportunity. Yet an opportunity that is attractive for one firm may not 
be attractive for another. Attractive opportunities for a particular firm are those 
that the firm has some chance of doing something about—given its resources 
and objectives. 

 Throughout this book, we will emphasize finding  breakthrough opportunities —
opportunities that help innovators develop hard-to-copy marketing strategies 
that will be very profitable for a long time. That’s important because there are 
always imitators who want to “share” the innovator’s profits—if they can. It’s hard 
to continuously provide  superior  value to target customers if competitors can 
 easily copy your marketing mix. 

 Even if a manager can’t find a breakthrough opportunity, the firm should try 
to obtain a competitive advantage to increase its chances for profit or survival. 
 Competitive advantage  means that a firm has a marketing mix that the target mar-
ket sees as better than a competitor’s mix. A competitive advantage may result 
from efforts in different areas of the firm—cost cutting in production, innova-
tive R&D, more effective purchasing of needed components, or financing for a 

LO 2.7

 Breakthrough 
opportunities are best 

 Competitive advantage 
is needed—at least 

Attractive new opportunities 
are often fairly close to 
markets the firm already 
knows. Kleenex took the 
decorative packaging for its 
facial tissues to new heights 
with this summer collection 
inspired by the colors and 
shapes of fruit.
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new distribution facility. Similarly, a strong sales force, a well-known brand name, 
or good dealers may give it a competitive advantage in pursuing an  opportunity. 
Whatever the source, an advantage only succeeds if it allows the firm to provide 
superior value and satisfy customers better than some competitor. 8  

 Walgreens’ source of competitive advantage emerges from being the largest 
drug retailing chain in the United States. The retailer operates 8,300 stores 
spread across all 50 states. Almost anywhere in the U.S., consumers will find a 
Walgreens nearby. Many of Walgreens’ target customers place a high value on 
convenience, making this source of competitive advantage particularly relevant. 
Because it would be costly to build as many stores, this strategy is hard for com-
petitors to copy. 

 You can see why a manager  should  seek attractive opportunities. But that 
doesn’t mean that everyone does—or that everyone can turn an opportunity 
into a successful strategy. It’s all too easy for a well-intentioned manager to react 
in a piecemeal way to what appears to be an opportunity. Then by the time the 
problems are obvious, it’s too late. 

 Developing a successful marketing strategy doesn’t need to be a hit-or-miss 
proposition. And it won’t be if you learn the marketing strategy planning pro-
cess developed in this text. Exhibit 2-9 summarizes the marketing strategy plan-
ning process we’ll be developing throughout the rest of the chapters. 

 Marketing Strategy Planning Process Highlights 
Opportunities 

 We’ve emphasized that a marketing strategy requires decisions about the specific 
customers the firm will target and the marketing mix the firm will develop to ap-
peal to that target market. We can organize the many marketing mix decisions 
(review Exhibit 2-5) in terms of the four Ps—Product, Place, Promotion, and 
Price. Thus, the “final” strategy decisions are represented by the target market 

 Avoid hit-or-miss 
marketing with a 
logical process 

Note: Marketing manager narrows down from screening broad market opportunities to develop a focused marketing 
strategy. S.W.O.T. denotes Strengths, Weaknesses, Opportunities, and Threats.

Exhibit 2–9 
Overview of Marketing 
Strategy Planning 
Process

Differentiation
and Positioning
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surrounded by the four Ps. However, the idea isn’t just to come up with  some
strategy. After all, there are hundreds or even thousands of combinations of mar-
keting mix decisions and target markets (i.e., strategies) that a firm might try. 
Rather, the challenge is to zero in on the best strategy. 

 As Exhibit 2-9 suggests, it is useful to think of the marketing strategy plan-
ning process as a narrowing-down process. Later in this chapter and in Chapters 3 
and 4 we will go into more detail about strategy decisions relevant to each of the 
terms in this figure. Then, throughout the rest of the book, we will present a 
variety of concepts and “how to” frameworks that will help you improve the way 
you make these strategy decisions. As a preview of what’s coming, let’s briefly 
overview the general logic of the process depicted in Exhibit 2-9. 

 The process starts with a broad look at a market—paying special attention to 
customer needs, the firm’s objectives and resources, and competitors. This 
helps to identify new and unique opportunities that might be overlooked if the 
focus is narrowed too quickly. 

 There are usually more opportunities—and strategy possibilities—than a 
firm can pursue. Each one has its own advantages and disadvantages. Trends in 
the external market environment may make a potential opportunity more or 
less attractive. These complications can make it difficult to zero in on the best 
target market and marketing mix. However, developing a set of specific qualita-
tive and quantitative screening criteria can help a manager define what business 
and markets the firm wants to compete in. We will cover screening criteria in 
more detail in Chapter 3. For now, you should realize that the criteria you select 
in a specific situation grow out of an analysis of the company’s objectives and 
resources. 

 Process narrows 
down from broad 
opportunities to 
specific strategy 

 Screening criteria 
make it clear why 
you select a strategy 

Customers want to buy a product that is somehow different from what competitors offer. The Phillipines tourism office wants 
vacationers to know that visiting the Phillipine islands can offer similar scenery at a fraction of the price of a trip to Phuket, 
Thailand. Aleve wants customers to know that fewer pills can provide the same results as a multitude of its competitors’ pills.
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 A useful aid for organizing information from the broader market and devel-
oping relevant screening criteria is the  S.W.O.T. analysis —which identifies and 
lists the firm’s strengths, weaknesses, opportunities, and threats. The name 
S.W.O.T. is simply an abbreviation for the first letters in the words  s trengths, 
 w eaknesses,  o pportunities, and  t hreats. Strengths and weaknesses come from 
assessing the company’s resources and capabilities. For example, a local farm-
er’s market might have a great reputation in its community (strength) but have 
limited  financial resources (weakness). 

 Opportunities and threats emerge from an examination of customers, com-
petition, and the external market environment. The farmer’s market might see 
an opportunity when a growing number of customers in its community show an 
interest in eating locally grown fruits and vegetables, while a threat could be a 
drought that limits local farmers’ production. With a S.W.O.T. analysis, a mar-
keting manager can begin to identify strategies that take advantage of the firm’s 
strengths and opportunities while avoiding weaknesses and threats. 

 In the early stages of a search for opportunities we’re looking for customers 
with needs that are not being satisfied as well as they might be. Of course, poten-
tial customers are not all alike. They don’t all have the same needs—nor do they 
always want to meet needs in the same way. Part of the reason is that there are 
different possible types of customers with many different characteristics. In spite 
of the many possible differences, there often are subgroups (segments) of con-
sumers who are similar and could be satisfied with the same marketing mix. 
Thus, we try to identify and understand these different subgroups—with market 
segmentation. We will explain approaches for segmenting markets later in 
Chapter 4. Then, in Chapters 5 and 6, we delve into the many interesting aspects 
of customer behavior. For now, however, you should know that really under-
standing customers is at the heart of using market segmentation to narrow down 
to a specific target market. In other words, segmentation helps a manager  decide 
to serve some segment(s)—subgroup(s) of customers—and not others. 

 A marketing mix won’t get a competitive advantage if it  just  meets needs in 
the same way as some other firm. Marketing managers want to identify cus-
tomer needs that are not being addressed or might be met better than the com-
petition. Combining analyses of customers, competitors, and company help the 
marketing manager identify possible strategies that differentiate a marketing 
mix from the competition.  Differentiation  means that the marketing mix is dis-
tinct from what is available from a competitor. In Chapter 4 we will discuss dif-
ferentiation and how it is used to help position a brand in a customer’s mind. 

 Sometimes difference is based mainly on one important element of the mar-
keting mix—say, an improved product or faster delivery. However, differentia-
tion often requires that the firm fine-tune all of the elements of its marketing 
mix to the specific needs of a distinctive target market. Target customers are 
more likely to recognize differentiation when there is a consistent theme inte-
grated across the four Ps decision areas. The theme should emphasize the dif-
ferences so target customers will think of the firm as being in a unique position 
to meet their needs. 

 For example, in northern Europe many auto buyers are particularly con-
cerned about driving safely on snowy roads. So Audi offers a permanent four-
wheel-drive system called quattro that helps the car to hold the road. Audi’s 
advertising emphasizes this point of differentiation. Rather than show the car, 
ads feature things that are very sticky (like bubblegum!) and the only text is the 
headline “sticks like quattro” along with the Audi brand name. While Audis 
have other strengths, its target market appreciates how a car handles in the 
snow. So when these customers look to buy a new car, they will likely give strong 

 S.W.O.T. analysis 
highlights advantages 
and disadvantages 

 Segmentation helps 
pinpoint the target 

 Customers want 
something different 

 Narrowing down to a 
superior marketing mix 
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consideration to an Audi. In Chapters 8 to 17 we’ll cover many ways in which the 
four Ps of the marketing mix can be developed to meet a target market’s needs. 

 Exhibit 2-9 focuses on planning each strategy by carefully narrowing down to 
a specific marketing strategy. Of course this same approach works well when 
several strategies are to be planned. This may require different managers work-
ing together to develop a marketing program that increases customer equity. 10  

 Types of Opportunities to Pursue 

 Many opportunities seem “obvious” only after someone else identifies them. So 
early in the marketing strategy planning process it’s useful for marketers to have 
a framework for thinking about the broad kinds of opportunities they may find. 
Exhibit 2-10 shows four broad possibilities: market penetration, market devel-
opment, product development, and diversification. We will look at these sepa-
rately to clarify the ideas. However, some firms pursue more than one type of 
opportunity at the same time. 

Market penetration  means trying to increase sales of a firm’s present products 
in its present markets—probably through a more aggressive marketing mix. The 
firm may try to strengthen its relationship with customers to increase their rate 

LO 2.8

 Market penetration 

Just how much difference do customers think there is 
between Mobil and Exxon gasoline? Levi’s and Lee jeans? 
Visa and MasterCard? Marriott and Holiday Inn hotels? 
American, Delta, and United Airlines? While some custom-
ers see big differences and have their own favorite, many 
see little difference and end up buying the lowest-priced 
option. Marketing managers want to carefully craft a mar-
keting mix that differs from what customers offer and ap-
peals to target customers.

Some brands differentiate by offering less than the 
competition in most areas—and then add a little something 
unexpected for the category. Take a look at the airline Jet-
Blue. When JetBlue entered the market in 2000, all the 
major airlines offered free meals on every flight, the choice of 
flying in first class, business class, or coach, and a wide 
range of different fares. JetBlue offered none of these 
benefits. But JetBlue wasn’t a budget carrier either—every 
plane featured plush leather seats from the front to the 
back of the plane with satellite television in each seat. Jet-
Blue also promised to never bump anyone from a flight. 
Over time, competitors followed JetBlue’s lead, so its 
 initial differentiation declined—yet many customers see 
differences and remain loyal.

If you live in the western United States, you might find 
an In-N-Out Burger nearby. Unlike other fast-food joints, 

In-N-Out doesn’t have kids’ meals, a children’s menu, 
 salads, or desserts. In fact, the menu includes just six items! 
Yet there is more here than meets the eye. In-N-Out makes 
everything on the menu from scratch using fresh (not fro-
zen) ingredients. Unless you’re an insider, you won’t know 
about the “secret menu” and won’t think to ask for your 
order “Protein Style” or “Animal Style.”

When IKEA brought its stores to the United States, sell-
ing ready-to-assemble furniture, appliances, and home ac-
cessories, there was nothing like it. American furniture 
shoppers were accustomed to high levels of customer ser-
vice and wide selections of styles. IKEA arrived with only 
Danish-style furnishings, little sales help on the showroom 
floor, and no delivery service—and by the way, you have to 
put the furniture together yourself when you get home. The 
furniture was cheap, and not only the prices. IKEA told cus-
tomers they should plan to replace it in a few years. Yet 
IKEA stores are not bare bones—each features a restaurant 
with smoked salmon and Swedish meatballs. Each store fea-
tures day care centers for kids—and now they are testing 
play centers called Mänland for husbands and boyfriends.

Some businesses differentiate by offering more than 
the competition—test drive a 740 horsepower Ferrari or 
stay at a luxurious Mandarin Oriental Hotel. But JetBlue, 
In-N-Out, and IKEA went the other direction. When com-
petitors added more, these companies offered less—and 
something special—and their most loyal customers like the 
difference.9

Offering more by offering less

53
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of use or repeat purchases, or try to attract competitors’ customers or current 
nonusers. Coleman got a 50 percent increase in sales of its outdoor equipment, 
like camping lanterns and coolers, by reaching its 
target market with special promotional displays at 
outdoor events like concerts, fishing tournaments, 
and NASCAR races. For example, about 250,000 
auto racing fans camp on-site at NASCAR races each 
year—so a display at the campground is an effective 
way to reach customers when they have leisure time 
to browse through product displays and demos. 11  

 New promotion appeals alone may not be 
 effective. A firm may need to make it easier for cus-
tomers to place repeat orders on the Internet. Or it 
may need to add more stores in present areas for 
greater convenience. Short-term price cuts or cou-
pon offers may help. 

 Many firms try to increase market penetration by 
developing closer relationships with customers so 
that they will be loyal. Lands’ End wants its custom-
ers to “Like” its Facebook page so the retailer can 
keep them informed of clothing they might want to 
buy. Similarly, firms often analyze customer data-
bases to identify “cross-selling” opportunities. For example, when a customer 
goes online to register Adobe’s Acrobat Reader, the web page promotes other 
related products, including its popular  Photoshop software. 

  Market development  means trying to increase sales by selling present products 
in new markets. This may involve searching for new uses for a product. E-Z-Go, 
a producer of golf carts, has done this. Its carts are now a quiet way for workers 
to get around malls, airports, and big factories. The large units are popular as 
utility vehicles on farms, at outdoor sports events, and at resorts. E-Z-Go even 
fits carts with ice compartments and cash drawers so they can be used for  mobile 
food services. 

 Firms may also try advertising in different media to reach new target customers. 
Or they may add channels of distribution or new stores in new areas, including 
overseas. For example, to reach new customers, Dunkin’ Donuts now sells its pop-
ular coffee at grocery stores and not just at its own outlets. 12  

  Product development  means offering new or improved products for present 
markets. By knowing the present market’s needs, a firm may see new ways to sat-
isfy customers. For example, in 2003 Campbell Soup Company came out with a 
line of soups with 25 percent less sodium than its regular product. That may 
seem like a minor change, but by 2008 it resulted in $650 million in sales because 
it was important to Campbell’s health-conscious consumers. Ski resorts have de-
veloped trails for hiking and biking to bring their winter ski customers back in 
the summer. Nike moved beyond shoes and sportswear to offer its athletic target 

 Market development 

 Product development 

Exhibit 2–10 
Four Basic Types of 
Opportunities Market 

penetration
Product 

development

DiversificationMarket
development

Present products New products

Present
markets

New
markets
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market a running watch, digital audio player, and even a portable heart-rate 
monitor. And of course Intel boosts sales by developing newer and faster chips. 13

Diversification  means moving into totally different lines of business—perhaps en-
tirely unfamiliar products, markets, or even levels in the production-marketing sys-
tem. Products and customers that are very different from a firm’s current base may 
look attractive to the optimists—but these opportunities are usually hard to evaluate. 
That’s why diversification usually involves the biggest risk. McDonald’s, for example, 
opened two hotels in Switzerland. The plan was to serve families on the weekend, but 
business travelers were the target during the week. Business travelers are not the 
group that McDonald’s usually serves, and an upscale hotel is also very different from 
a fast-food restaurant. This helps to explain why operation of the Golden Arch hotels 
was taken over by a hospitality management company after two years. 

 On the other hand, diversification can be successful—especially when the 
new strategy fits well with the firm’s resources and marketing program. Consider 
computer chipmaker Intel’s efforts to develop new types of inexpensive chips 
that can be placed in everything from your vacuum cleaner and alarm clock to 
your coffeepot and car door. The company is preparing for a future when these 
“things” talk to one another wirelessly, providing us with better insights. These 
new products open new markets, yet fit well with Intel’s strengths. 14  

 Usually firms find attractive opportunities fairly close to markets they already 
know. Most firms think first of greater market penetration. They want to in-
crease profits and grow customer equity where they already have experience 
and strengths. On the other hand, many firms find that market development—
including the move into new international markets—profitably takes advantage 
of current strengths. 

 International Opportunities Should Be Considered 

 It’s easy for a marketing manager to fall into the trap of ignoring international 
markets, especially when the firm’s domestic market is prosperous. Yet there are 
good reasons to go to the trouble of looking elsewhere for opportunities. 

 Diversification 

 Which opportunities 
come first? 

 LO 2.9 

The Heinz ad is a clever visual 
reminder of the fresh taste of 
the tomatoes in Heinz Ketchup. 
The primary purpose of this 
type of promotion is to 
increase market penetration, 
which means increasing sales 
of a firm’s present products in 
its present markets. Delta is 
well known for its faucets. Its 
new Touch O’Technology 
faucet is a product 
development that Delta hopes 
will capture yet more of the 
faucet market. The ability to 
stop and start the flow of water 
by simply touching the spout 
or handle has faucet shoppers 
talking and hopefully buying.

per61043_ch02_032-059.indd Page 55  06/12/13  4:12 PM user per61043_ch02_032-059.indd Page 55  06/12/13  4:12 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



56

 Many countries have reduced barriers, like taxes on imports, which made in-
ternational trade more costly. These moves have increased international trade all 
over the world. In addition, advances in e-commerce, transportation, and com-
munications are making it easier and cheaper to reach international customers. 
With a website and e-mail, even the smallest firm can provide international cus-
tomers with a great deal of information—and easy ways to order—at very little 
expense. 

 If customers in other countries are interested in the products a firm offers—
or could offer—serving them may improve economies of scale. Lower costs 
(and prices) may give a firm a competitive advantage both in its home markets 
and  abroad. Black and Decker, for example, uses electric motors in many of its 
tools and appliances. By 
selling overseas as well as 
in the United States, it 
gets economies of scale 
and the cost per motor 
is very low. 

 A company facing 
tough competition, thin 
profit margins, and slow 
sales growth at home 
may get a fresh start in 
another country where 
demand for its product 
is just beginning to grow. 
A marketing manager 
may be able to transfer 
marketing know-how—or 
some other competitive advantage—the firm has  already  developed. Consider 
JLG, a Pennsylvania-based producer of equipment used to lift workers and tools 
at construction sites. Faced with tough competition, JLG’s profits all but  evaporated. 

The world is getting 
smaller

Develop a competitive 
advantage at home 
and abroad

 Get an early start in a 
new market 

Levi Strauss & Co. created the 
dENiZEN™ brand because it 
saw a strong opportunity for 
great fitting, quality and 
affordable jeanswear in 
markets like China where 
there is a significant emerging 
middle class consumer 
segment. The brand name 
combines “denim” with the 
Asian “zen”—which means 
“meditative state.” The 
dENiZEN™ brand will 
eventually be available in Latin 
America and Africa also.

Internet Exercise

For this exercise, we will compare Levi’s websites for 
China and the United States. Go to www.levi.com. 
If you are not in the United States, you may have to 
navigate to the U.S. site. Check out the site by 
looking at images and brand names. Then find the 
Chinese version of the site—this will require scrolling 
to the bottom of the main page, choosing “Global 
Sites,” and then choosing “China.” Check out the 
Chinese version of Levi’s site. Even if you cannot read 
the text, see how it is laid out and the images. What 
similarities and differences do you see between the 
two sites? Why do you think these exist? What 
surprised you about each site?
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By cutting costs, the company improved its domestic sales. But it got an even 
bigger boost from expanding overseas. In the first five years, its international 
sales were greater than what its total sales had been before. Then, when JLG 
added distribution in China, international sales grew to be half of its business. 
Now JLG continues to enjoy growth, in spite of the home construction down-
turn in the United States, because JLG sales in Europe benefit from new safety 
rules that require workers to be on an aerial platform if they’re working up 
high. 15  

Unfavorable trends in the market environment at home—or favorable trends 
in other countries—may make international marketing particularly attractive. 
For example, population growth in the United States has slowed and income is 
leveling off. In other places in the world, population and income are increasing 
rapidly. Many U.S. firms can no longer rely on the constant market growth that 
once drove increased domestic sales. Growth—and perhaps even survival—will 
come only by aiming at more distant customers. It doesn’t make sense to casu-
ally assume that all of the best opportunities  exist “at home.” 16  

Marketing managers should consider international opportunities, but risks 
are often higher in foreign markets. Many firms fail because they don’t know 
the foreign country’s culture. Learning foreign regulations can be difficult and 
costly. Political or social unrest make it difficult to operate in some countries. 
Venezuela is a striking example. Current Venezuelan leaders have threatened to 
nationalize some international businesses that have located there. Careful plan-
ning can help reduce some of these risks, but ultimately managers must assess 
both the risks and opportunities that exist in each international market. 

 Find better trends in 
variables 

 Weigh the risks of going 
abroad 

 This chapter introduces you to the basic decision areas 
involved in marketing strategy planning and explains the 
logic for the marketing strategy planning process summa-
rized in Exhibit 2-9. In the remainder of this book we’ll rely 
on this exhibit as a way to highlight the organization of the 
topics we are discussing. 

 In this chapter, you learned that the marketing manager 
must constantly study the market environment—seeking at-
tractive opportunities and planning new strategies. A mar-
keting strategy specifies a target market and the marketing 
mix the firm will offer to provide that target market with su-
perior customer value. A marketing mix has four major deci-
sion areas: the four Ps—Product, Place, Promotion, and Price. 

 There are usually more potential opportunities than a 
firm can pursue, so possible target markets must be matched 
with marketing mixes the firm can offer. This is a narrowing-
down process. The most attractive strategies—really, mar-
keting plans and whole marketing programs—are chosen for 
implementation. 

 Marketing programs should recognize customer lifetime 
value and customer equity. These ideas can help marketing 
managers demonstrate the financial value for a firm that not 
only acquires customers, but satisfies them by offering su-
perior customer value and sees repeat purchases over time. 

 Controls are needed to be sure that the plans are carried 
out successfully. If anything goes wrong along the way, con-
tinual feedback should cause the process to be started over 
again—with the marketing manager planning more attrac-
tive marketing strategies. Thus, the job of marketing man-
agement is one of continuous planning, implementation, 
and control. Strategies are not permanent; changes should 
be expected as market conditions change. 

 Firms need effective strategy planning to survive in our in-
creasingly competitive markets. The challenge isn’t just to 
come up with some strategy, but to zero in on the strategy that 
is best for the firm given its objectives and resources—and tak-
ing into consideration its strengths and weaknesses and the 
opportunities and threats that it faces. To improve your ability 
in this area, this chapter introduces a framework for marketing 
strategy planning. The rest of this text is organized to deepen 
your understanding of this framework and how to use it to de-
velop profitable marketing mixes for clearly defined target 
markets. After several chapters on analyzing target markets, 
we will discuss each of the four Ps in greater detail. 

 While market-oriented strategy planning is helpful to 
marketers, it is also needed by financial managers, ac-
countants, production and personnel people, and all other 
specialists. A market-oriented plan lets everybody in the 

 CONCLUSION 
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firm know what ballpark they are playing in and what they 
are trying to accomplish. 

 We will use the term  marketing manager  for editorial 
convenience, but really, when we talk about marketing 
strategy planning, we are talking about the planning that a 

market-oriented manager should do when developing a 
firm’s strategic plans. This kind of thinking should be done—
or at least understood—by everyone in the organization. 
And this includes even the entry-level salesperson, produc-
tion supervisor, retail buyer, or human resources counselor. 

 marketing management process,  34  

 strategic (management) planning,  35  

 marketing strategy,  36  

 target market,  36  

 marketing mix,  36  

 target marketing,  36  

 mass marketing,  36  

 channel of distribution,  39  

 personal selling,  40  

 customer service,  40  

 mass selling,  40  

 advertising,  40  

 publicity,  40  

 sales promotion,  40  

 marketing plan,  42  

 implementation,  43  

 operational decisions,  43  

 marketing program,  44  

 customer lifetime value,  45  

 customer equity,  45  

 breakthrough opportunities,  49  

 competitive advantage,  49  

 S.W.O.T. analysis,  52  

 differentiation,  52  

 market penetration,  53  

 market development,  54  

 product development,  54  

 diversification,  55  

 KEY TERMS  LO 2.10 

  1. Distinguish clearly between a marketing strategy and a 
marketing mix. Use an example. 

  2. Distinguish clearly between mass marketing and target 
marketing. Use an example. 

  3. Why is the target market placed in the center of the four 
Ps in the text diagram of a marketing strategy (Exhibit 
2-4)? Explain, using a specific example from your own ex-
perience. 

  4. If a company sells its products only from a website, which 
is accessible over the Internet to customers from all over 
the world, does it still need to worry about having a spe-
cific target market? Explain your thinking. 

  5. Explain, in your own words, what each of the four Ps involves. 

  6. Evaluate the text’s statement, “A marketing strategy sets 
the details of implementation.” 

  7. Distinguish between strategy decisions and operational 
decisions, illustrating for a local retailer. 

  8. In your own words, explain what customer equity means 
and why it is important. 

  9. Distinguish between a strategy, a marketing plan, and a 
marketing program, illustrating for a local retailer. 

  10. Outline a marketing strategy for each of the following new 
products: ( a ) a radically new design for a toothbrush, 
( b ) a new fishing reel, ( c ) a new wonder drug, and ( d ) a new 
industrial stapling machine. 

  11. Provide a specific illustration of why marketing strategy 
planning is important for all businesspeople, not just for 
those in the marketing department. 

 QUESTIONS AND PROBLEMS 
  12. Research has shown that only about three out of every 

four customers are, on average, satisfied by a firm’s mar-
keting programs. Give an example of a purchase you made 
where you were not satisfied and what the firm could have 
changed to satisfy you. If customer satisfaction is so im-
portant to firms, why don’t they score better in this area? 

  13. Distinguish between an attractive opportunity and a 
breakthrough opportunity. Give an example. 

  14. Explain how new opportunities may be seen by defining a 
firm’s markets more precisely. Illustrate for a situation 
where you feel there is an opportunity—namely, an unsatis-
fied market segment—even if it is not very large. 

  15. In your own words, explain why the book suggests that you 
should think of marketing strategy planning as a narrow-
ing-down process. 

  16. Explain the major differences among the four basic types 
of growth opportunities discussed in the text and cite ex-
amples for two of these types of opportunities. 

  17. Explain why a firm may want to pursue a market penetra-
tion opportunity before pursuing one involving product 
development or diversification. 

  18. In your own words, explain several reasons why a market-
ing manager should consider international markets when 
evaluating possible opportunities. 

  19. Give an example of a foreign-made product (other than an 
automobile) that you personally have purchased. Give 
some reasons why you purchased that product. Do you 
think that there was a good opportunity for a domestic 
firm to get your business? Explain why or why not. 
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 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Skim 

through the different sections of the marketing plan. Look more closely at the “Marketing Strategy” section. 

 a. What is the target market for this marketing plan? 

 b. What is the strategy Hillside Veterinary Clinic intends to use? 

 c. What are your initial reactions to this strategy? Do you think it will be successful? Why or why not? 
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 SUGGESTED CASES 
  3. NOCO United Soccer Academy Video Case 1. Chick-fil-A 
  4. Hometown Tech Video Case 2. Bass Pro Shops 
  5. Polystyrene Solutions Video Case 3. Potbelly Sandwich 
  12. DrJane.com—Custom Vitamins Video Case 6. Big Brothers and Big Sisters of America 
  29. Quality Iron Castings, Inc. 

 COMPUTER-AIDED PROBLEM 
 2. TARGET MARKETING 

 Marko, Inc.’s managers are comparing the profitability of a 
target marketing strategy with a mass marketing “strategy.” 
The spreadsheet gives information about both approaches. 

 The mass marketing strategy is aiming at a much bigger 
market. But a smaller percent of the consumers in the market 
will actually buy this product—because not everyone needs or 
can afford it. Moreover, because this marketing mix is not tai-
lored to specific needs, Marko will get a smaller share of the 
business from those who do buy than it would with a more tar-
geted marketing mix. 

 Just trying to reach the mass market will take more promo-
tion and require more retail outlets in more locations—so promo-
tion costs and distribution costs are higher than with the target 
marketing strategy. On the other hand, the cost of producing 
each unit is higher with the target marketing strategy—to build in 
a more satisfying set of features. But because the more targeted 
marketing mix is trying to satisfy the needs of a specific target 
market, those customers will be willing to pay a higher price. 

 In the spreadsheet, “quantity sold” (by the firm) is equal to 
the number of people in the market who will actually buy one 

each of the product—multiplied by the share of those purchases 
won by the firm’s marketing mix. Thus, a change in the size of 
the market, the percent of people who purchase, or the share 
captured by the firm will affect quantity sold. And a change in 
quantity sold will affect total revenue, total cost, and profit. 

 a. On a piece of paper, show the calculations that prove that 
the spreadsheet “total profit” value for the target market-
ing strategy is correct. ( Hint:  Remember to multiply unit 
production cost and unit distribution cost by the quantity 
sold.) Which approach seems better—target marketing or 
mass marketing? Why? 

 b. If the target marketer could find a way to reduce distribu-
tion cost per unit by $.25, how much would profit increase? 

 c. If Marko, Inc., decided to use the target marketing strat-
egy and better marketing mix decisions increased its 
share of purchases from 50 to 60 percent—without in-
creasing costs—what would happen to total profit? What 
does this analysis suggest about the importance of mar-
keting managers knowing enough about their target mar-
kets to be effective target marketers?   
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  Evaluating Opportunities 
in the Changing Market 
Environment 
 Back in 1995, when Amazon.com first went online, its founder 
Jeff Bezos saw a potential breakthrough opportunity in 
changing the retail shopping experience. Amazon’s strategy 
took advantage of trends Bezos observed, especially a grow-
ing number of consumers shopping on the Internet. Laws 
back then didn’t require the collection of sales tax, which 
helped offset charges for shipping and handling. Encour-
aged by a strong economy, early investors were patient as 
Amazon lost $3 billion from 1995 to 2003. They shared Bezos’ 
belief that if Amazon consistently delivered value and satis-
faction, customers would come back, buy more, and tell their 
friends. Bezos’ and his investors’ predictions were on target. 

 Amazon wasn’t just “lucky” to be in the right place and 
time. Bezos pushed his firm to be innovative in every aspect 
of the customer experience online. He urged them to keep 
the company’s mission statement in mind: “. . . to be earth’s 
most customer-centric company; to build a place where peo-
ple can come to find anything they might want to buy online.” 
With this focus, Amazon pioneered community features, like 
customer reviews to help customers discover new products 
and make more informed decisions, and developed “1-Click” 
checkout technology, making it faster and easier for custom-
ers to pay for items and arrange shipping. Amazon also 
 expanded into new product-markets, over time adding elec-
tronics, home and garden, health and beauty aids, industrial 
tools, cloud computing services, and more. 

 Amazon quickly pursued global growth, launching sites in 
both the United Kingdom and Germany by 1998. These mar-
kets were attractive initial targets because, like the United 
States, each offered a large number of customers with ac-
cess to the Internet and high incomes. It later opened sites 
serving customers in Brazil, Canada, Italy, France, Spain, Ja-
pan, China, and India; now 45 percent of Amazon’s sales 
come from abroad. 

 Amazon has also become a leader in using customer data 
to deliver more personalized shopping experiences. For ex-
ample, Amazon knows how each customer behaves on the 
site—what pages a customer looks at, what each buys and 
doesn’t buy, and even whether a customer reads reviews or 
shops around before making a decision. Amazon combines 
this information with a customer’s previous visits and 

 knowledge gained from observing more than 150 million 
other customers to suggest products and serve up appropri-
ate advertising. If Amazon knows a customer buys DVDs and 
bought  Game of Thrones  books, the new  Game of Thrones 
 DVDs might appear on the customer’s personalized version 
of Amazon’s home page. Amazon has even begun to package 
its customer data for advertisers. So that  Game of Thrones
customer might also find a sponsored link to buy a “Stark 
Ring” at online retailer FairyGlen.com. Of course FairyGlen.
com pays for the link—earning Amazon revenue even when it 
doesn’t make a sale. 

 The troubled global economy that emerged in 2008 actu-
ally gave Amazon.com a boost. Amazon’s online approach, 
with wide selections of popular products at low prices, 
seemed to be exactly what penny-pinching consumers were 
looking for—and Amazon continued to grow rapidly during 
the recession. 

 Amazon offers more than just low prices—it also makes 
online shopping convenient. Many of its customers pay an 
annual fee for Amazon Prime and receive free two-day ship-
ping on all their purchases, access to free movies, and same-
day home delivery of groceries in some areas (Amazon is 
working to expand this program to more markets). Further, 
Amazon apps make shopping on tablet computers and smart-
phones easy. With Amazon’s Price Check app, customers can 
comparison shop. After scanning a bar code or speaking the 
product name into their phone, they can read Amazon re-
views, see the Amazon price, and place an order if they like. 
Amazon is keeping pace with its consumers’ increasing reli-
ability on digital products to make their lives easier. 

 Amazon seeks a new competitive advantage by offering 
next-day and same-day delivery services. It is setting up ware-
houses near major metro areas and is testing different ap-
proaches. In one approach consumers place an order that is 
delivered to a locker in a 7-11 store near the consumers’ homes. 
An e-mailed access code unlocks the lockers. In other markets, 
couriers provide same-day delivery to consumers’ doorsteps. 

 While Amazon’s heritage was built on print books, digital 
e-books are the future. Anticipating this trend, it developed 
the Kindle line of e-book readers and Kindle Fire tablets, with 
screens in sizes from 6–9 inches and holding up to 3,500 
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books. Each Kindle comes with a 3G or Wi-Fi wireless connec-
tion to the Kindle store, where any of Amazon’s millions of 
e-books can be downloaded in less than a minute. The top of 
the line Kindle Fire HD tablet comes with a 9-inch color screen 
that allows users to surf the web, watch videos, play games, 
run a wide range of apps—and oh yeah, read books. As Bezos 
says, “Customers don’t want 
gadgets, they want services.” 
That versatility makes Kindle 
Fire HD a hit with families. 
From young to old, as con-
sumers buy more, their life-
time value grows. 

 Amazon faces some 
mighty strong competitors 
across its markets—and it 
closely monitors each. 
Walmart and its online store 
have  engaged in price wars 
with Amazon over books, 
toys, and DVDs. Amazon bat-
tles Netflix and Hulu in video 
downloads. Apple sells tab-
let computers and online 
music and videos. But Ama-
zon has never been afraid to 
tackle markets with strong 
competitors. To the contrary, 

it seeks large and growing markets where it can leverage its 
 competitive strengths—company size, technology skills, effi-
cient operations, and creative personnel. To grow in these 
competitive and fast-changing market environments, 
 Amazon must continue to successfully adjust its marketing 
 strategies. 1  

 LEARNING OBJECTIVES 

 The Amazon case shows that a marketing manager must analyze customer needs and 
choose marketing strategy variables within the framework of the market environment and 
how it is changing. Opportunities need to fit with a firm’s objectives and resources, and 
managers should screen for opportunities where there is a chance for competitive 
advantage and, if possible, favorable trends in the external environment. 

 When you finish this chapter, you should be able to: 
  1 know the variables that shape the environment of marketing strategy 

planning. 

  2 understand why company objectives are important in guiding marketing 
strategy planning. 

  3 see how the resources of a firm affect the search for opportunities. 

  4 know how to conduct a competitor analysis and how different types of 
competition affect strategy planning. 

  5 understand how the economic and technological environments can affect 
strategy planning. 

  6 know how elements of the political and legal environment affect marketing 
strategy planning. 

  7 understand the cultural and social environment and how demographic 
trends affect strategy planning. 

  8 understand how to screen and evaluate marketing strategy opportunities. 

  9 understand the important new terms (shown in red). 

 The Market Environment 

 The marketing strategy planning process (see Exhibit 2-9) requires narrowing 
down to the best opportunities and developing a strategy that gives the firm a 
competitive advantage and provides target customers with superior customer 
value. This narrowing-down process should consider the important elements of 
the market environment and how they are shifting. 

 A large number of forces shapes the market environment. The direct market 
environment includes customers, the company, and competitors. The external 
market environment is broader and includes four major areas: 

 1. Economic environment 
 2. Technological environment 
 3. Political and legal environment 
 4. Cultural and social environment 

LO 3.1
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 Managers can’t alter the variables of the market environment. That’s why it’s 
useful to think of them as uncontrollable variables. On the other hand, a man-
ager should analyze the environment when making decisions that can be con-
trolled. For example, a manager can select a strategy that leads the firm into a 
market where competition is not yet strong or where trends in the external 
market are likely to support market growth. 

 In this chapter, we’ll look at the key market environment variables shown in 
Exhibit 3-1 in more detail. We’ll see how they shape opportunities—limiting 
some possibilities but making others more attractive. 

 Objectives Should Set Firm’s Course 

 A company must decide where it’s going, or it may fall into the trap expressed 
so well by the quotation: “Having lost sight of our objective, we redoubled our 
efforts.” Company objectives should shape the direction and operation of the 
whole business. 

 It is difficult to set objectives that really guide the present and future develop-
ment of a company. The marketing manager should be heard when the company is 
setting objectives. But setting whole company objectives—within resource limits—
is ultimately the responsibility of top management. Top management must look at 
the whole business, relate its present objectives and resources to the external envi-
ronment, and then decide what the firm wants to accomplish in the future. 

 Each firm needs to develop its own objectives based on its own situation. 
This is important, but top executives often don’t state their objectives clearly. 

 LO 3.2 

 A mission statement 
helps set the course 

Best opportunities to pursue

Evaluating Opportunities
 • Screening criteria
 • Planning grids

Competitors
 • Current
 • Prospective

Company
• Objectives
• Resources

External Market
Environment 
 • Economic
 • Technological
 • Political and legal
 • Cultural and social
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and Targeting

Company
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Exhibit 3–1 Marketing Strategy Planning, Competitors, Company, and External Market Environment
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If  objectives aren’t clear from the start, different managers may hold unspoken 
and conflicting objectives. 

 Many firms try to avoid this problem by developing a  mission statement , which 
sets out the organization’s basic purpose for being. For example, the mission 
statement for the American Red Cross states that it “will provide relief to victims 
of disaster and help people prevent, prepare for, and respond to emergencies.” A 
good mission statement should focus on a few key goals rather than embracing 
everything. It should also supply guidelines that help managers determine which 
opportunities to pursue. For example, a Red Cross employee would not pursue a 
grant that supports children’s literacy—even if it’s a good cause. But, when there’s 
an opportunity to develop a program that enables people to donate to Red Cross 
disaster relief efforts by sending a short text message, it should be clear that this 
program falls within the charity’s stated mission. A mission statement may need to 
be revised as new market needs arise or as the market environment changes. But 
this would be a fundamental change and not one that is made casually. 2  

 A mission statement is important, but it is not a substitute for more specific 
objectives that provide guidance in screening possible opportunities. For ex-
ample, top management might set objectives such as “earn 25 percent annual 
return on investment” and “introduce at least three innovative and successful 
products in the next two years.” 

 Of course, when there are a number of specific objectives stated by top man-
agement, it is critical that they be compatible. For example, the objective of in-
troducing new products is reasonable. However, if the costs of developing and 
introducing the new products cannot be recouped within one year, the return 
on investment objective is impossible. 

 To avoid such problems, the marketing manager should at least be involved in 
setting company objectives. Company objectives guide managers as they search for 
and evaluate opportunities—and later plan marketing strategies.  Particular  market-
ing  objectives should be set within the framework of larger company objectives. As 
shown in Exhibit 3-2, firms need a hierarchy of objectives—moving from company 
objectives to marketing department objectives. For each marketing strategy, firms 
also need objectives for each of the four Ps—as well as more detailed objectives. 

 The whole firm must 
work toward the same 
objectives 

 Company objectives 
should lead to marketing 
objectives 

3M has introduced a super 
sticky version of its popular 
Post-It notes to stay ahead of 
competitors who try to imitate 
its original product.
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For example, in the Promotion 
area, we need objectives for per-
sonal selling, mass selling,  and
sales promotion. 

 Insurance company USAA pro-
vides an example. One of USAA’s 
top objectives is to deliver high 
levels of customer satisfaction. Be-
cause customer service is a key 
driver of satisfaction, it is critical 
to have highly qualified and well-
trained customer service repre-
sentatives (CSRs) responding to 
customers’ questions or problems. 
This leads to human resources ob-
jectives that guide the hiring and 
training of CSRs. Similarly, it’s im-
perative for USAA’s information 
technology group to develop soft-
ware that increases the effective-
ness of CSRs in their dealings with 
customers. So new software was 
designed to allow CSRs to view the 
same online screens as customers 
see on their PCs at home. With 
these capabilities, CSRs can solve 
customer problems more effi-
ciently. USAA expects these ef-

forts to deliver even higher levels of customer satisfaction and customer retention 
in the competitive insurance market. 3  

 Both company objectives and marketing objectives should be realistic and 
achievable. Overly ambitious objectives are useless if the firm lacks the resources 
to achieve them. 

 Company Resources May Limit Search for Opportunities 

 Every firm has some resources—hopefully some unique ones—that set it apart. 
Breakthrough opportunities—or at least some competitive advantage—come 
from making use of these strengths while avoiding direct competition with firms 
having similar strengths. 

 To find its strengths or recognize weaknesses, a firm must evaluate its func-
tional areas (production, research and engineering, marketing, general man-
agement, and finance) as well as its present products and markets. The 
knowledge of people at the firm can also be a unique resource. By analyzing 
successes or failures in relation to the firm’s resources, management can dis-
cover why the firm was successful—or why it failed—in the past. 

 Some opportunities require large amounts of capital just to get started. 
Money may be required for R&D, production facilities, marketing research, or 
advertising before a firm makes its first sale. And even a really good opportunity 
may not be profitable for years. So lack of financial strength is often a barrier to 
entry into an otherwise attractive market. 

 In many businesses, the cost of producing and selling each unit decreases as the 
quantity increases. Therefore, smaller firms can be at a great cost disadvantage if 
they try to win business from larger competitors. On the other hand, new—or 

 LO 3.3 

 Financial strength 

 Producing capability 
and flexibility 

Exhibit 3–2 A Hierarchy of Objectives
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Price
objectives

Personal
selling
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smaller—firms sometimes have the advantage of flexibility. They are not handi-
capped with large, special-purpose facilities that are obsolete or poorly located. 

 Many firms increase flexibility by not having any “in-house” manufacturing for 
their brands. Hanes is a good example. At one point, Hanes had U.S. factories for 
its underwear and T-shirts. But the factories were sold when most textile-related 
manufacturing moved to other countries with lower labor costs. Top managers 
for the brand said that they didn’t have a competitive advantage in manufactur-
ing anyway. Now, as Hanes’ needs change, it has the flexibility to work with what-
ever suppliers around the world are best able to meet its specifications. 

 Marketing resources can create opportunities for a firm. In the product area, 
for example, a familiar brand can be a big strength. Starbucks is famous for its 
coffee beverages. When Starbucks introduced its Coffee Ice Cream, many peo-
ple quickly tried it because they knew what Starbucks flavor meant. 4  

 A new idea or process may be protected by a  patent.  A patent owner has a 
20-year monopoly to develop and use its new product, process, or material. If 
one firm has a strong patent, competitors may be limited to second-rate 
 offerings—and their efforts may be doomed to failure. 5  

 Good relations with wholesalers and retailers can also be an important 
 resource—especially when introducing new products. Marketing managers at 
Clorox relied on this when they introduced the Green Works line of household 
cleaners. After years of working with the company on well-established products 
like Clorox Bleach, retailers trusted Clorox to create an effective marketing 
strategy for Green Works. 

 Promotion and price resources must be considered too. Fidelity Investments 
already has a skilled sales force. Marketing managers know these sales reps can 
handle new products and customers. And expertise to create an Internet web-
site for online orders may enable a firm to expand into a new target market. 

 Analyzing Competitors and the Competitive Environment 

 The  competitive environment  affects the number and types of competitors the 
marketing manager faces and how they may behave. Although marketing man-
agers usually can’t control these factors, they can choose strategies that avoid 
head-on competition. And where competition is inevitable, they can plan for it. 

 Marketing strengths 

 LO 3.4 

The opportunities a firm 
decides to pursue may 
depend on its resources and 
capabilities. For example, 
General Mills was already 
producing a key ingredient for 
its new Chocolate Chex Mix, 
so it went ahead and launched 
Chex Mix Turtle. Similarly, 
Nucor knows how to produce 
steel in large mills, but 
recently it has begun 
operating smaller steel mills in 
rural towns. Both General 
Mills and Nucor are innovative 
in other ways, which helps 
them to be flexible and 
responsive to changes in the 
market environment.

Avoid head-on 
competition
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 Economists describe four basic kinds of 
market (competitive) situations: pure com-
petition, oligopoly, monopolistic competi-
tion, and monopoly. Understanding the 
differences among these market situations 
is helpful in analyzing the competitive 
 environment, and our discussion assumes 
some familiarity with these concepts. (For 
a review, see Exhibit A-11 and the related 
discussion in Appendix A following 
 Chapter 18.) 

 Most product-markets head toward 
pure competition—or oligopoly—over 
the long run. In these situations, com-
petitors offer very similar marketing 
mixes, and customers see the alternatives 
as close substitutes. The competitors 
have failed to differentiate their offering. 
In this situation, managers just compete 
with lower prices and profit margins 
shrink. Sometimes managers cut prices 

much too quickly, without really thinking through the question of how to add 
more customer value. 

 Avoiding pure competition is sensible and certainly fits with our emphasis on 
finding a competitive advantage. Marketing managers can’t just adopt the same 
“good” marketing strategy being used by other firms. That leads to head-on 
competition and a downward spiral in prices and profits. So target marketers try 
to offer a marketing mix better suited to target customers’ needs than competi-
tors’ offerings. 

 Monopoly situations, in which one firm completely controls a broad product-
market, are rare in market-directed economies. Further, governments com-
monly regulate monopolies. For example, in many parts of the world prices set 
by utility companies (electricity and water) must be approved by a government 
agency. Monopolies can be tempted to ignore customer needs. Yet monopolies 
often face competition sooner or later. Consider cable TV, which for a long time 
had a monopoly in delivering a wide range of television programming into 
homes. Cable TV operators were notorious for providing poor customer ser-
vice. Then competition came from satellite television and now from online pro-
viders like Hulu, Netflix, and more. Many customers are happy to “cut the 
cord,” if only because of memories of frustration with their cable television 
 operator. 

 In monopolistic competition, a number of different firms offer marketing 
mixes that at least some customers see as different. Each competitor tries to get 
control (a monopoly) in its “own” target market. But competition still exists 
because some customers see the various alternatives as substitutes. Most market-
ing managers in developed economies face monopolistic competition. 

 In monopolistic competition, marketing managers sometimes try to differ-
entiate very similar products by relying on other elements of the marketing 
mix. For example, many consumers believe that most brands of gasoline are 
very similar. This makes it difficult for a Texaco station to attract customers by 
claiming it offers better gas. So a Texaco station might serve Seattle’s Best Cof-
fee, offer discounted car washes, maintain longer hours of operation, or keep 
a well-lit, safe storefront. Yet such approaches may not work for long if they 
are easily copied by competitors. So marketing managers should actively seek 

 Competitor-free 
environments are rare 

 Monopolistic 
competition is typical 
and a challenge 

Delta Dental offers dental insurance plans to companies. One of Delta 
Dental’s strengths is its extensive network, which includes three out of 
every four dentists. The deeper network of dentists provides Delta 
Dental’s customers with more options and greater employee satisfaction.
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 sustainable competitive advantage , a marketing mix that customers see as bet-
ter than a competitor’s mix and cannot be quickly or easily copied. 

 The best way for a marketing manager to avoid head-on competition is to find 
new or better ways to satisfy customers’ needs and provide value. The search for a 
breakthrough opportunity—or some sort of competitive advantage—requires an 
understanding not only of customers but also of competitors. That’s why market-
ing managers turn to  competitor analysis —an organized approach for evaluating 
the strengths and weaknesses of current or potential competitors’ marketing 
strategies. 

 The basic approach to competitor 
analysis is simple. You compare the 
strengths and weaknesses of your cur-
rent (or planned) target market and 
marketing mix with what competitors 
are currently doing or are likely to do 
in response to your strategy. 

 The initial step in competitor anal-
ysis is to identify potential competi-
tors. It’s useful to start broadly and 
from the viewpoint of target custom-
ers. Companies may offer quite differ-
ent products to meet the same needs, 
but they are competitors if customers 
see them as offering close substitutes. 
  For example, radio stations, software 
programs that organize music (like 
Apple’s iTunes), and music streaming 
services all compete in the same 
broad product- market concerned 
with delivering music. Identifying a 
broad set of potential competitors 
helps marketing managers under-
stand the different ways customers 
choose to meet their own needs and 
points to opportunities. For example, 
even music listeners who prefer a 

streaming service like Spotify find they must resort to a radio station while trav-
eling in a car without a streaming connection—what they choose and why is 
valuable marketing  information. 

 Marketing managers usually narrow focus of their analysis to the set of  com-

petitive rivals  who are their closest competitors. Rivals offering similar products 
are usually easy to identify—ask customers what other brands they considered. 
For example, Spotify competes with other streaming music services Pandora, 
Songza, Rdio, iHeartRadio, and Slacker, which provide similar services. 

 A useful tool for organizing the competitor analysis is the  competitor matrix , 
an organized table that compares the strengths and weaknesses of a company 
with those of its competitive rivals. A competitor analysis helps the marketing 
manager identify potential opportunities for differentiating the marketing 
mix. For streaming music services, the marketing manager for Spotify could 
easily see what each competing service charged, which offer custom playlists, 
which allow users to directly purchase songs, and more. This information iden-
tifies how Spotify  differs from competitors and might suggest how it could 
adapt its marketing mix to meet customer needs that are not being well-served 
by the  competition. 

 Analyze competitors to 
find competitive 
advantage 

 Organize competitor 
analysis in a competitor 
matrix 

Many consumers think that toilet paper is a commodity—where one brand is 
about the same as any other. Cashmere’s bathroom tissue is softer and its ad 
campaign encourages consumers to see how special it is. However, consumer 
attitudes may be difficult to change.
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 A marketing man-
ager should actively 
seek information about 
current and potential 
competitors. Although 
most firms try to keep 
the specifics of their 
plans secret, much pub-
lic information may be 
available. Sources of 
competitor informa-
tion include trade pub-
lications, alert sales 
reps, suppliers, and 
other industry experts. In business markets, customers may be quick to ex-
plain what competing suppliers are offering. 

 The search for information about competitors can raise ethical issues. For 
example, people who change jobs and move to competing firms may have a 
great deal of information, but is it ethical for them to use it? Similarly, some 
firms have been criticized for going too far—like waiting at a landfill for com-
petitors’ trash to find copies of confidential company reports or “hacking” a 
competitor’s computer network. 

 Beyond the moral issues, spying on competitors to obtain trade secrets is il-
legal. Damage awards can be huge. The courts ordered competing firms to pay 
Procter & Gamble about $125 million in damages for stealing secrets about its 
Duncan Hines soft cookies. 6  

 Actively seek 
information about 
competitors 

 Ethical issues may arise 

Internet Exercise

A marketing manager for Netflix may find it helpful 
to know more about how competitors advertise on 
search pages (like Google and Yahoo!). The website 
KeywordSpy (www.keywordspy.com) offers that 
information and more. Go to this site and type “dvd 
rental” into its search bar. Click on the tab for PPC 
competitors. What competitors are identified? What 
information can you learn about Netflix and its 
competitors at this site? How could this information 
help Netflix’s marketing manager?

You are a salesperson for a company that manufactures industrial lighting used in facto-
ries. During a recent sales call, an engineer at your customer firm comments about a new 
energy-saving lightbulb that his company is testing for a competing supplier. Your com-
pany was not aware of the competitor’s new product—which you think may make one of 
your product lines obsolete. Should you pass this competitive intelligence to your sales 
manager? Should you question the engineer or others at the customer firm to learn more? 
If you gather more information, should you share that with your company?

E
th

ic
s 

Q
u

e
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 The Economic Environment 

 The  economic environment  refers to macro-economic factors, including national 
income, economic growth, and inflation, that affect patterns of consumer and busi-
ness spending. The rise and fall of the economy in general, within certain indus-
tries, or in specific parts of the world can have a big impact on what customers buy. 

 The economic environment can, and does, change quite rapidly. The effects 
can be far-reaching and require changes in marketing strategy. 

 Even a well-planned marketing strategy may fail if a country or region goes 
through a rapid business decline. You can see how quickly this can occur by 
considering what happened in the U.S. housing market just a few years ago. 
Earlier in the decade the economy was growing, household incomes were in-
creasing, and interest rates were low. As a result, the housing market was hot. 
Manufacturers of building materials, home-builders, real estate firms, and mort-
gage companies all enjoyed strong profits as they scrambled to keep up with 

LO 3.5

 Economic conditions 
change rapidly 
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demand. By 2008 the economy was in a recession and the housing market 
abruptly collapsed. Firms that had done so well a year earlier were suffering 
huge losses—and many went bankrupt. Worse, millions of people lost their 
homes when they could not afford rising payments for variable-rate mortgages. 

 Changes in the economy are often accompanied by changes in the interest 
rate—the charge for borrowing money. Interest rates directly affect the total 
price borrowers must pay for products. So the interest rate affects when, and if, 
they will buy. This is an especially important factor in some business markets. 
But it also affects consumer purchases of homes, cars, and other items usually 
bought on credit. 

 Interest rates usually increase during periods of inflation, and inflation is a 
fact of life in many economies. In some Latin American countries, inflation has 
exceeded 400 percent a year in recent years. In contrast, recent U.S. levels—
3 to 20 percent—seem low. Still, inflation must be considered in strategy plan-
ning. When costs are rising rapidly and there are no more cost-cutting measures 
to take, a marketing manager may have to increase prices. For example, airlines 
and freight carriers can raise prices sharply in response to spiraling fuel costs. 

 The economies of the world are connected—and changes in one economy 
quickly affect others. One reason for this is that the amount of international 
trade is increasing—and it is affected by changes in and between economies. 
For example, economic problems in Greece and Spain made it difficult for 
 Europe to recover from the recent economic downturn. This, in turn, slowed 
recovery in the rest of the world. 

 Changes in the  exchange rate —how much one country’s money is worth in 
another country’s money—have an important effect on international trade. 
When the dollar is strong, it’s worth more in foreign countries. This sounds 
good—but it makes U.S. products more expensive overseas and foreign prod-
ucts cheaper in the United States. New domestic competition arises as foreign 
products gain a competitive edge with lower prices. A country’s whole economic 
system can change as the balance of imports and exports shifts—affecting jobs, 
consumer income, and national productivity. 

 Marketing managers must watch the economic environment carefully. In 
contrast to the cultural and social environment, economic conditions can move 
rapidly and require immediate strategy changes. 7  

 The Technological Environment 

  Technology  is the application of science to convert an economy’s resources to 
output. Technology affects marketing in two basic ways; it creates opportunities 
for new products and for new processes (ways of doing things). Let’s look at 
how that happens. 

 Rapid advances in technology can shake up markets. Digital photography 
replaced film, which presaged the bankruptcy of Eastman Kodak, once the 
world’s largest film photography company. On the upside, the same digital tech-
nology created opportunities for new cameras from Nikon and Canon, as well 
as software from Apple (iPhoto) and Adobe (Photoshop). And the biggie—the 
Internet—opened up opportunities for breakthroughs that include Facebook, 
Twitter, and Instagram; new ways to deliver video entertainment, including 
 YouTube and Hulu; and low-cost or free phone service from Skype or Vonage. 

 Most technological developments don’t come out of nowhere—Kodak knew 
for decades that digital imaging was coming. On the other hand, it is not always 

 Interest rates and 
inflation affect buying 

 The global economy 
is connected 

 Technology affects 
opportunities 

 Technology 
foreshadows 
breakthrough 
opportunities 

Anticipate technologies 
and plan for the future
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clear how a technology just on the horizon might change a business. For ex-
ample, camera makers might not have seen how quickly smartphones would cut 
into their business. Marketing managers should monitor all technologies that 
might impact their industry. 

 Consider the possible impact of Google’s driverless car project. Many expect 
that by the 2020s, most of us will be transported in robot-driven cars. There will 
be obvious effects in the automobile and insurance markets. Beyond that, did 
you know that in the United States, auto accidents account for 2 million emer-
gency room visits each year? So driverless cars may reduce hospital demand for 
emergency services. Also, the nation’s elderly might be able to live on their own 
longer if they can get around without having to drive, slowing demand for nurs-
ing homes. Bars and restaurants may see more business, and sell more alcohol, 
when patrons don’t need to worry about driving home under the influence. 
Marketing managers who anticipate the impact of new technology can plan and 
adapt marketing strategies for the future. 9  

 Technology changes how customers and marketers do things. Facebook was 
founded in 2004 and just 10 years later boasted more than a billion users. Now 
many organizations have Facebook pages or run highly targeted ads on the 

 Technology changes 
marketing processes 

New approaches to manufacturing create fresh opportu-
nities for marketing managers. 3D printing technology allows 
production of three-dimensional objects of any shape from a 
computer model. Computer-aided design (CAD) software is 
used to create a computer image of the object. A 3D printer 
uses that model to precisely build the object by adding layer 
upon layer of anything from plastic to titanium.

3D technology offers several benefits over traditional 
manufacturing. First, concepts go from idea to reality 
quickly. New product ideas can be prototyped, tested, and 
improved in hours, not weeks. Second, existing items can 
easily be scanned (in three dimensions) and quickly re- 
produced to create exact replicas or to improve an origi-
nal. Third, 3D printing can offer cost savings on 
manufacturing through reduced shipping and packaging 
costs. This is especially true for custom, one-off items.

One promising application of 3D printing emerges from 
medicine, where the technology can be used to create 
body parts. Take the success story of Kaiba Gionfriddo. A 
birth defect caused his windpipe to collapse—threatening 
his life. So at age three months, doctors designed a custom 
splint they placed in Kaiba’s throat to help him breathe. The 
printed splint uses a special plastic that degrades slowly 
(over three years) while Kaiba’s body creates healthy tissue 
to replace it. Kaiba owes his life to a 3D printed part.

After a table saw accident mangled South African car-
penter Richard Van As’ fingers, he searched online for an 

affordable prosthe-
sis. At thousands of 
dollars, they were 

beyond what he could afford. Searching for help online, he 
ran across American special effects artist and puppeteer 
Ivan Owen, and the two developed an unlikely partnership 
that created technology to help Van As’ dexterity. As pub-
licity of their collaboration spread, they received a call from 
a woman whose five-year-old son was born without fingers 
on one hand. In less than a week, the two men created a 
crude mechanical hand, and later, using 3D printing, an im-
proved version. The inventors posted the design and in-
structions for “Robohand” on a public website so others 
can download the plans. Now, with a small 3D printer and 
less than $150 in parts, anyone can make a new hand.

Someday medical researchers expect to print human 
tissue, bones, and entire organs, but it doesn’t stop there. 
Architectural engineers working with concrete hope to 
someday print whole buildings. An entrepreneur has al-
ready built a car using 3D printed plastic parts. And the 
military expects to use 3D printers on the battlefield to 
print parts to fix a tank or firearm.

While new technologies create opportunities, there can 
also be threats. Plans for printing guns have already been 
posted on the Internet. Counterfeit goods will become 
more widespread when physical goods can be very easily 
copied. As with most new technologies, ethics, norms, and 
laws will emerge to provide guidance. But it appears that 
3D printing will lead to breakthrough opportunities—
“hands down” it’s a winner.8

3D Printing Set to Save Time, Money, and Lives
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 social network—fans of the Pittsburgh Steelers usually say that right on their 
Facebook page, identifying them as a target for ads for gear with their favorite 
football team’s logo. The Internet has changed the nature of retailing as many 
consumers shop from their keyboard—or tablet device—and have purchases 
delivered to their home. Computer databases allow sellers to more closely 
watch supply and demand—and adjust prices accordingly. Hotels and airlines 
often lower prices when they have extra rooms or seats. Throughout this text-
book you will read about how marketing is changing because of new applica-
tions of technology. 

 Technological change opens up many new opportunities, but it also poses 
challenges for marketers. For some marketing managers, change can be diffi-
cult and they avoid technologies they do not understand. For others it is easy to 
fall in love with the latest technology—whether from the firm’s R&D lab or a 
consultant selling social media tools—and blindly add it to the firm’s marketing 
strategy. Both approaches can lead to a production-oriented way of thinking. 
That makes it more important than ever for marketing thinking to guide the 
process. Finding the best applications of technology still requires that market-
ing managers begin with customer needs. 

 Breakthrough products can raise questions—do the benefits outweigh the 
costs? For example, many genetically modified foods can potentially increase crop 
yields and provide greater nutrition. Critics are concerned about human safety 
and other concerns. Aseptic drink boxes are convenient but difficult to recycle. 

 New technologies give marketers new ways to track consumers and perhaps 
deliver a more tailored experience—but does that invade consumers’ privacy? 
Website visitors may not be aware that small computer files (called cookies) 
are often placed on their computers. Cookies allow the company to track 
what the customer does on the web. This information can be used to give a 

 Technology comes 
with challenges 

 Technology can pose 
ethical dilemmas 

Researchers at Coca-Cola 
developed a new technology 
for the plastic bottles used for 
many of its products. 
PlantBottle packaging looks 
and functions just like 
traditional PET plastic 
bottles—and it is recyclable. 
But because these bottles are 
partially made from plant 
material, they have a much 
smaller carbon footprint, 
making them better for the 
environment. Coke works with 
Ford, Heinz, Nike, and Procter 
& Gamble (not Pepsi) to 
accelerate future 
development of plant based 
plastics.
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web-surfer a better online experience, perhaps serving up useful information, 
advertising, and discounts. On the other hand, users are often tracked with-
out their knowledge and may prefer to retain their privacy. 10  

 The Political Environment 

 The attitudes and reactions of people, social critics, and governments all affect 
the political environment. Consumers in the same country usually share a com-
mon political environment, but the political environment can also affect oppor-
tunities at a local or international level. 

 Strong sentiments of  nationalism —an emphasis on a country’s interests be-
fore everything else—affect how macro-marketing systems work. They can affect 
how marketing managers work as well. Nationalistic feelings can reduce sales—
or even block all marketing activity—in some international markets. For many 
years, China has made it difficult for outside firms to do business there—in 
spite of the fact that the Chinese economy has experienced explosive growth as 
its factories have turned out larger and larger portions of the goods sold in the 
United States, Europe, and other parts of the world. 

 The “Buy American” policy in many government contracts and business pur-
chases reflects this same attitude in the United States. There is broad consumer 
support for protecting U.S. producers—and jobs—from foreign competition. 
Automaker Chrysler draws on this sentiment in its “Imported from Detroit” 
campaign, which includes Detroit rap music artist Eminem and a two-minute 
Super Bowl commercial “Halftime in America” featuring Clint Eastwood. Both 
promote Chrysler’s ties to Detroit, Michigan, Chrysler’s American home. 11  

 Important dimensions of the political environment are likely to be similar 
among nations that have banded together to have common regional economic 
boundaries. The move toward the unification of Europe and free trade among 
the nations of North America are examples of this sort of regional grouping. 

 Twenty years ago, each country in Europe had its own unique trade rules and 
regulations. These differences made it difficult and expensive to move products 

 LO 3.6 

 Nationalism can be 
limiting in international 
markets 

 Regional groupings are 
becoming more 
important 

 The unification of 
European markets 

Companies need to recognize and take advantage of changes in the technological 
environment. Deluxe Corporation was founded about 100 years ago. Soon thereafter it became 
a leader in the printing of paper checks and business forms used by consumers and businesses. 
Nowadays, as financial transactions are increasingly handled by electronic means, paper checks 
and business forms are going by the wayside. Deluxe has adapted its strategy, creating 
web-based services to help small businesses with logo design and website development.
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from one country to the others. 
Now, the almost 30 countries of the 
European Union (EU) are reduc-
ing conflicting laws, taxes, and 
other obstacles to trade within Eu-
rope. This, in turn, is reducing costs 
and prices, and it is creating new 
jobs. Many of the member coun-
tries use the same currency (the 
euro), simplifying inter-European 
commerce and trade yet more. 

 Although Europe is becoming a 
large unified market, marketers will 
still encounter differences among 
European countries. What hap-
pened to Lands’ End, the Wisconsin-
based Internet and mail-order 
retailer, illustrates the issues. To bet-
ter reach European consumers, 
Lands’ End set up shop in England 
and Germany. As in the United 
States, its promotion and website 
touted the unconditional lifetime 

guarantee that is a key part of its strategy. However, German consumer protection 
rules prohibited promotion of the guarantee; the Germans argued that the pro-
motion was a misleading gimmick (on the logic that the cost of the guarantee was 
“hidden” in higher prices that consumers would pay). German officials wanted 
this ban to apply even if the German consumer purchased the product from a 
Lands’ End website in England. Quirky local rules like this could erode some of 
the benefits that should come from more European unification. 12  

 The international competition fostered by the moves to unify Europe pro-
vided impetus for the United States, Mexico, and Canada to develop more co-
operative trade agreements. The  North American Free Trade Agreement (NAFTA)  
lays out a plan to reshape the rules of trade among the United States, Canada, 
and Mexico. NAFTA basically enlarges the free-trade pact that had already 
knocked down most barriers to U.S.–Canada trade and eliminated most such 
barriers with Mexico. It also established a forum for resolving trade disputes. 

 The changes that result from NAFTA may ultimately be as significant as those 
in Europe. Talks are under way to explore the concept of expanding the agree-
ment to create a free-trade zone for 34 countries across North, South, and Cen-
tral America. While smoothing trade lowers costs, NAFTA has not been without 
controversy; critics worry about the environmental impact and loss of jobs in 
higher labor cost countries like the United States. 

 Of course, removal of some economic and political barriers—whether across 
all of the Americas or Europe—will not eliminate the need to adjust strategies 
to reach submarkets of consumers. Centuries of cultural differences will not 
disappear overnight. Some may never disappear. 13  

 The Legal Environment 

 Changes in the political environment often lead to changes in the legal envi-
ronment and in the way existing laws are enforced. To illustrate the effects of 
the legal environment, we will discuss how it has evolved in the United States. 
However, laws often vary from one country to another. 

 NAFTA builds trade 
cooperation in North 
America 

Adero wants marketers to keep in mind that a website that can attract prospects 
from all over the world won’t be successful in turning them into customers if it 
ignores nationalism and cultural differences.
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 American economic and legisla-
tive thinking is based on the idea 
that competition among many small 
firms helps the economy. Therefore, 
attempts by business to limit compe-
tition are considered contrary to the 
public interest. 

 Starting in 1890, Congress passed a 
series of antimonopoly laws.  Exhibit 
3-3 shows the names and dates of 
these laws. Although the specific fo-
cus of each law is different, in general 
they are all intended to encourage 
competition. 

 In later chapters, we will specifi-
cally apply antimonopoly law to the 
four Ps. For now you should know 
what kind of proof the government 
must have to get a conviction under 
each of the major laws. You should 
also know which of the four Ps are 
most affected by each law. Exhibit 3-3 
provides such a summary—with a 
phrase following each law to show 
what the government must prove to 
get a conviction. 

 Businesses and  individual managers  are subject to both criminal and civil laws. 
Penalties for breaking civil laws are limited to blocking or forcing certain 
 actions—along with fines. Where criminal law applies, jail sentences can be im-
posed. For example, several managers at Beech-Nut Nutrition Company were 
fined $100,000 each and sent to jail. In spite of ads claiming that Beech-Nut’s 
apple juice was 100 percent natural, they tried to bolster profits by secretly  using 
low-cost artificial ingredients. 14  

 Although antimonopoly laws focus on protecting competition, the wording 
of the laws in Exhibit 3-3 has, over time, moved toward protecting consumers. 
Some consumer protections are also built into the English and U.S. common 
law systems. A seller has to tell the truth (if asked a direct question), meet con-
tracts, and stand behind the firm’s product (to some reasonable extent). Be-
yond this, it is expected that vigorous competition in the marketplace will 
protect consumers— so long as they are car  e  ful.  

 Yet focusing only on competition didn’t protect consumers very well in some 
areas. So the government found it necessary to pass other laws. For example, vari-
ous laws regulate packaging and labels, telemarketing, credit practices, and envi-
ronmental claims. Usually, however, the laws focus on specific types of products. 

 Consumer protection laws in the United States go back to 1906 when Con-
gress passed the Pure Food and Drug Act. Unsanitary meat-packing practices in 
the Chicago stockyards stirred consumer support for this act. Before the law, it 
was assumed that common law and the old warning “let the buyer beware” 
would take care of consumers. 

 Later acts corrected some loopholes in the law. The law now bans the ship-
ment of unsanitary and poisonous products and requires much testing of drugs. 
The Food and Drug Administration (FDA) attempts to control manufacturers 

 Trying to encourage 
competition 

 Antimonopoly law and 
marketing mix planning 

 Prosecution is serious—
you can go to jail 

 Consumer protection 
laws are not new 

 Foods and drugs 
are controlled 

Because of a change in regulations, some 
non-prescription drugs are no longer 
available on self-service retail shelves but 
rather are behind the pharmacy counter. 
With this change in the legal environment, 
marketers for Mucinex D want customers to 
know how to find the product in the store.
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of these products. It can seize products that violate its rules—including regula-
tions on branding and labeling. 

 The Consumer Product Safety Act (of 1972), another important consumer 
protection law, set up the Consumer Product Safety Commission. This group 
has broad power to set safety standards and can impose penalties for failure to 
meet these standards. There is some question as to how much safety consumers 
really want—the commission found the bicycle the most hazardous product un-
der its control! 

 But given that the commission has the power to  force  a product off the market—
or require expensive recalls to correct problems—it is obvious that safety must be 
considered in product design. And safety must be treated seriously by marketing 
managers. There is no more tragic example of this than the recalls of Firestone 
tires used as original equipment on Ford’s Explorer SUV. Hundreds of consumers 
were killed or seriously injured in accidents. 15  

 Besides federal legislation—which affects interstate commerce—marketers 
must be aware of state and local laws. There are state and city laws regulating 
minimum prices and the setting of prices, regulations for starting up a business 

 Product safety 
is controlled 

 State and local 
laws vary 

Law Product Place Promotion Price

Sherman Act (1890) 
Monopoly or 
 conspiracy in 
 restraint of trade

Monopoly or 
 conspiracy to 
 control a product

Monopoly or 
 conspiracy to 
 control distribution 
channels

Monopoly or 
 conspiracy to fix or 
control prices

Clayton Act (1914) 
Substantially less-
ens competition

Forcing sale of 
some products 
with others—tying 
 contracts

Exclusive dealing 
contracts (limiting 
buyers’ sources of 
supply)

Price discrimination 
by manufacturers

Federal Trade 
 Commission Act 
(1914) Unfair meth-
ods of competition

Unfair policies Deceptive ads or 
selling practices

Deceptive pricing

Robinson-Patman 
Act (1936) Tends to 
injure competition

Prohibits “fake” 
 advertising 
 allowances or 
 discrimination in 
help offered

Prohibits price 
 discrimination on 
goods of “like grade 
and quality” without 
cost justification, 
and limits quanitity 
discounts

Wheeler-Lea 
Amendment (1938) 
Unfair or deceptive 
practices

Deceptive 
 packaging or 
 branding

Deceptive ads 
or selling claims

Deceptive pricing

Antimerger Act 
(1950) Lessens 
 competition

Buying competitors Buying producers 
or distributors

Magnuson-Moss Act 
(1975) Unreasonable 
practices

Product warranties

Exhibit 3–3 Focus (mostly prohibitions) of Federal Antimonopoly Laws on the Four Ps
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(licenses, examinations, and even tax payments), and in some communities, 
regulations prohibiting certain activities—such as telephone selling or selling 
on Sundays or during evenings. 

 When electric carmaker Tesla Motors tried to bypass auto dealers and sell its 
vehicles directly to consumers, many states enacted laws prohibiting direct sales. 
 And Airbnb, a service that allows people to temporarily rent rooms in their 
apartments and homes, was found to violate housing regulations in New York 
City.   This tapestry of state and local laws may lead firms to specifically adapt 
marketing strategies to local requirements. 16  

 The Cultural and Social Environment 

 The  cultural and social environment  affects how and why people live and behave as 
they do—which affects customer buying behavior and eventually the economic, 
political, and legal environments. Many variables make up the cultural and social 
environment. Some examples are the languages people speak; the type of educa-
tion they have; their religious beliefs; what type of food they eat; the style of cloth-
ing and housing they have; and how they view work, marriage, and family. Because 
the cultural and social environment has such broad effects, most people don’t 
stop to think about it, how it may be changing, or how it may differ for other 
people. 

 For example, over decades, the role of women has changed significantly. 
Sixty years ago most people in the U.S. thought that a woman’s primary role was 
in the home—as wife and mother. Now more than 70 percent of women age 
35–44 work outside the home. Such changes have increased household income, 
changed shopping habits, and generated a greater need for many products, in-
cluding child care services and prepared take-out food. It has also changed who 
does the shopping for the household. Nowadays almost half of all grocery shop-
ping is done by men—and advertisers have been slow to craft ads that effectively 
speak to men. 17  

 Demographic data related to population, income, and technology adop-
tion provide a lot of insight about a society and its culture. Understanding the 

demographic dimensions is also 
important to marketing strategy 
planning, so it’s useful to look at 
some demographic patterns and 
trends. 

 Exhibit 3-4 summarizes data for 
a number of representative coun-
tries from different regions 
around the world. Even with a 
current population of over 310 
million, the United States makes 
up only 4.5 percent of the world’s 
seven-billion-plus people. Market-
ing managers in any country 
may seek growth opportunities in 
other countries. 

 Although the size of a market is 
important, the population trend 
also matters. The world’s popula-
tion is growing fast, but that 

 LO 3.7 

 Where people are 
around the world 

Marketing managers for eBay have found many opportunities for growth in 
fast-growing markets like Vietnam.

per61043_ch03_060-089.indd Page 77  09/12/13  8:41 PM user per61043_ch03_060-089.indd Page 77  09/12/13  8:41 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



Country

2010 

Population 

(000s)

2025 

Projected 

Population 

(000s)

2010–2025 

Projected 

Population 

Change (%)

Population 

Density per 

Sq. mile*

Percent of 

Population 

in Urban 

Areas*

GNI per 

Capita 

($U.S.)*

GDP 

(billions of 

$U.S.)*

Estimated 

Literacy 

Percent 

(age 15+)

Mobile 

Phones/100 

Inhabitants*

 Percent 

Mobile 

Phone/100 

Growth 

2006–2011*

% of 

Population 

Using 

Internet*

 % Internet 

User 

Growth 

2006–2011

Algeria 37,063 40,290 8.7 39 73 4,470 189 73 99 57 14.0 90
Argentina 40,374 47,165 16.8 39 92 n/a 446 97 135 67 47.7 128
Australia 22,065 25,054 13.5 8 89 49,790 1,379 99 108 14 79.0 20
Bangladesh 151,125 197,674 30.8 2,994 28 780 112 57 56 317 5.0 400
Brazil 195,210 231,887 18.8 60 85 10,720 2,477 90 124 134 45.0 60
Canada 34,127 37,559 10.1 10 81 45,550 1,736 99 80 39 83.0 15
China   1,337,705  1,394,639 4.3 373 51 4,940 7,318 94 73 109 38.3 264
Egypt 78,076 103,742 32.9 215 44 2,600 230 72 101 324 38.7 183
Ethiopia 87,095 140,140 60.9 220 17 370 30 43 17 1362 1.1 254
Finland 5,363 5,251 -2.1 47 84 47,760 263 99 166 54 89.4 12
France 65,031 68,482 5.3 308 86 42,420 2,773 99 95 13 79.6 70
Germany 81,777 79,226 -3.1 609 74 44,230 3,601 99 132 27 83.0 15
Haiti 9,896 11,252 13.7 951 53 700 7 61 41 228 n/a n/a
India   1,205,625  1,396,046 15.8 1,083 31 1,420 1,873 74 72 402 10.1 259
Iran 74,462 90,481 21.5 119 69 4,520 331 85 75 244 21.0 140
Israel 7,624 8,984 17.8 930 92 28,930 243 97 122 -2 70.0 151
Italy 60,483 62,591 3.5 534 68 35,320 2,194 98 158 16 56.8 50
Japan 127,450 123,386 -3.2 909 91 44,900 5,867 99 105 33 79.5 16
Kenya 40,909 53,196 30.0 189 24 820 34 87 67 236 28.0 272
Libya 6,041 8,342 38.1 10 78 12,320 62 89 156 134 17.0 295
Mexico 117,886 130,199 10.4 153 78 9,420 1,153 86 82 60 36.2 85
Nigeria 159,708 234,363 46.7 461 50 1,280 244 61 59 160 28.4 413
Norway 4,889 4,917 0.6 41 79 88,870 486 100 116 11 94.0 14
Pakistan 173,149 228,385 31.9 593 36 1,120 210 57 62 188 9.0 38
Romania 21,438 20,872 -2.6 241 53 8,140 190 98 109 48 44.0 79
Russia 142,389 128,180 -10.0 23 74 10,650 1,858 100 179 71 49.0 172
Saudi Arabia 27,258 31,877 16.9 34 82 17,820 577 96 191 141 47.5 144
Singapore 5,077 6,733 32.6 19,179 100 42,930 240 93 150 38 71.0 20
Somalia 9,636 13,274 37.8 39 38 n/a n/a 38 7 7 1.3 14
Spain 46,071 51,415 11.6 241 77 30,930 1,477 98 113 9 67.6 34
Switzerland 7,825 7,774 -0.7 513 74 76,350 659 99 131 32 85.2 13
Turkey 72,128 90,498 25.5 249 71 10,410 775 95 89 16 42.1 131
United Kingdom 62,172 67,244 8.2 671 80 37,780 2,445 99 131 13 82.0 19
United States 309,326 351,353 13.6 88 82 48,620 14,991 99 93 21 77.9 13
Vietnam 86,933 102,459 17.9 733 31 1,270 124 94 143 538 35.1 103

Exhibit 3-4 Demographic Dimensions and Characteristics for Selected Countries

Source: Data source World Bank, except for projected population where source is U.S. Census Bureau International Data Base and literacy data from the CIA World Book.

*Data from 2011 (except for GNI and GDP in Iran and Libya which is from 2009). Literacy data from 2009–2011, except for Algeria (2006), Argentina (2001), Australia (2003), Canada (2003), Egypt (2003), Finland (2000), France (2003), Germany 
(2003), Israel (2004), Italy (2001), Japan (2002), Mexico (2005), Pakistan (2013), Saudi Arabia (2012), Singapore (2000), Somalia (2001), Switzerland (2003), Turkey (2012), United Kingdom (2003), United States (2003), and Vietnam (2002).
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 population growth varies dramatically from country to country. For example, 
between 2010 and 2025, the population is projected to grow more than 40 percent 
in Ethiopia and Nigeria. During this same period, growth will be about 14 per-
cent in the United States and 4 percent in China, while the population is pre-
dicted to decline in Japan, Russia, and many European countries. These trends 
have many marketing managers paying increased attention to fast-growing 
 developing countries. 18  

 Just 50 years ago, about two-thirds of the world’s population lived in rural 
areas. Today about half live in urban areas, as more people move to cities for 
better job opportunities. The extent of urbanization varies widely across coun-
tries. While about 82 percent of U.S. residents live in urban areas, more than 
90 percent do in Japan, Singapore, Israel, and Argentina (see Exhibit 3-4). By 
contrast, in Ethiopia and Kenya, 25 percent or less of the population lives in 
urban areas. The concentration of people in major cities often simplifies Place 
and Promotion decisions. 

 Profitable markets require income—as well as people. The amount of money 
people can spend affects the products they are likely to buy. When considering 
international markets, income is often one of the most important demographic 
dimensions. There are a variety of different measures of national income. One 
widely used measure is  gross domestic product (GDP) —the total market value of 
all goods and services provided in a country’s economy in a year by both resi-
dents and nonresidents of that country.  Gross national income (GNI)    is a mea-
sure that is similar to GDP, but GNI does not include income earned by 
foreigners who own resources in that nation. By contrast, GDP does include 
foreign  income. 

 When you compare countries with different patterns of international in-
vestment, the income measure you use can make a difference. For example, 
Ford has a factory in Thailand. The GDP measure for Thailand would in-
clude the profits from that factory because they were earned in that coun-
try. However, Ford is not a Thai firm, and most of its profit will ultimately 
flow out of  Thailand. The Thai GNI would not include those profits. You 
should see that using GDP income measures can give the impression that 
people in less developed countries have more income than they really do. 
In addition, in a country with a large population, the income of the whole 
nation must be spread over more people. So  GNI per capita  (per person) is 
a useful figure because it gives some idea of the income level of people in 
the country. 

 Exhibit 3-4 gives an  estimate of GNI per capita and GDP for each country 
listed. You can see that the more developed industrial nations— including the 
United States, Japan, and Germany—account for the biggest share of the 
world’s GDP. In these countries, the GNI per capita is also quite high. This ex-
plains why so much trade takes place between these countries—and why many 
firms see them as the more important  markets. In general, markets like these 
offer the best potential for products that are targeted at consumers with higher 
income  levels. As a point of comparison, the GNI per capita in the United States 
is $48,620. 19  

 Many managers, however, see great potential—and less competition—where 
GNI per capita is low. For example, Coca-Cola has made a push in Africa, where 
it hopes to establish a relationship with consumers now and then turn that 
brand loyalty into profitable growth as consumer incomes rise. 

 The ability of a country’s people to read and write has a direct influence on 
the development of its economy—and on marketing strategy planning. The de-
gree of literacy affects the way information is delivered, which in marketing 

 A shift from rural 
to urban areas 

 There’s no market when 
there’s no income 

 Reading, writing, and 
marketing problems 
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means promotion. The United Nations estimates that 
16 percent of adults (age 15 or older) in the world 
cannot read and write. Two-thirds of them are 
women. You may be surprised by the low literacy rates 
for some of the countries in  Exhibit 3-4. Illiteracy cre-
ates challenges for product labels, instructions, and 
print advertising. 20  

 Cell phone and Internet usage has increased rap-
idly around the world. These technologies may have 
their greatest impact in developing countries where, 
for example, they’ve completely skipped the adop-
tion of landline phones and instead moved directly to 
a reliance on mobile phones. 

 Let’s look at this phenomenon more closely. With 
the introduction of cell phones to the developing 
world came an ability to instantly communicate sup-
ply and demand to buyers and sellers. This has dra-

matically increased efficiency in some markets. For example, after fishermen in 
India began using cell phones, they called ashore to find out which ports had 
the most demand for their catch. This helped match supply and demand, lower-
ing waste and stabilizing prices. 21  

 Adoption of these technologies varies across the globe (see Exhibit 3-4). Take 
cell phones, for example. Some people in Europe and Russia have separate 
phones for work and personal use, so the number of cell phones exceeds 
the population. While penetration is lower in many of the poorest nations, 
those countries are experiencing very fast adoption rates. In Bangladesh, for 

Technology adoption 
races across continents

6.7
14.1%

3.9
13.6%

37.4
10.5%

2.7
34.2% 2.9

27.9%

6.8
31.8%

0.7
10.9%

1.3
7.9%

Percent change in population:

2.0
11.0%

5.1
18.8%

0.5
11.3%

1.6
21.6%

1.0
9.4%

0.6
0.9%

0.8
8.5%

1.8
5.7%

2.8
5.9%

3.7
7.3%

25.2
20.8% 4.5

0.2%

2.9
8.5%

6.0
6.7%

3.0
3.8%

5.3
7.5% 5.7

5.9%

13.0
5.0%

6.4
6.1%

9.9
−0.2%

11.5
1.3%

4.3
7.1%

6.3
11.3%

3.0
4.4%

4.7
6.2%

10.0
21.8%

4.6
15.0%

18.6
16.1%

9.5
18.6%

7.9
11.5%

1.8
0.8%

12.5
1.8%

19.6
3.3%

1.3
3.4%

1.3 (7.0%)
6.6 (3.2%)
1.0 (−0.2%)
3.5 (3.4%)
8.7 (3.8%)
5.7 (6.9%)
0.9 (14.0%)
0.6 (4.7%)  

0.6 (2.2%)

Decreasing–4.2 4.3–9.9 10.0–12.9 13.0 or higher

Exhibit 3–5 2010 Population (in millions) and Percent Change by State, 2000–2010

Internet Exercise

Michigan State University’s Center for International 
Business Education and Research (CIBER) created 
globalEDGE—a website with information and tools for 
learning about global markets. At the home page for 
the globalEDGE website (http://globaledge.msu.edu) 
select “Countries>Europe>Italy.” Then select “Global 
Insights” then “Insights by Country” and choose 
“Italy.” Then look at “Statistics” for Italy—and look 
more closely at those under “Economy” and “People.” 
Now check the same statistics for Brazil. How are 
these countries similar? How are they different? 
What marketing opportunities might be available in 
each country?
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instance, the 2011 ownership rate of 56 phones per 100 people represents a 
more than 300 percent increase from just five years earlier. Similar differences 
can be observed in Internet access. Marketing managers need to recognize how 
target markets utilize this technology to determine its role in marketing strat-
egy. For example, setting up a website in another language may be more useful 
in some countries than others. 22  

 While the U.S. population is not growing as quickly as in some other countries, 
Exhibit 3-5 shows that current population and population growth vary a lot in dif-
ferent regions of the country. The states shaded blue and green are growing at 
the fastest rate. The greatest growth is in the west and southeastern United States. 
These different rates of growth are important to marketers. Sudden growth in 
one area may create a demand for new shopping centers—while retailers in de-
clining areas face tougher competition for a smaller number of customers. 23  

 Another important dimension of U.S. society is its age distribution. In 1980, 
the median age of the U.S. population was 30—but by 2010 the median age 
rose to 37. The median age is growing because the percentage of the popula-
tion in older age groups has increased. Exhibit 3-6 shows population trends by 
age groups. The graphic shows the number of people in the United States at 
various age groups in 2005, 2015, and 2025. 

 In Exhibit 3-6, these changes can be seen most dramatically when looking at 
the population of those over age 60. The three age bands (60–69, 70–79, and 
80 + ) each show a large increase by 2025. This will significantly increase the 
number of  senior citizens  (people over 65). This increase is partly due to better 
health care and Americans living longer lives. It is also because of  baby boomers , 

 Population trends in the 
U.S. consumer market 

 Boomers drive the 
graying of America 

Source: U.S. Census Bureau.

Exhibit 3–6 Population Distribution by Age Group in 2005, 2015, and 2025
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those born between 1946 and 1964, began to reach age 65 in 2011. Baby 
 boomers are a powerful demographic force, as there are large numbers of 
 people in this group. Looking ahead, these shifts create new opportunities in 
industries such as tourism, health care and financial services—all of which are 
more important to the middle-aged and retired. 24  

  Generation X , sometimes called Gen X, refers to the generation born imme-
diately following the baby boom—from 1965 to 1977. This group is much 
smaller in number than the baby boomers it follows—notice the decline in 40–
49 year olds from 2005 to 2015 and the decline in 50–59 year olds from 2015 to 
2025. Starting in the mid-1980s, when the Gen X group reached college age, 
colleges were left with excess capacity and lost revenue. To keep their doors 
open, colleges aggressively recruited these students, which helped make Gen X 
better educated than previous generations. 

  Generation Y , sometimes called Millennials, refers to those born from 1978 
to 1994. This group emerged from the echo boom—when baby boomers 
started having kids. In Exhibit 3-6, this is most prominent in the rise of those in 
their 20s from 2005–2015 and in their 30s from 2015 to 2025. This should 
make Gen Y an increasingly attractive market for industries like housing, appli-
ances, furniture, and electronics—though the recent recession delayed that 
opportunity. 25    

  Generation Z  refers to those born since 1995. This group is still young, so 
ideas about its emerging values are more speculative. These “digital natives” 
were born into a world that already used text messaging, cell phones, and the 

 Generation X—fewer 
in number 

 Generation Y—techno 
savvy 

Generation Z—more 
cautious

Sales of minivans were in 
decline because new Gen X 
parents thought they were 
“uncool.” Toyota responded 
with an online campaign 
featuring a couple rapping 
about life in the suburbs and 
driving their kids in their 
“Swagger Wagon.” The 
campaign generated millions 
of online views and sales of 
Toyota’s Sienna minivan 
jumped. Watch the videos at 
toyotaswaggerwagon.com.
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 Internet. The Zs are also part of a more ethnically diverse United States than 
their parents and appear to be more accepting of different cultures, races, and 
religions. Growing up in the shadow of the 9/11 terrorist attacks and during the 
Great Recession, this group tends to have realistic (as opposed to optimistic) 
views of the world. The Zs may prefer brands that suggest long-term value, 
safety, and security. Marketing managers will closely monitor this group to iden-
tify other trends, patterns, and opportunities. 26  

 The demographic data we’ve been reviewing show that changes in cultural 
values and social attitudes come slowly. An individual firm should monitor 
and anticipate such big changes and identify potential constraints and 
 opportunities. 

 Using Screening Criteria to Narrow Down to Strategies 

 After you analyze the firm’s resources (for strengths and weaknesses), the envi-
ronmental trends the firm faces, and the objectives of top management, you 
merge them all into a set of product-market screening criteria. These criteria 
should include both quantitative and qualitative components. The quantitative 
components summarize the firm’s objectives: sales, profit, and return on invest-
ment (ROI) targets. (Note: ROI analysis is discussed briefly in Appendix B, 
which follows Chapter 18.) The qualitative components summarize what kinds 
of businesses the firm wants to be in, what businesses it wants to exclude, what 
weaknesses it should avoid, and what resources (strengths) and trends it should 
build on. 27  

 Developing screening criteria is difficult but worth the effort. They summa-
rize in one place what the firm wants to accomplish. When a manager can ex-
plain the specific criteria that are relevant to selecting (or screening out) an 
opportunity, others can understand the manager’s logic. Thus, marketing deci-
sions are not just made or accepted based on intuition and gut feel. 

 The criteria should be realistic—that is, they should be achievable. Op-
portunities that pass the screen should be viable strategies that the firm can 
implement with the resources it has. For example, Exhibit 3-7 illustrates 
some product-market screening criteria for a small retail and wholesale dis-
tributor. 

 Sometimes screening criteria can help bring focus to opportunities that 
fit well with trends in the external market environment. For example, GE 
operates many types of businesses, from jet aircraft engines and water treat-
ment facilities to medical imaging and lightbulbs. Top management at GE 
believes that the really crucial needs of society relate to protecting the envi-
ronment. They believe that efforts in this arena are so critical that they 
should be supported across all dimensions of the external environment. 
Thus, they want all GE managers to look for opportunities that fit what GE 
calls “ecomagination”—applying GE’s creativity to solve problems related 
to ecology. GE is not alone in this kind of thinking. Many organizations 

now screen opportunities on  sustainability —the 
idea that it’s important to meet present needs 
without compromising the ability of future 
generations to meet their own needs. In many 
lines of business, that is a tall order. At GE that 
means lightbulbs that use less energy, medical 
images with no toxic waste, jets that burn less 
fuel, and new ways to turn seawater into drink-
ing water. 28  

 Changes come slowly 

 Developing and applying 
screening criteria 

Puma reinvented the shoebox 
to be more sustainable. 
Instead of using lightweight or 
recycled materials in its 
shoebox, Puma used ink-free 
recycled paperboard and a 
reusable polypropylene bag. 
The new bag/box uses 65% 
less paper and 60% less water, 
energy, and diesel as 
compared to the traditional 
shoebox. Increasingly, 
companies and consumers use 
sustainability as a screening 
criteria when evaluating new 
opportunities.
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Exhibit 3–7 An Example of Product-Market Screening Criteria for a Small Retail and Wholesale 
Distributor ($10 million annual sales)

1. Quantitative criteria

 a. Increase sales by $1,500,000 per year for the next five years.

 b. Earn ROI of at least 25 percent before taxes on new ventures.

 c. Break even within one year on new ventures.

 d.  Opportunity must be large enough to justify interest (to help meet objectives) but small enough so company can 
handle with the resources available.

 e. Several opportunities should be pursued to reach the objectives—to spread the risks.

2. Qualitative criteria

 a. Nature of business preferred.

  (1) Should take advantage of our Internet order system and website promotion.

  (2) New goods and services for present customers to strengthen relationships and customer equity.

  (3) “Quality” products that do not cannibalize sales of current products.

  (4) Competition should be weak and opportunity should be hard to copy for several years.

  (5) There should be strongly felt (even unsatisfied) needs—to reduce promotion costs and permit “high” prices.

 b. Constraints.

  (1) Nature of businesses to exclude.

   (a) Manufacturing.

   (b) Any requiring large fixed capital investments.

   (c)  Any requiring many support people who must be “good” all the time and would require much supervision.

  (2) Geographic.

   (a) United States, Mexico, and Canada only.

  (3) General.

   (a) Make use of current strengths.

   (b)  Attractiveness of market should be reinforced by more than one of the following basic trends: 
 technological, demographic, social, economic, political.

   (c) Address environmental problems.

 You need to forecast the probable results of implementing a marketing strategy 
to apply the quantitative part of the screening criteria because only implemented 
plans generate sales, profits, and return on investment. For a rough screening, 
you only need to estimate the likely results of implementing each opportunity 
over a logical planning period. If a product’s life is likely to be three years, for ex-
ample, a good strategy may not produce profitable results for 6 to 12 months. But 
evaluated over the projected three-year life, the product may look like a winner. 
When evaluating the potential of possible opportunities (product-market strate-
gies), it is important to evaluate similar things—that is, whole plans. 

 Note that managers can evaluate different marketing plans at the same time. 
Exhibit 3-8 compares a much improved product and product concept (Product 
A) with a “me-too” product (Product B) for the same target market. In the short 
run, the me-too product will make a profit sooner and might look like the bet-
ter choice—if managers consider only one year’s results. The improved prod-
uct, on the other hand, will take a good deal of pioneering—but over its 
five-year life it will be much more profitable. 

 Whole plans should 
be evaluated 

 Total profit approach 
can help evaluate 
possible plans 

per61043_ch03_060-089.indd Page 84  09/12/13  8:41 PM user per61043_ch03_060-089.indd Page 84  09/12/13  8:41 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



C
H

A
P

T
E

R
 3

  
Evaluating O

pportunities in the C
hanging M

arket Environm
ent

85

 Planning Grids Help Evaluate a Portfolio of Opportunities  

When a firm has many scenarios to evaluate, comparisons are best made with 
graphical approaches—such as the nine-box strategic planning grid developed 
by General Electric and used by many other companies. Such grids can help 
evaluate a firm’s whole portfolio of strategic plans or businesses. 

General Electric’s (GE) strategic planning grid—see Exhibit 3-9—forces 
company managers to make three-part judgments (high, medium, and low) 
about the business strengths and industry attractiveness of all proposed or exist-
ing product-market plans. As you can see from Exhibit 3-9, this approach helps 
a manager organize information about the company’s marketing environments 
(discussed earlier in this chapter) along with information about its strategy and 
translate it into relevant screening criteria. 

 The industry attractiveness dimension helps managers answer the question: 
Does this product-market plan look like a good idea? To answer that question, 
managers have to judge such factors (screening criteria) as the size of the  market 
and its growth rate, the nature of competition, the plan’s potential environmental 
or social impact, and how laws might affect it. Note that an opportunity may be 
attractive for  some  company—but not well suited to the strengths (and weak-
nesses) of a particular firm. That is why the GE grid also considers the business 
strengths dimension. 

 The business strengths dimension focuses on the ability of the company to pur-
sue a product-market plan effectively. To make judgments along this dimension, a 
manager evaluates whether the firm has people with the right talents and skills to 
implement the plan, whether the plan is consistent with the firm’s image and 

 LO 3.8 

 General Electric looks 
for green positions 

Exhibit 3–8 Expected 
Sales and Cost Curves of 
Two Strategies over Five-
Year Planning Periods
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General Electric’s 
Strategic Planning Grid
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profit objectives, and whether the firm could establish a profitable market share 
given its technical capability, costs, and size. Here again, these factors suggest 
screening criteria specific to this firm and market situation. 

 GE feels opportunities that fall into the green boxes in the upper left-hand 
corner of the grid are its best growth opportunities. Managers give these oppor-
tunities high marks on both industry attractiveness and business strengths. The 
red boxes in the lower right-hand corner of the grid, on the other hand, suggest 
a no-growth policy. Existing red businesses may continue to generate earnings, 
but they no longer deserve much investment. Yellow businesses are borderline 
cases—they can go either way. GE may continue to support an existing yellow 
business but will probably reject a proposal for a new one. It simply wouldn’t 
look good enough on the relevant screening criteria. 

 GE’s “stoplight” evaluation method is a subjective, multiple-factor approach. 
It avoids the traps and possible errors of trying to use oversimplified, single-
number criteria—like ROI or market share. Instead, top managers review de-
tailed written summaries of many different screening criteria that help them 
make summary judgments. This approach helps everyone understand why the 
company supports some new opportunities and not others. 29  

 General Electric considers factors that reflect its objectives. Another firm 
might modify the evaluation to emphasize other screening criteria—depending 
on its objectives and the type of product-market plans it is considering. 

 Evaluating Opportunities in International Markets  

 The approaches we’ve discussed so far apply to international markets just as they 
do to domestic ones. But in international markets it is often harder to fully 
 understand the market environment variables. This may make it more difficult to 
see the risks involved in particular opportunities. Some countries are politically 
unstable; their governments and constitutions come and go. An investment safe 
under one government might become a takeover target under another. 

 To reduce the risk of missing some basic variable that may help screen out a 
risky opportunity, marketing managers sometimes need a detailed analysis of 
the market environment they are considering entering. Such an analysis can 
reveal facts about an unfamiliar market that a manager in a distant country 
might otherwise overlook. Further, a local citizen who knows the market envi-
ronment may be able to identify an “obvious” problem ignored even in a careful 
analysis. Thus, it is very useful for the analysis to include inputs from locals—
perhaps cooperative distributors. 30  

 The farther you go from familiar territory, the greater the risk of making big 
mistakes. But not all products, or marketing mixes, involve the same risk. Think 
of the risks as running along a “continuum of environmental sensitivity.” See 
Exhibit 3-10. 

 Some products are relatively insensitive to the economic and cultural envi-
ronment into which they’re placed. These products may be accepted as is—or 
they may require just a little adaptation to make them suitable for local use. 
Most industrial products are near the insensitive end of this continuum. 

 Evaluate the risks 

 Risks vary with 
environmental 
sensitivity 

Industrial 
products

Basic 
commodity-type
consumer 
products

Consumer
products that 
are linked to 
cultural variables

Insensitive Sensitive
Exhibit 3–10
Continuum of 
Environmental 
Sensitivity
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 At the other end of the continuum, we find highly sensitive products that 
may be difficult or impossible to adapt to all international situations. Consumer 
products closely linked to other social or cultural variables are at this end. For 
example, some cultures view dieting as unhealthy; that explains why products 
like Diet Pepsi, while popular in the United States, have sometimes done poorly 
in other countries. Many American quick-serve restaurants succeed in interna-
tional markets only after adapting their menus to foreign tastes.  McDonald’s in 
India sells the Majaraja Mac, which is made from lamb or chicken, and in Japan 
it sells the Ebi Filit-O, which is a kind of shrimp burger. 

 This continuum helps explain why many of the early successes in interna-
tional marketing were basic commodities such as gasoline, soap, transportation 
vehicles, mining equipment, and agricultural machinery. It also helps explain 
why some consumer products firms have been successful with basically the same 
promotion and products in different parts of the globe. 

 Yet some managers don’t understand the reason for these successes. They 
think they can develop a global marketing mix for just about  any  product. They 
fail to see that firms producing and/or selling products near the sensitive end 
of the continuum should carefully analyze how their products will be seen and 
used in new environments—and plan their strategies accordingly. 31  

 If the risks of an international opportunity are hard to judge, it may be wise to 
look first for opportunities that involve exporting. This gives managers a chance 
to build experience, know-how, and confidence over time. Then the firm will be 
in a better position to judge the prospects and risks of taking further steps. 

 What if risks are still 
hard to judge? 

Lamb Weston and Click2Asia 
are successful in international 
markets because potatoes 
and cucumbers—in many 
different forms—are common 
in the diet of most cultures. 
Other products are much 
more sensitive to cultural 
differences.

 Businesses need innovative strategy planning to survive in 
our increasingly competitive markets. In this chapter, we dis-
cussed the variables that shape the broad environment of 
marketing strategy planning and how they may affect oppor-
tunities. First we looked at how the firm’s own resources and 

objectives may help guide or limit the search for opportuni-
ties. Then we went on to look at the need to understand com-
petition and how to do a competitive analysis. Next we shifted 
our focus to the external market environments. They are im-
portant because changes in these environments present new 

 CONCLUSION 
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 QUESTIONS AND PROBLEMS 
  1. Do you think it makes sense for a firm to base its mission 

statement on the type of product it produces? For exam-
ple, would it be good for a division that produces electric 
motors to have as its mission: “We want to make the best 
(from our customers’ point of view) electric motors avail-
able anywhere in the world”? 

  2. Explain how a firm’s objectives may affect its search for 
opportunities. 

  3. Specifically, how would various company objectives affect 
the development of a marketing mix for a new type of 
 Internet browser software? If this company were just be-
ing formed by a former programmer with limited financial 
resources, list the objectives the programmer might have. 
Then discuss how they would affect the development of 
the programmer’s marketing strategy. 

  4. Explain how a firm’s resources may limit its search for op-
portunities. Cite a specific example for a specific resource. 

  5. In your own words, explain how a marketing manager 
might use a competitor analysis to avoid situations that in-
volve head-on competition. 

  6. The owner of a small hardware store—the only one in a 
medium-sized town in the mountains—has just learned that 
a large home improvement chain plans to open a new 
store nearby. How difficult will it be for the owner to plan 
for this new competitive threat? Explain your answer. 

  7. Discuss the probable impact on your hometown if a major 
breakthrough in air transportation allowed foreign pro-
ducers to ship into any U.S. market for about the same 
transportation cost that domestic producers incur. 

  8. Will the elimination of trade barriers between countries in 
Europe eliminate the need to consider submarkets of 
 European consumers? Why or why not? 

  9. What and who is the U.S. government attempting to pro-
tect in its effort to preserve and regulate competition? 

  10. For each of the  major  laws discussed in the text, indicate 
whether in the long run the law will promote or restrict 
competition (see Exhibit 3-3). As a consumer without any 
financial interest in business, what is your reaction to each 
of these laws? 

  11. Drawing on data in Exhibit 3-4, do you think that Romania 
would be an attractive market for a firm that produces home 
appliances? What about Finland? Discuss your reasons. 

  12. Discuss the value of gross domestic product and gross 
 national income per capita as measures of market poten-
tial in international consumer markets. Refer to specific 
data in your answer. 

  13. Discuss how the worldwide trend toward urbanization is 
affecting opportunities for international marketing. 

  14. Discuss how slower population growth will affect busi-
nesses in your local community. 

 mission statement,  64  

 competitive environment,  66  

 sustainable competitive advantage,  68  

 competitor analysis,  68  

 competitive rivals,  68  

 competitor matrix,  68  

 economic environment,  69  

 technology,  70  

 nationalism,  73  

 North American Free Trade Agreement 
(NAFTA),  74  

 cultural and social environment,  77  

 gross domestic product (GDP),  79  

 gross national income (GNI),  79  

 senior citizens,  81  

 baby boomers,  81  

 Generation X,  82  

 Generation Y,  82  

 Generation Z,  82  

 sustainability,  83  
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opportunities, as well as problems, that a marketing manager 
must deal with in marketing strategy planning. 

 The economic environment—including chances of reces-
sion or inflation—also affects the choice of strategies. And 
the marketer must try to anticipate, understand, and deal 
with these changes—as well as changes in the technology 
underlying the economic environment. 

 The marketing manager must also be aware of legal re-
strictions and be sensitive to changing political climates. The 
acceptance of consumerism has already forced many changes. 

 The cultural and social environment affects how people 
behave and what marketing strategies will be successful. 

 Demographic data, including trends in population, in-
come, and technology usage, provide an indicator of social 
trends. So we looked at these more closely. 

 Developing good marketing strategies within all these 
environments isn’t easy. You can see that marketing plan-
ning is a challenging job that requires integration of infor-
mation from many disciplines. 

 Eventually, managers need procedures for screening and 
evaluating opportunities. We explained an approach for 
 developing qualitative and quantitative screening criteria—
from an analysis of the strengths and weaknesses of the 
company’s resources, the environmental trends it faces, and 
top management’s objectives. We also discussed ways for 
evaluating and managing quite different opportunities— 
using the GE strategic planning grid. 

 Now we can go on in the rest of the book to discuss 
how to turn opportunities into profitable marketing plans 
and programs. 

u

s
a

b

c
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  15. Discuss the impact of changes in the size and use of tech-
nology in the 18–29 age group on marketing strategy plan-
ning in the United States. 

  16. Name three specific examples of firms that developed a 
marketing mix to appeal to senior citizens. 

  17. Explain the product-market screening criteria that can be 
used to evaluate opportunities. 

  18. Explain General Electric’s strategic planning grid  approach 
to evaluating opportunities. 

 SUGGESTED CASES 
  2. Golden Valley Foods Video Case 4. Potbelly Sandwich 
  6. Applied Steel Video Case 5. Suburban Regional Shopping Malls 
  22. Bright Light Innovations 
  33. Kennedy & Gaffney 

 COMPUTER-AIDED PROBLEM 
 3. COMPETITOR ANALYSIS 

 Mediquip, Inc., produces medical equipment and uses its 
own sales force to sell the equipment to hospitals. Recently, 
several hospitals have asked Mediquip to develop a laser-beam 
“scalpel” for eye surgery. Mediquip has the needed resources, 
and 200 hospitals will probably buy the equipment. But 
Mediquip managers have heard that Laser Technologies—an-
other quality producer—is thinking of competing for the same 
business. Mediquip has other good opportunities it could pur-
sue—so it wants to see if it would have a competitive advantage 
over Laser Tech. 

 Mediquip and Laser Tech are similar in most ways, but there 
are a few important differences. Laser Technologies already 
produces key parts that are needed for the new laser product—
so its production costs would be lower. It would cost Mediquip 
more to design the product—and getting parts from outside 
suppliers would result in higher production costs. 

 On the other hand, Mediquip has marketing strengths. It al-
ready has a good reputation with hospitals—and its sales force 
calls on only hospitals. Mediquip thinks that each of its current 
sales reps could spend some time selling the new product and 
that it could adjust sales territories so only four more sales reps 
would be needed for good coverage in the market. In contrast, 
Laser Tech’s sales reps call on only industrial customers, so it 
would have to add 14 reps to cover the hospitals. 

 Hospitals have budget pressures—so the supplier with the 
lowest price is likely to get a larger share of the business. But 

Mediquip knows that both suppliers’ prices will be set high 
enough to cover the added costs of designing, producing, and 
selling the new product—and leave something for profit. 

 Mediquip gathers information about its own likely costs and 
can estimate Laser Tech’s costs from industry studies and Laser 
Tech’s annual report. Mediquip has set up a spreadsheet to 
evaluate the proposed new product. 

  a. The initial spreadsheet results are based on the assump-
tion that Mediquip and Laser Tech will split the business 
50/50. If Mediquip can win at least 50 percent of the mar-
ket, does Mediquip have a competitive advantage over 
Laser Tech? Explain. 

  b. Because of economies of scale, both suppliers’ average 
cost per machine will vary depending on the quantity sold. 
If Mediquip had only 45 percent of the market and Laser 
Tech 55 percent, how would their costs (average total cost 
per machine) compare? What if Mediquip had 55 percent 
of the market and Laser Tech only 45 percent? What con-
clusion do you draw from these analyses? 

  c. It is possible that Laser Tech may not enter the market. If 
Mediquip has 100 percent of the market, and quantity pur-
chases from its suppliers will reduce the cost of producing 
one unit to $6,500, what price would cover all its costs and 
contribute $1,125 to profit for every machine sold? What 
does this suggest about the desirability of finding your 
own unsatisfied target markets? Explain.  

 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. The 

situation analysis section of the marketing plan includes sections labeled “Competitors” and “External Market Environment.” 
Review those sections and answer the following questions. 

  a. In the Competitors section, what dimensions were used to analyze competitors? What other dimensions might have been 
examined? 

  b. How was competitor information gathered? How else could Hillside have gathered information about its competitors? 

  c. What aspects of the External Market Environment are included in the marketing plan? What do you think is the most 
important information in this section? 
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 Focusing Marketing 
Strategy with 
Segmentation and 
Positioning 
 In the early 1930s in Billilund, Denmark, carpenter Ole Kirk Chris-
tiansen started a company that built wooden toys. He named his 
company LEGO, combining the first two letters from each word 
in the Danish phrase  leg godt,    which means “play well.” Christian-
sen believed in quality, claiming that for LEGO, “only the best is 
good enough”—a value that stays with LEGO to this day. 

 During the 1950s, LEGO articulated its plastic bricks as part 
of a “system of play,” based on learning through imagination, 
creativity, and problem solving. By 1958 LEGO had refined the 
design of the classic LEGO brick; those 1958 bricks still click and 
lock with any of the 40 billion bricks LEGO has made since. 

 Buoyed by the tail end of the baby boom generation, LEGO 
grew rapidly in the 1960s and 1970s. That growth slowed when 
the 1980s brought a recession and the “construction toy mar-
ket” lost favor to electronic toys and software. 

 LEGO reacted by broadening its market definition to the 
“children’s market” and a range of new opportunities. So in 
the 1990s, LEGO opened three new Legoland theme parks, 
developed video games and electronic toys, produced books 
and TV shows, and licensed watches and clothing. While the 
new product lines increased sales, costs rose even more 
quickly. In 2004, LEGO lost more than $300 million. LEGO 
needed a strategy to turn things around—and fast! 

 To address the immediate financial weakness, LEGO sold off 
Legoland theme parks, outsourced production, and 
 consolidated its product lines. In assessing its strengths, LEGO 
knew its brand name was widely trusted, and its  enduring sys-
tem of play, based on the widely recognized brick, provided a 
platform for innovation. To focus its new strategy, LEGO rede-
fined its market around the iconic brick with a vision to equip 
children for the future through  creative, playful learning. LEGO 
thought it could profitably grow in the “active play market.” 

 LEGO’s next step—get to know its customers better. So 
LEGO set loose teams of researchers that embedded with 
families to understand how 7–9 year old boys in Germany and 
the U.S. lived and played. One finding shattered a myth that 
had guided LEGO’s thinking much of the previous decade. 

LEGO had taken the wrong lessons from the growth of video 
games when it assumed kids needed immediate gratification. 
In response, LEGO had dumbed down many of its toys. But 
the new research found that kids wanted opportunities 
to demonstrate mastery—evidenced by the scoring, ranking, 
sharing, and levels common in many computer games. LEGO 
also found that while kids lived very scheduled lives, they 
 appreciated time to themselves. These findings guided new 
strategic thinking at LEGO. 

 For these 7–9 year old boys, LEGO focused on its kits—
from LEGO City’s fire station and police station to kits with 
Harry Potter, Star Wars, and The Hobbit movie themes. As 
boys get older, they appreciate LEGO products that bridge 
the virtual world of computers and the physical world. So 
LEGO developed LEGO Design byME, where anyone can go 
online and use LEGO’s proprietary 3-D software to create an 
original design. The software then generates a kit with all the 
pieces, which can be shipped directly to a customer’s home. 
LEGO’s Mindstorms programmable robot-building kits also 
proved popular with this target market of young boys. 

 LEGO also segments its markets based on country. For ex-
ample, while many German and American parents seek out 
toys that combine the values of learning and play, Japanese 
parents draw a sharper line between the two and don’t seek 
out educational toys as much. These differences affect how 
products are promoted in each market. 

 Those Mindstorms robots and Star Wars kits struck a chord 
with another market segment—adults. Thanks to the Internet, 
the dispersed adult fans of LEGO (they call themselves AFOLs) 
found they weren’t alone. Here they formed online communi-
ties, like the LEGO User Group Network (www.LUGnet.com), 
where AFOLs meet to share their passion for bricks, along with 
photos and design specs of their creations. 

 At first, LEGO made no special efforts to develop a market-
ing strategy to reach the AFOL segment. Then it found that 
many AFOLs spend thousands of dollars a year on LEGO. So 
LEGO introduced the 3,104-piece, $299 Imperial Star  Destroyer 
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 Search for Opportunities Can Begin 
by Understanding Markets 

 In Chapter 2 we provided a framework for a logical marketing strategy planning 
process. It involves careful evaluation of the market opportunities available 
 before narrowing down to focus on the most attractive target market and 
 marketing mix. In Chapter 3, we focused on approaches for analyzing how 
 competitors and the external market environment shape the evaluation of 
 opportunities. In this chapter we discuss concepts that can guide the selection 
of specific target customers. See Exhibit 4-1 for an overview. 

 In a broad sense, this chapter is about understanding and analyzing customers 
in a market. In Chapters 5 and 6 we will look more closely at specific influences 
on the behavior of both final consumers and organizational customers. However, 

LO 4.1

 Strategy planning is a 
narrowing-down process 

kit, and it flew off store shelves. The LEGO Ambassadors pro-
gram enlists 40 AFOLs from around the globe to help LEGO 
manage relationships with its most ardent AFOL users. At con-
ventions and online, the Ambassadors, who are paid in LEGO 
pieces, act as an important two-way communication channel 
between LEGO and AFOLs. LEGO even flew four AFOLs to 
Denmark, where they worked closely with LEGO designers 
and engineers to create the highly successful second- 
generation Mindstorms NXT robot kits. AFOLs now account 
for 5–10 percent of all LEGO sales and influence even more. 

 Over the years, LEGO has made several failed attempts to 
crack the “girls active play market.” LEGO research showed that 
after age 5, most girls lost interest in its  products. With girls ac-
counting for half the toy market, a big opportunity awaited if 
LEGO could do it right. 

 So LEGO again sent out 
teams of researchers who 
spent time with girls. The find-
ings drove many of their deci-
sions regarding the LEGO 
Friends line. For example, 
while boys like to complete a 
kit before they start playing 
make-believe, girls like to play 
and pretend along the way. So 
the Friends kits now come with 
bagged parts, allowing the 
girls to start  storytelling and 
rearranging sooner. Feedback 

from the girls prompted LEGO to also change the look of its 
figurines (LEGO calls them “mini-figs”). While boys play with 
the mini-figs in the third person, girls project themselves onto 
each figure; further, girls found the  traditional stubby mini-fig 
ugly—so the mini-figs in Friends now look more like real  people. 
Plus, the five main mini-fig characters in LEGO Friends come 
with names and  backstories described in  accompanying books. 

 The research helped LEGO design a marketing mix that ap-
pealed to the girls segment of the market. LEGO Friends 
launched in 2012 and sold twice LEGO’s initial forecast.  Before 
Friends, just 9 percent of LEGO toys were sold to girls and after, 
that number soared to 27 percent. That helped LEGO’s total 
sales grow by 25 percent to more than $4 billion. With LEGO 
“playing well” with segments of boys, adults, and girls, it has con-
structed the most valuable company in the toy business. 1  

LEARNING OBJECTIVES

As the LEGO case illustrates, a manager who develops an understanding of the needs and 
characteristics of specific groups of target customers within the broader market may see 
new, breakthrough opportunities. But it’s not always obvious how to identify the real needs 
of a target market—or the marketing mix that those customers will see as different from, 
and better than, what is available from a competitor. This chapter covers concepts and 
approaches that will help you to succeed in the search for those opportunities.

When you finish this chapter, you should be able to:
 1 define and describe generic markets and product-markets.

 2 know what market segmentation is and how to segment product-markets 
into submarkets.

 3 know three approaches to market-oriented strategy planning.

 4 know dimensions that may be useful for segmenting markets.

 5 recognize how some computer-aided methods are used in segmenting.

 6 know what positioning is and why it is useful.

 7 understand the important new terms (shown in red).
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this chapter sets the stage for that by explaining how marketing managers com-
bine different types of information about customers to guide  targeting decisions. 

 Since this chapter is about bringing focus to the search for market opportu-
nities, a good place to start is by discussing what we really mean when we use the 
term  market . 

 Identifying a company’s market is an important but sticky issue. In general, a 
 market  is a group of potential customers with similar needs who are willing to 
exchange something of value with sellers offering various goods or services—
that is, ways of satisfying those needs. However, within a general market, 
 marketing-oriented managers develop marketing mixes for  specific  target 
 markets. Getting the firm to focus on specific target markets is vital. 

 Some production-oriented managers don’t understand this narrowing-down 
process. They get into trouble because they ignore the tough part of defining 
markets. To make the narrowing-down process easier, they just describe their 
markets in terms of  pro  d  ucts  they sell. For example, producers and retailers of 
greeting cards might define their market as the “greeting card” market. But this 
production-oriented approach ignores customers—and customers make a 
 market! This leads to missed opportunities. 

 Hallmark isn’t missing these opportunities. Instead, Hallmark aims at the “per-
sonal-expression” market. Hallmark stores and dealers offer all kinds of products 
that allow people to express their feelings by capturing and saving memories. As 
opportunities related to these needs change, Hallmark changes, too. For exam-
ple, at a Hallmark store you can find Father’s Day cards and picture frames. Hall-
mark also sells photo albums that allow customers to attach voice recordings to 
each picture. At Hallmark.com, subscribers will find they can access unlimited 
e-cards, tips on how to write thank-you notes, and ideas about how to take better 
baby pictures. There is even a Hallmark iPhone app to help you keep up on the 
latest offers and newest products at the Hallmark Gold Crown store nearest you. 2

 To understand the narrowing-down process, it’s useful to think of two basic 
types of markets. A  generic market  is a market with  broadly  similar needs—and 

 What is a company’s 
market? 

 Don’t just focus on 
the product 

 From generic markets 
to product-markets 

Differentiation and Positioning
 • Understanding customer’s view
 • Using positioning techniques
 • Evaluating segment preferences
 • Differentiating the marketing mix
 • Knowing the relationship between
  positioning and targeting

Segmentation and Targeting
 • Defining generic markets and 
  product-markets
 • Understanding types of dimensions
  used to segment markets
 • Knowing how to identify segments
 • Deciding what segments to target
 • Using segmentation approaches

Differentiation
and Positioning

Segmentation
and Targeting

Exhibit 4–1 
Focusing Marketing 
Strategy with 
Segmentation and 
Positioning
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 sellers offering various,  often diverse,  
ways of satisfying those needs. In 
contrast, a  product-market  is a market 
with  very  similar needs and sellers of-
fering various  close subst  i  tute  ways of 
satisfying those needs. 3  

 A generic market description looks 
at markets broadly and from a custom-
er’s viewpoint. Entertainment-seekers, 
for example, have several very differ-
ent ways to satisfy their needs. An en-
tertainment-seeker might buy a Blu-ray 
disc player and a high-definition TV 
(HDTV), sign up for a cruise on the 
Carnival Line, or reserve season tickets 
for the symphony. Any one of these 
 very different  products may satisfy this 
entertainment need. Sellers in this ge-
neric entertainment-seeker market 
have to focus on the need(s) the cus-
tomers want satisfied—not on how one 
seller’s product (HDTV system, vaca-
tion, or live music) is better than that 
of another producer. 

 It is sometimes hard to understand 
and define generic markets because 
 quite different product types may co  m  pete 
with each other.  For example, a person 
on a business trip to Italy might want 
a convenient way to record memories 
of the trip. Minolta’s digital camera, a 
camera in a Samsung cell phone, 
 Sony’s video camcorder, and even 
postcards from local shops may all 
compete to serve our traveler’s needs. 
If customers see all these products as 
substitutes—as competitors in the 
same generic market—then market-
ers must deal with this complication. 

 Suppose, however, that our trav-
eler decides to satisfy this need with a 
digital camera. Then—in this prod-
uct-market—Canon, Kodak, Fujifilm, 
Nikon, and many other brands may 
compete with each other for the customer’s dollars. In this  product -market con-
cerned with digital cameras  and  needs to conveniently record memories, con-
sumers compare similar products to satisfy their imaging needs. 

 Broader market definitions—including both generic market definitions 
and product-market definitions—can help firms find opportunities. But de-
ciding  how  broad to go isn’t easy. Too narrow a definition limits a firm’s op-
portunities—but too broad a definition makes the company’s efforts and 
resources seem  insignificant. Consider, for example, the mighty Coca-Cola 
Company. It has great success and a huge market share in the U.S. cola- 
drinkers’ market. On the other hand, its share of all beverage drinking world-
wide is very small. 

 Broaden market 
definitions to find 
opportunities 

Camera makers try to stand out in a 
competitive product marketplace where each 
addresses customers’ needs to capture and 
record memories. GoPro’s Hero2 cameras 
attach to helmets, skis, and bikes to take 
photos while users are engaged in action 
sports; Fujifilm offers a waterproof model; 
and Lytro allows customers to focus different 
parts of the picture after the photo is taken.
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 Here we try to match opportunities to a firm’s resources and objectives. So 
the  relevant market for finding oppo  r  tunities  should be bigger than the firm’s  present 
product-market—but not so big that the firm couldn’t expand and be an impor-
tant competitor. A small manufacturer of screwdrivers in Mexico, for example, 
shouldn’t define its market as broadly as “the worldwide tool-users market” or as 
narrowly as “our present screwdriver customers.” But it may have the capabilities 
to consider “the handyman’s hand-tool market in North  America.” Carefully 
naming your product-market can help you see possible  opportunities. 

 Naming Product-Markets and Generic Markets 

 Some managers think about markets just in terms of the product they already 
produce and sell. But this approach can lead to missed opportunities. For 
 example, think about how digital pictures have replaced photographic film, 
digital video recorders (DVRs) have replaced VCRs, and MP3 players have 
 replaced portable CD players. 

 As this suggests, when evaluating opportunities, product-related terms do 
not—by themselves—adequately describe a market. A complete product-market 
definition includes a four-part description. 

What:     1.     Product type (type of good and type of service)  
  To meet what:   2.     Customer (user) needs  
  For whom:   3.     Customer types  
  Where:   4.     Geographic area  

 We refer to these four-part descriptions as product-market “names” because 
most managers label their markets when they think, write, or talk about them. 
Such a four-part definition can be clumsy, however, so we often use a nickname. 
And the nickname should refer to people—not products—because, as we 
 emphasize, people make markets! 

  Product type  describes the goods and/or services that customers want. Sometimes 
the product type is strictly a physical good or strictly a service. But  marketing man-
agers who ignore the possibility that  both  are important can miss opportunities. 

  Customer (user) needs  refer to the needs the product type satisfies for the cus-
tomer. At a very basic level, product types usually provide functional benefits 
such as nourishing, protecting, warming, cooling, transporting, cleaning, 

 Product type should 
meet customer needs 

Nestlé targets customers in 
many different geographic 
markets around the world, but 
often the product-markets in 
one country are different than 
in another. For example, 
Nestlé created banana-
flavored milk ice on a stick to 
fit the local tastes and 
preferences of Chinese 
consumers. The same product 
would probably not have a 
following in other places.
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 holding, and saving time. Although we need to identify such “basic” needs first, 
in advanced economies, we usually go on to emotional needs—such as needs 
for fun, excitement, pleasing appearance, or status. Correctly defining the 
need(s) relevant to a market is crucial and requires a good understanding of 
customers. We discuss these topics more fully in Chapters 5 and 6. 

  Customer type  refers to the final consumer or user of a product type. Here we 
want to choose a name that describes all present (possible) types of customers. 
To define customer type, marketers should identify the final consumer or user 
of the product type, rather than the buyer—if they are different. For instance, 
producers should avoid treating intermediaries as a customer type—unless 
 intermediaries actually use the product in their own business. 

 The  geographic area  is where a firm competes, or plans to compete, for 
 customers. Naming the geographic area may seem trivial, but understanding the 
geographic boundaries of a market can suggest new opportunities. A firm aiming 
only at the domestic market, for example, may want to expand to other countries. 

 This idea of making a decision about the boundaries of a market applies not just 
to geographic areas served but also to decisions about customer needs and product 
and customer types. Thus, naming the market is not simply an exercise in assigning 
labels. Rather, the manager’s market definition sets the limits of the market(s) in 
which the firm will compete. For example, Canon targets a wide range of photo-
graphic needs and might approach a product-market named the “digital photogra-
phers market,” defined as digital cameras (product type), that are easy to use and 
take high quality digital photographs (customer needs), for amateur photogra-
phers (customer types), in developing countries (geographic area). Canon’s prod-
uct line should appeal to this broad product-market. On the other hand, camera 
maker GoPro focuses on a more specific set of customer needs and has tighter 
boundaries on its market definition. GoPro might define the “adventure video 
market” as digital video cameras (product type), that are rugged, waterproof, and 
don’t need to be operated by hand (customer needs), for adventure sports enthu-
siasts (customer types), who live anywhere in the world (geographic area). GoPro’s 
video cameras attach to surfboards,  handlebars, or helmets so that adventure sport 
enthusiasts can capture all the action. These product-market definitions give each 
company a focus that sharpens marketing strategy. 

 A generic market description  doesn’t include any product-type terms.  It consists of 
only three parts of the product-market definition—without the product type. 

 Product-market 
boundaries provide 
focus 

 No product type in 
generic market names 

Exhibit 4–2 
Relationship between 
Generic and Product-
Market Definitions

Customer
(user) needs

Customer
types

Geographic
area

Product type
(good
and/or
service)

Generic
market

definition
Product-
market

definition

+

=

=
+

+
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This emphasizes that any product type that satisfies the customer’s needs can 
compete in a generic market. Exhibit 4-2 shows the relationship between 
 generic market and product-market definitions. 

 Later we’ll study the many possible dimensions for segmenting markets. But 
for now you should see that defining markets only in terms of current products 
is not the best way to find new opportunities. Instead, the most effective way to 
find opportunities is to use market segmentation. 

 Market Segmentation Defi nes Possible Target Markets 

Market segmentation  is a two-step process of (1)  naming  broad product-markets 
and (2)  segmenting  these broad product-markets in order to select target  markets 
and develop suitable marketing mixes. 

 This two-step process isn’t well understood. First-time market segmentation 
efforts often fail because beginners start with the whole mass market and try to 
find one or two demographic characteristics to divide up (segment) this  market. 
Customer behavior is usually too complex to be explained in terms of just one 
or two demographic characteristics. For example, a recent study of older adults 
without kids at home found that while half never visit social networking sites 
like Facebook, almost one in five visited daily. 4  

 The first step in effective market segmentation involves naming a broad 
product-market of interest to the firm. Marketers must break apart—
disaggregate—all possible needs into some generic markets and broad product-
markets in which the firm may be able to operate profitably. See Exhibit 4-3. No 
one firm can satisfy everyone’s needs. So the naming—disaggregating—step 
 involves brainstorming about very different solutions to various generic needs 
and  selecting some broad areas—broad product-markets—where the firm has 
some resources and experience. This means that a car manufacturer would 
probably ignore all the possible opportunities in food and clothing markets and 

LO 4.2

 Market segmentation 
is a two-step process 

 Naming broad 
product-markets is 
disaggregating 

Exhibit 4–3 
Narrowing Down 
to Target Markets

Homogeneous (narrow)
product-markets

Single
target
market

Multiple
target

markets

Combined
target

markets

All customer needs

Narrowing
down to
specific
product-
market

Segmenting into
possible target
markets

Selecting target
marketing
approach

Some generic market

One broad product-
market
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focus on the generic market, “transporting people in the world,” and probably 
on the broad product-market, “cars, trucks, and utility vehicles for transporting 
people in the world.” 

 Assuming that any broad product-market (or generic market) may consist of 
submarkets, picture a market as a rectangle with boxes that represent the 
smaller, more homogeneous product-markets. 

 Exhibit 4-4, for example, represents the broad product-market of bicycle rid-
ers. The boxes show different submarkets. One submarket might focus on peo-
ple who want basic transportation, another on people who want exercise, and so 
on. Alternatively, in the generic “transporting market” discussed earlier, we 
might see different product-markets of customers for bicycles, motorcycles, 
cars, airplanes, ships, buses, and “others.” 

 Marketing-oriented managers think of  segmenting  as an aggregating process— 
clustering people with similar needs into a “market segment.” A  market segment  
is a (relatively) homogeneous group of customers who will respond to a market-
ing mix in a similar way. 

 This part of the market segmentation process takes a different approach from 
the naming part. Here we look for similarities rather than basic differences in 
needs. Segmenters start with the idea that each person is one of a kind but that 
it may be possible to aggregate some similar people into a product-market. 

 Market grid is 
a visual aid to market 
segmentation 

 Segmenting is an 
aggregating process 

Exhibit 4–4 
A Market Grid Diagram 
with Submarkets

Broad product-market (or generic market) name goes here
(The bicycle-riders product-market)

Submarket 4
(Socializers)

Submarket 3
(Transportation riders)

Submarket 1
(Exercisers)

Submarket 2
(Off-road

adventurers)
Submarket 5

(Environmentalists)

Consumers associate the 
Clorox brand with strong 
cleaning power and bleach. 
Clorox uses the Green Works 
brand to target customers 
who want natural cleaning 
products that don’t have harsh 
chemical fumes or residue.
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 Segmenters see each of these one-of-a-kind people as having a unique set 
of dimensions. Consider a product-market in which customers’ needs differ 
on  two important segmenting dimensions: need for status and need for 
 dependability. In Exhibit 4-5A, each dot shows a person’s position on the two 
dimensions. While each person’s position is unique, many of these people are 
similar in terms of how much status and dependability they want. So a  segmenter 
may aggregate them into three (an arbitrary number) relatively homogeneous 
submarkets—A, B, and C. Group A might be called “status-oriented” and Group 
C “dependability-oriented.” Members of Group B want both and might be 
called the “demanders.” 

 The segmenter wants to aggregate individual customers into some workable 
number of relatively homogeneous target markets and then treat each target 
market differently. 

 Look again at Exhibit 4-5A. Remember we talked about three segments. But 
this was an arbitrary number. As Exhibit 4-5B shows, there may really be six 
 segments. What do you think—does this broad product-market consist of three 
segments or six? 

 Another difficulty with segmenting is that some potential customers just don’t 
fit neatly into market segments. For example, not everyone in Exhibit 4-5B 
was put into one of the groups. Forcing them into one of the groups would have 
made these segments more heterogeneous and harder to please. Further, 
 forming additional segments for them probably wouldn’t be profitable. They are 
too few and not very similar in terms of the two dimensions. These people 
are simply too unique to be catered to and may have to be ignored—unless they 
are willing to pay a high price for special treatment. 

 The number of segments that should be formed depends more on judgment 
than on some scientific rule. But the following guidelines can help. 

 Ideally, “good” market segments meet the following criteria: 

 1.  Homogeneous (similar) within —the customers in a market segment should be 
as similar as possible with respect to their likely responses to  marketing mix 
variables  and  their segmenting dimensions. 

 2.  Heterogeneous (different) between —the customers in different segments should 
be as different as possible with respect to their likely responses to marketing 
mix variables  and  their segmenting dimensions. 

 3.  Substantial —the segment should be big enough to be profitable. 
 4.  Operational —the segmenting dimensions should be useful for identifying 

customers and deciding on marketing mix variables. 

 How far should the 
aggregating go? 

 Criteria for segmenting 
a broad product-market 

Exhibit 4–5 
Every Individual 
Has His or Her Own 
Unique Position in a 
Market—Those with 
Similar Positions 
Can Be Aggregated 
into Potential 
Target Markets
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Dependability dimension

F

B. Product-market showing
six segments
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 It is especially important that segments be  operational . This leads marketers to 
include demographic dimensions such as age, sex, income, location, and family 
size. In fact, it is difficult to make some Place and Promotion decisions without such 
information. For example, magazines, websites, and television shows have data on 
the demographic characteristics of their readers, visitors, and viewers. This makes it 
easier for a marketing manager to match these qualities with its target market. 

 Avoid segmenting dimensions that have no practical operational use. For 
 example, you may find a personality trait such as moodiness among the traits of 
heavy buyers of a product, but how could you use this fact? Salespeople can’t 
give a personality test to each buyer. Similarly, advertising couldn’t make much 
use of this information. So although moodiness might be related in some way to 
previous purchases, it would not be a useful dimension for segmenting. 

 Once you accept the idea that broad product-markets may have submarkets, 
you can see that target marketers usually have a choice among many possible 
target markets. 

 There are three basic ways to develop market-oriented strategies in a broad 
product-market. 

 1. The  single target market approach —segmenting the market and picking one 
of the homogeneous segments as the firm’s target market. 

 2. The  multiple target market approach —segmenting the market and choosing 
two or more segments, and then treating each as a separate target market 
needing a different marketing mix. 

 3. The  combined target market approach —combining two or more submarkets 
into one larger target market as a basis for one strategy. 

 Note that all three approaches involve target marketing. They all aim at spe-
cific, clearly defined target markets. See Exhibit 4-6. For convenience, we call 
people who follow the first two approaches the “segmenters” and people who 
use the third approach the “combiners.” 

  Combiners  try to increase the size of their target markets by combining two or 
more segments. Combiners look at various submarkets for similarities rather 

 Target marketers aim 
at specific targets 

LO 4.3

 Combiners try to satisfy 
“pretty well” 

Firms that compete in the oral health care market have developed a variety of products that appeal to the needs of different 
customer segments. Sensodyne targets consumers with sensitive teeth, Colgate Total Gum Defense aims at those concerned 
about their gums’ health, and Tom’s Children’s toothpaste emphasizes its use of natural ingredients.
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than differences. Then they try to extend or modify their basic offering to 
 appeal to these “combined” customers with just one marketing mix. For 
 example, a combiner who faces the broad bicycle-riders product-market shown 
in Exhibit 4-4 might try to develop a marketing mix that would do a pretty good 
job of appealing to both the  Exercisers  and the  Off-road adventurers . The  combined 
market would be bigger than either segment by itself. And while both submar-
kets might like fatter tires and multiple speeds, the  off-road adventurer  prefers a 
wider range of gears, a suspension system to handle bumps, and a more durable 
frame than the  exerciser . On the other hand, comfort is more  important to the 
exerciser  who favors a more upright seating position. A single model of bicycle 
designed for both segments might not be the  best bike  for  either segment. 

 Thus, a combiner makes compromises in developing the marketing mix. The 
combiner doesn’t try to fine-tune each element of the marketing mix to appeal 
to each of the smaller submarkets. Rather, the marketing mix is selected to work 
“fairly well” with each segment. 

 A combined target market approach may help achieve some economies of scale. 
It may also require less investment than developing different marketing mixes for 
different segments—making it especially attractive for firms with  limited resources. 

Segmenters  aim at one or more homogeneous segments and try to develop a 
different marketing mix for each segment. Segmenters usually fine-tune their 
marketing mixes for each target market—perhaps making basic changes in the 
product itself—because they want to satisfy each segment very well. 

 Instead of assuming that the whole market consists of a fairly similar set of 
customers (like the mass marketer does) or merging various submarkets 
 together (like the combiner), segmenters believe that aiming at one, or some, 
of these smaller markets makes it possible to provide superior value and satisfy 
them better. This then provides greater profit potential for the firm. 

 Segmenters try to 
satisfy “very well” 

Exhibit 4–6 
Segmenters and 
Combiners Aim 
at Specific Target 
Markets

Single target
market approach

Multiple target
market approach

A segmenter develops a
different marketing
mix for each segment.  

A combiner aims at two or more
submarkets with the same marketing mix.

The
strategy

Strategy
one

The
strategy

Strategy two

Strategy three
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 Note that segmenters are not settling for a smaller sales potential or lower 
profits. Instead, they hope to increase sales by getting a much larger share of the 
business in the market(s) they target. A segmenter who really satisfies the target 
market can often build such a close relationship with customers that he or she 
faces no real competition. A segmenter who offers a marketing mix precisely 
matched to the needs of the target market can often charge a higher price, thus 
producing higher profits. Customers are willing to pay a higher price because 
the whole marketing mix provides better customer value. 

 Consider the success of the Aeron desk chair devel-
oped by Herman Miller (HM), an 80-year-old company 
that makes office furniture. Most firms that sell office 
furniture offered similar lines of executive desk chairs 

that were padded for comfort and conveyed the look of 
success. Marketing managers at HM realized that some 
customers felt that these traditional chairs were boring. 
Further, in an e-commerce world, even top executives sit 

at computers and want a chair that provides both good 
support and good looks. So to satisfy this upscale segment, 

HM designed a new type of chair from scratch. There’s no 
fabric or padding, but everything about it adjusts to your 

body. It’s so comfortable that HM positions it as “the 
chair you can wear.” With a price tag of $750 or more, 
the Aeron chair became a status symbol for high-tech 
managers and has been as profitable as it is popular. 5  

 Which approach should a firm use? This depends on the firm’s resources, 
the nature of competition, and—most important—the similarity of customer 
needs, attitudes, and buying behavior. 

 It’s usually safer to be a segmenter—that is, to try to satisfy some customers 
 very  well instead of many just  fairly  well. That’s why many firms use the single or 
multiple target market approach instead of the combined target market 
 approach. For example, Procter & Gamble produces both Tide and Cheer laun-
dry detergents, which have different marketing mixes. Even within the Tide 
brand, there are different formulas. Tide Free & Gentle is free from dye and 
perfumes and targets families with newborn babies or individuals with allergies. 
Tide plus Febreze Sport is designed for washing sports apparel, which might 
have grass or blood stains. The product, promotion, and place differ between 
these and other Tide specialty detergents. Though extremely effective, this 
 approach may not be possible for a smaller firm with more limited resources. A 
smaller firm may have to use the single target market approach—focusing all its 
efforts at the one submarket niche where it sees the best opportunity. 6  

 Kaepa, Inc., is a good example. Sales of its all-purpose sneakers plummeted as 
larger firms like Nike and Reebok stole customers with a multiple target  market ap-
proach. They developed innovative products and aimed their promotion at specific 
needs—like jogging, aerobics, cross-training, and walking. Kaepa turned things 
around by catering to the needs of cheerleaders. Cheerleading squads can order 
Kaepa shoes with custom team logos and colors. The soles of the shoes feature fin-
ger grooves that make it easier for cheerleaders to build human pyramids. Kaepa 
also carefully targets its market research and promotion. Kaepa salespeople attend 
the cheerleading camps that each summer draw 40,000 enthusiasts. Kaepa even ar-
ranges for the cheering teams it sponsors to do demos at retail stores. This gener-
ates publicity and pulls in buyers, so retailers put more emphasis on the Kaepa line. 7  

 In practice, cost considerations often encourage more aggregating and favor 
combining submarkets as costs often drop due to economies of scale. On the other 
hand, many customers prefer to have their needs satisfied more exactly—and will 

 Segmenting may 
produce bigger sales 

 Should you segment 
or combine? 

 Profit is the 
balancing point 
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be more satisfied by a segmenter that develops a marketing mix that more closely 
matches their needs. Profit is the balancing point. It determines how unique a 
marketing mix the firm can afford to offer to a particular market segment. 

 What Dimensions Are Used to Segment Markets? 

 Market segmentation forces a marketing manager to decide which product-mar
ket dimensions might be useful for planning marketing strategies. The dimensions 
should help guide marketing mix planning. Exhibit 4-7 shows the basic kinds of 
dimensions we’ll be talking about in Chapters 5 and 6—and their probable effect 
on the four Ps. Ideally, we want to describe any potential product-market in terms 
of all three types of customer-related dimensions—plus a product type descrip-
tion—because these dimensions help us develop better marketing mixes. 

 Customers can be described by many specific dimensions. Exhibit 4-8 shows 
some dimensions useful for segmenting consumer markets. A few are behavioral 
dimensions; others are geographic and demographic. We discuss these final 
 consumer segmenting dimensions in Chapters 3 and 5. Exhibit 4-9 shows some 
additional dimensions for segmenting markets when the customers are businesses, 
government agencies, or other types of organizations. These dimensions for seg-
menting organizational customers are covered in Chapter 6.  Regardless of whether 
customers are final consumers or organizations,  segmenting a broad product- 
market  usually  requires using several different  dimensions at the same time. 8  

 To select the important segmenting dimensions, think about two different 
types of dimensions.  Qualifying dimensions  are those relevant to including a cus-
tomer type in a product-market.  Determining dimensions  are those that actually af-
fect the customer’s purchase of a specific product or brand in a product-market. 

 A prospective car buyer, for example, has to have enough money—or credit—
to buy a car and insure it. Our buyer also needs a driver’s license. This still 
doesn’t guarantee a purchase. He or she must have a real need—like a job that 
requires “wheels” or kids who have to be carpooled. This need may  motivate the 
purchase of  some  car. But these qualifying dimensions don’t determine what spe-
cific brand or model car the person might buy. That depends on more  specific 
interests—such as the kind of safety, performance, or appearance the customer 
wants. Determining dimensions related to these needs affect the  specific car the 

LO 4.4

 Segmenting dimensions 
guide marketing mix 
planning 

 Many segmenting 
dimensions may be 
considered 

 What are the qualifying 
and determining 
dimensions? 

Exhibit 4–7 Relation of Potential Target Market Dimensions to Marketing Strategy Decision Areas

Potential Target Market Dimensions Effects on Strategy Decision Areas

1.  Behavioral needs, attitudes, and how present and 
potential goods and services fit into customers’ 
consumption patterns.

Affects Product (features, packaging, product line 
assortment, branding) and Promotion (what potential 
customers need and want to know about the firm’s 
offering, and what appeals should be used).

2.  Urgency to get need satisfied and desire and 
willingness to seek information, compare, and shop.

Affects Place (how directly products are distributed from 
producer to customer, how extensively they are made 
available, and the level of service needed) and Price (how 
much potential customers are willing to pay).

3.  Geographic location and other demographic 
characteristics of potential customers.

Affects size of Target Markets (economic potential), Place 
(where products should be made available), and Promotion 
(where and to whom to target with advertising, publicity, 
sales promotion and personal selling).
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customer purchases. If safety is a determining dimension for a customer, a Volvo 
wagon that offers side impact protection, air bags, and all-wheel drive might be 
the customer’s first choice. 

 Consider Ford’s efforts to sell cars in Vietnam. When Ford arrived in the country 
a few years ago, many consumers didn’t even know how to drive a car— an  important 
 qualifying  dimension when you are selling cars. To increase the size of its market, 
Ford created a free driving school for Vietnamese wanting to learn how to drive. 
Ford hoped that training drivers using Ford cars would build brand preference that 
would become a  determining  dimension for future Vietnamese drivers. 9  

 How specific the determining dimensions are depends on whether you are 
concerned with a general product type or a specific brand. See Exhibit 4-10. 

 Determining dimensions 
may be very specific 

Exhibit 4–8 Possible Segmenting Dimensions and Typical Breakdowns for Consumer Markets

Behavioral

Needs Economic, functional, physiological, psychological, social, and more detailed needs.

Benefits sought Situation specific, but to satisfy specific or general needs.

Thoughts Favorable or unfavorable attitudes, interests, opinions, beliefs.

Rate of use Heavy, medium, light, nonusers.

Purchase relationship Positive and ongoing, intermittent, no relationship, bad relationship.

Brand familiarity Insistence, preference, recognition, nonrecognition, rejection.

Kind of shopping Convenience, comparison shopping, specialty, none (unsought product).

Type of problem solving Routinized response, limited, extensive.

Information required Low, medium, high.

Geographic

Region of world, country North America (United States, Canada), Europe (France, Italy, Germany), and so on.

Region in country (Examples in United States): Pacific, Mountain, West North Central, West South Central, 
East North Central, East South Central, South Atlantic, Middle Atlantic, New England.

Size of city No city; population under 5,000; 5,000–19,999; 20,000–49,999; 50,000–99,999; 100,000–
249,999; 250,000–499,999; 500,000–999,999; 1,000,000–3,999,999; 4,000,000 or over.

Demographic

Income Under $10,000; $10,000–24,999; $25,000–49,999; $50,000–74,999; $75,000–99,999; 
$100,000–149,999; $150,000–249,999; $250,000 or more.

Sex Male, female.

Age Infant; under 6; 6–11; 12–17; 18–24; 25–34; 35–49; 50–64; 65 or over.

Family size 1, 2, 3–4, 5 or more.

Family life cycle Young, single; young, married, no children; young, married, youngest child under 6; young, 
married, youngest child over 6; older, married, with children; older, married, no children 
under 18; older, single; other variations for single parents, divorced, etc.

Behavioral

Occupation Professional and technical; managers, officials, and proprietors; clerical sales; craftspeople; 
foremen; operatives; farmers; retired; students; housewives; unemployed.

Education Grade school or less; some high school; high school graduate; some college; college 
graduate; some graduate school; graduate degree.

Ethnicity Asian, Black, Hispanic, Native American, White, multiracial.

Social class Lower-lower, upper-lower, lower-middle, upper-middle, lower-upper, upper-upper.

Note: Terms used in this table are explained in detail later in the text.
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Note: Terms used in this table are explained in detail later in the text.

Exhibit 4–9 
Possible Segmenting 
Dimensions for Business/
Organizational Markets

Kind of relationship Weak loyalty → strong loyalty to vendor
Single source → multiple vendors
“Arm’s length” dealings → close partnership

Type of customer Manufacturer, service producer, government 
agency, military, nonprofit, wholesaler or retailer 
(when end user), and so on

Demographics Geographic location (region of world, country, 
region within country, urban → rural); Size (num-
ber of employees, sales volume); Primary busi-
ness or industry (North American Industry 
Classification System); Number of facilities

How customer will use product Installations, components, accessories, raw 
 materials, supplies, professional services

Type of buying situation Decentralized → centralized
Buyer → multiple buying influence
Straight rebuy → modified rebuy → new-task 
buying

Purchasing methods Vendor analysis, purchasing specifications, 
Internet bids, negotiated contracts, long-term 
contracts, e-commerce websites

Exhibit 4–10 Finding the Relevant Segmenting Dimensions 

Determining dimensions
(brand specific)

Dimensions that affect
the customer’s choice

of a specific brand

All
potential dimensions

Dimensions generally
relevant to purchasing

behavior

Qualifying dimensions

Dimensions relevant to
including a customer type

in the product-market

Determining dimensions
(product type)

Dimensions that affect
the customer’s purchase

of a specific type of
product

Segmenting dimensions become more specific when the target
segment seeks to purchase a particular brand of the product

The more specific you want to be, the more particular the determining 
 dimensions may be. In a particular case, the determining dimensions may seem 
minor. But they are important because they  are  the determining dimensions. 

 Marketers at General Mills know this. Lots of people try to check e-mail or 
drive a car while eating breakfast or lunch. General Mills has figured out that 
for many of these target customers the real determining dimension in picking a 
snack is whether it can be eaten “one-handed.” 

 The qualifying dimensions help identify the “core benefits” that must be 
 offered to everyone in a product-market. For example, people won’t choose 
General Mills’ one-handed snacks unless they qualify as being tasty. Qualifying 
and determining dimensions work together in marketing strategy planning. 

 Qualifying dimensions 
are important too 

per61043_ch04_090-115.indd Page 105  10/12/13  11:31 PM user per61043_ch04_090-115.indd Page 105  10/12/13  11:31 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



106

 Note that each different submarket within a broad product-market may be 
motivated by a different set of dimensions. In the snack food market, for  example, 
health food enthusiasts are interested in nutrition,  dieters worry about calories, 
and economical shoppers with lots of kids may want volume to “fill them up.” 

 Sometimes a marketing manager must decide whether a firm should serve 
customers it really doesn’t want to serve. For example, banks sometimes offer 
marketing mixes that are attractive to wealthy customers but drive off low-in-
come consumers. 

 People often disagree about what segmenting dimensions are ethical in a 
given situation. A marketing manager needs to consider not only his or her own 
view but also the views of other groups in society. Even when there is no clear 
“right” answer, negative publicity may be very damaging. This is what Amazon
.com encountered when it was revealed that it was charging some regular cus-
tomers higher prices than new customers at its site. 10  

 Success in international marketing requires even more attention to segment-
ing. There are over 192 nations with their own unique cultures! And they differ 
greatly in language, customs (including business ethics), beliefs, religions, race, 
and income distribution patterns. (We discuss some of these differences in 
 Chapters 3 and 5.) These additional differences can complicate the segmenting 
process. Even worse, critical data are often less  available—and less  dependable—
as firms move into  international markets. This is one reason why some firms 
insist that  local  operations and decisions be handled by natives. They, at least, 
have a feel for their markets. 

 Segmenting international markets may require more dimensions. But one 
practical method adds just one step to the approach  discussed earlier. First, 
marketers segment by country or region—looking at  demographic, cultural, 
and other characteristics, including stage of economic  development. This may 
help them find regional or national submarkets that are fairly similar. Then—
depending on whether the firm is aiming at final consumers or business 
 markets—they apply the same basic approaches  presented before. 

 Many firms make only modest changes to marketing mixes when they enter 
 developing countries. So sellers can really stand out when they show a respect for 

 Different dimensions 
needed for different 
submarkets 

 International marketing 
requires even more 
segmenting 

Smart segmenters win 
in international markets

People who are out in the sun 
should protect their skin. This 
safety need is a qualifying 
dimension of consumers in the 
market for sunblock products. 
However, parents may 
especially seek Banana Boat 
Baby and Kids Sunblock 
Lotion and Baby Sprays 
because they are easy on kids’ 
eyes and don’t cause tearing. 
For these parents this is a 
determining need. There are a 
variety of ways that Coffee-
Mate is different from cream, 
but this ad focuses on the 
idea that it does not need to 
be refrigerated. For some 
consumers, that determines 
what they will buy.
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and focus on local cus-
tomers. A few years ago 
Korea’s LG Electronics 
started tailoring products 
to the Indian market. As 
one example, LG’s Char-
coal Lighting Heater 
 Microwave includes an 
autocook menu with 
 settings for more than 
130 Indian dishes. The 
moves paid off when LG 
was chosen as the most 
trusted consumer dura-
ble brand in India. 

 Marketing managers 
sometimes face ethical 
decisions when selecting 
 segmenting dimensions. 
Problems may arise if a 
firm targets customers who are somehow at a disadvantage in dealing with the firm 
or who are unlikely to see the negative effects of their own choices. For example, 
some people criticize athletic shoe companies for targeting poor, inner-city kids 
who see expensive athletic shoes as an important status symbol. Many firms, includ-
ing producers of infant formula, have been criticized for targeting consumers in 
less- developed nations. Some nutritionists criticize firms that market soft drinks, 
candy, and snack foods to children. 

 More Sophisticated Techniques May Help in Segmenting 

   Marketing researchers and managers often turn to computer-aided methods 
for help with the segmenting job. A detailed review of the possibilities is 
 beyond the scope of this book. But a brief discussion will give you a flavor of 
how computer-aided methods work. In addition, the computer-aided problem 
for this chapter (4, Segmenting Customers) on the text website gives you a 
hands-on feel for how managers use them. 

 Ethical issues in 
selecting segmenting 
dimensions 

LO 4.5
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Internet Exercise

For many small retailers, geographic and 
demographic segmentation dimensions are important. 
Easy Analytic Software, Inc. (EASI) compiles and 
repackages U.S. census data. Go to its website (www

.easidemographics.com) and choose the “FREE 
Census 2010 Reports, Ring Studies” link. After you 
register, log in. (Note: this exercise is free but requires 
you to register on the site.) Then choose “EASI Site 
Analysis” for a free ring study. A ring study provides 
you with demographic data for residents living within 
1, 3, and 5 mile rings around a specific address. Step 1: 
Enter an address in your town and then click “Locate.” 
Step 2: Select the “Three Rings” study. Step 3: Select 
the “Professional Demographics Report.” Step 4: 
Click “Create Site Study” at the bottom. Review the 
information produced. How could this be helpful if 
you wanted to open a coffee shop at this location?

You just started your dream job as marketing manager for Appy Day Games (ADG). 
You are its sixth and latest employee, and the first dedicated to marketing. ADG’s 
games are fun, easy-to-learn, and sell for a dollar each on the Android and Apple app 
stores. Unfortunately, with many competitors offering games for free, ADG sales are 
modest and it is not yet profitable. Shortly after starting, the company founder 
 (Rachel) tells you about a new opportunity. She has received an enticing offer from 
DataMatic. DataMatic wants to put a software code into each of ADG’s games. The 
code would collect data from every ADG customer’s smartphone. The data, including 
all the e-mail addresses and phone numbers stored in the phones, would be sent back 
to DataMatic, which would package and sell it to its customers who are looking for 
leads. DataMatic’s offer would instantly make ADG profitable. DataMatic says its soft-
ware already resides on half the games on the “App Store Top 50” anyway. Rachel likes 
the idea and figures that if it’s legal and everyone else does it, why shouldn’t ADG? 
What do you think of DataMatic’s proposal? Would you advise Rachel to accept the 
offer? Why or why not?11
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Clustering techniques  
try to find similar patterns 
within sets of data. Clus-
tering groups customers 
who are similar on their 
segmenting dimensions 
into homogeneous seg-
ments. Clustering ap-
proaches use computers 
to do what previously was 
done with much intuition 
and judgment. 

 The data to be clus-
tered might include 
such dimensions as  demographic characteristics, the importance of different 
needs, attitudes toward the product, and past buying behavior. The computer 
searches all the data for homogeneous groups of people. When it finds them, 
marketers study the dimensions of the people in the groups to see why the com-
puter clustered them together. The results sometimes suggest new, or at least 
better, marketing strategies. 12  

 A cluster analysis of the toothpaste 
market, for  example, might show that 
some people buy toothpaste because 
it tastes good (the sensory segment), 
while others are concerned with the 
 effect of clean teeth and fresh breath 
on their social image (the  sociables). 
Still others worry about decay or gum 
disease (the worriers), and some are 
just interested in the best value for 
their money (the value seekers). Each 
of these market segments calls for a 
different marketing mix—although 
some of the four Ps may be similar. 

 A variation of the clustering ap-
proach relies on  customer relationship 

management (CRM) , where the seller 
fine-tunes the marketing effort with in-
formation from a detailed customer 
database. The database stores informa-
tion that is  useful for segmentation. 
Analytic software aids in identifying 
customer  segments, so that each can 
be delivered a different marketing mix. 

 Consider the efforts of InterConti-
nental Hotels Group (IHG), which 
built a database with information 
from members of its Priority Club re-
wards program. The database includes 
details on each traveler, like income 
level, where they live, frequent travel 
destinations, whether each prefers 
family-style or business-travel accom-
modations, and more. IHG communi-
cates regularly by e-mail to these 

 Clustering usually 
requires a computer 

 Customer database 
can focus the effort 

Safeway gathers customer data from its 
shoppers’ use of customer loyalty cards. 
These data are used to tailor marketing 
mixes to each customer. So a customer who 
has purchased Kashi’s GoLean Cereal in the 
past may receive special offers for this 
cereal and maybe for milk, too. These offers 
can be seen on the customer’s smartphone 
and the Safeway Just for UTM app.

Internet Exercise

The Mobile Personality Profiler was designed to 
profile different types of “mobile personalities.” Go 
to www.truthprofiler.com, click “start,” and take the 
quiz to the end. What is your mobile personality? Do 
you think the description is accurate? Click “see 
others” to view some other personalities. Do you 
know people with those other mobile personalities? 
What features would each personality prefer in a 
mobile phone?
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A few years ago a man walked into a Target store out-
side Minneapolis demanding to see a manager. The man 
was upset that Target was sending his teenage daughter 
coupons for baby clothes and cribs. “Are you trying to en-
courage her to get pregnant?” he asked the manager. The 
store manager promised to look into it, but a few days later 
the father called back and sheepishly admitted that there 
was more going on in his house than he knew about. His 
daughter was due in August. How did Target know? Why 
would Target care?

Consumers’ shopping habits are hard to break. Once 
customers start shopping at a particular store for grocer-
ies, DVDs, or greeting cards, they get into a habit and don’t 
even consider shopping at other stores. It turns out that a 
few major life events—new job, marriage, and yes, new 
baby—significantly weaken those ties, at least for a short 
time. At those vulnerable moments, a competing store has 
an opportunity to steal a customer away— perhaps encour-
aging a switch with some well-timed  promotions—and 
maybe help them develop a new shopping habit.

So how does a retail store like Target segment its 
 market and target pregnant shoppers? Target’s marketing 
managers wondered if their customer relationship 
 management (CRM) database might hold an answer. The 
database includes information on the shopping  behavior 
of customers who sign up for the store’s  loyalty card or use 
a credit card. Along with additional data Target purchases 

from third parties, the database offers a detailed 
profile of millions of Target  customers.

Some of these customers already told Target 
they were pregnant by signing up for the store’s baby reg-
istry; though only a small fraction of Target’s pregnant cus-
tomers make it that easy. Target’s statisticians used data 
from the customers they knew were pregnant and “mined” 
their CRM data to try to determine how their shopping 
behavior changed during  pregnancy.

The statisticians discovered 25 products that were pur-
chased more frequently during pregnancy. For example, 
while many people buy lotions, about six months before 
their due date purchases of unscented lotions bump up. 
Around that same time pregnant women stock up on supple-
ments like calcium, magnesium, and zinc. A few months later 
there is an uptick in purchases of scent-free soap, extra-large 
bags of cotton balls, hand sanitizers, and washcloths.

The statisticians use this information to develop a pre-
diction score for each customer in Target’s CRM  database—
predicting whether each is pregnant and when she will 
deliver. Customers with high scores receive customized 
direct mailings with coupons for a new crib or disposable 
diapers. Target wants these customers to start buying gro-
ceries and other products at Target, too. So it makes sure 
the mailings also include other products these customers 
haven’t yet bought at Target. Many of these customers 
soon make Target their primary shopping location. So the 
next time you open a promotion for something you are 
thinking about buying, the store may be reading your 
mind—via its CRM  database.13

Target reads its customers’ minds?

important customers. In the past IHG divided the database into as many as 15 
segments, with each group receiving a different e-mail message. Now IHG has 
more data and more finely tuned customer segments—sometimes IHG sends 
more than 1,500  different   e-mails in a single campaign. So for example, one seg-
ment typically stays on weekends, redeems reward points for gift cards, and usu-
ally  registers through the hotel’s marketing partners. The e-mail message those 
customers receive offers special pricing and lets them know of  upcoming week-
end events in locations they favor. IHG’s more personalized and more directed 
messages have resulted in 35 percent more customers accepting offers than 
when it only had 15 segments. 14

 The ultimate in personalization occurs when firms consider each customer his 
or her own segment. Business-to-business markets, with very large  customers, have 
typically treated customers individually as “segments of one.” CRM helps consumer 
marketers do the same. The first time a guest reserves a room at the Mandarin 
Oriental hotel, she’s asked about her personal preferences, which are saved in a 
database for future visits. On her next visit, the guest finds the room thermostat set 
to her preferred temperature, the phone’s color touch screen shows the weather 
back home, and the three down feather pillows she enjoys are already on the bed. 

 Targeting a segment 
of one 
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 Differentiation and Positioning 
Take the Customer Point of View 

 As we’ve emphasized throughout, the reason for focusing on a specific target 
market—by using marketing segmentation approaches or tools such as clus-
ter analysis or CRM—is so that you can fine-tune the whole marketing mix to 
provide some group of potential customers with superior value. By  differentiat-
ing  the marketing mix to do a better job meeting customers’ needs, the firm 
builds competitive advantage. When this happens, target customers view the 
firm’s marketing mix as uniquely suited to their preferences and needs. 

 Although the marketing manager may want customers to see the firm’s offer-
ing as unique, that is not always possible. Me-too imitators may come along and 
copy the firm’s strategy. Further, even if a firm’s marketing mix is different, 
consumers may not know or care. They’re busy and, simply put, the firm’s prod-
uct may not be that important in their lives. This is where another important 
concept,  positioning,  comes in. 

  Positioning  refers to how customers think about proposed or present brands in 
a market. Without a realistic view of how customers think about offerings in the 

market, it’s hard for the marketing manager to 
differentiate. At the same time, the manager 
should know how he or she  wants  target custom-
ers to think about the firm’s marketing mix. Posi-
tioning issues are especially important when 
competitors in a market appear to be very similar. 
For example, many people think that there isn’t 
much difference between one provider of home 
owner’s insurance and another. But State Farm In-
surance uses advertising to emphasize the value of 
the service and personal attention from its agents, 
who live right in the customer’s neighborhood. 
Low-price insurers who sell from websites or toll-
free numbers can’t make that claim. 

 Figuring out what customers really think 
about competing products isn’t easy, but there 
are  approaches that help. Most of them require 
some formal marketing research. The results 
are usually plotted on graphs to help show how 
consumers view the competing products. Usu-
ally, the products’ positions are related to two 
or three product features that are important to 
the target  customers. 

 Managers make the graphs for positioning 
decisions by asking consumers to make judg-
ments about different brands—including their 
“ideal” brand—and then use computer pro-
grams to summarize the ratings and plot the 
 results. The details of positioning techniques—
sometimes called  perceptual mapping —are 
 beyond the scope of this text. But Exhibit 4-11 
shows the  possibilities. 15  

 Exhibit 4-11 shows the “product space” for dif-
ferent brands of bar soap using two dimen-
sions—the extent to which consumers think the 
soaps moisturize and deodorize their skin. For 

LO 4.6

 Differentiate the 
marketing mix—to 
serve customers better 

 Positioning is based on 
customers’ views 

Sanuk wants to create a fun image for its footwear. The brand 
takes its name from the Thai word for fun, its products are known 
for a funky sense of style, and its promotion is creative and 
humorous. These contribute to the brand’s positioning and Sanuk’s 
target customers perceiving the brand as fun and irreverent.
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example, consumers see Dove as quite high on moisturizing but low on deodor-
izing. Dove and Tone are close together—implying that consumers think of them 
as similar on these characteristics. Dial is viewed as different from Dove and Tone 
and at a distance from them on the graph. Remember that positioning maps are 
based on  customers’ perceptions —the actual characteristics of the products (as deter-
mined by a chemical test) might be different! 

 The circles in Exhibit 4-11 show different sets (submarkets) of consumers clus-
tered near their ideal soap preferences. Groups of respondents with a  similar ideal 
product are circled to show apparent customer concentrations. In this graph, the 
size of the circles suggests the size of the segments for the different ideals. 

 Ideal clusters 1 and 2 are the largest and are close to two popular brands—
Dial and Lever 2000. It appears that customers in cluster 2 want more moistur-
izing than they see in Dial. However, exactly what this brand should do about 
this isn’t clear. Perhaps Dial should leave its physical product alone—but 
 emphasize moisturizing more in its promotion to make a stronger  appeal to 
those who want moisturizers. A marketing manager talking about this ap-
proach might simply refer to it as “positioning the brand as a good  moisturizer.” 
Of course, whether the effort is successful depends on whether the whole mar-
keting mix delivers on the promise of the positioning communication. 

 Note that ideal cluster 7 is not near any of the present brands. This may sug-
gest an opportunity for introducing a new product—a strong moisturizer with 
some deodorizers. A firm that chooses to follow this approach would be making 
a segmenting effort. 

 Combining versus segmenting 
 Positioning analysis may lead a firm to combining—rather than  segmenting—

if managers think they can make several general appeals to different parts of a 
“combined” market. For example, by varying its promotion, Coast might try to 
appeal to segments 8, 1, and 2 with one product. These segments are all quite 
similar (close together) in what they want in an ideal brand. On the other hand, 

 Each segment may have 
its own preferences  

Exhibit 4–11 
“Product Space” 
Representing Consumers’ 
Perceptions for Different 
Brands of Bar Soap

High moisturizing

Low moisturizing

Nondeodorant Deodorant

Tone

Dove

Lux

Lava

Dial

Coast
Safeguard

Lever 2000

Lifebuoy

Zest
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7
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3
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there may be clearly defined submarkets—and some parts of the market may be 
“owned” by one product or brand. In this case, segmenting efforts may be 
 practical—moving the firm’s own product into another segment of the general 
market area where competition is weaker. 

 A positioning analysis helps managers understand how customers see their mar-
ket. It is a visual aid to understanding a product-market. The first time such an 
analysis is done, managers may be shocked to see how much customers’ percep-
tions of a market differ from their own. For this reason alone, positioning analysis 
may be crucial. But a positioning analysis usually focuses on specific product fea-
tures and brands that are close competitors in the product-market. Thus, it is a 
product-oriented approach. Important   customer -related dimensions—including 
needs and attitudes—may be  overlooked. 

 Premature emphasis on product features is dangerous in other ways as well. As 
our bar soap example shows, starting with a product-oriented definition of a 
market and how bar soaps compete against other bar soaps can make a firm miss 
more basic shifts in markets. For example, bars have lost popularity to liquid 
soaps. Other products, like bath oils or body washes for use in the shower, are 
now part of the relevant competition also. Managers wouldn’t see these shifts if 
they looked only at alternative bar soap brands—the focus is just too narrow. 

 It’s also important to realize that the way consumers look at a product isn’t 
just a matter of chance. Let’s return to our bar soap example. While many con-
sumers do think about soap in terms of moisturizing and deodorizing, other 
needs shouldn’t be overlooked. For example, some consumers are especially 
concerned about wiping out germs. Marketers for Dial soap recognized this 
need and developed ads that positioned Dial as “the choice” for these target 
customers. This helped Dial win new customers, including those who switched 
from Lifebuoy—which was otherwise similar to Dial (see  Exhibit 4-11). In fact, 
what happened to Lifebuoy highlights what happens if managers don’t update 
their marketing strategy as customer needs and  competition change. Lifebuoy 
was the first deodorant soap on the market; it was a leading brand for over 100 
years. But it gradually lost sales to competitors with stronger marketing mixes 
(clearer differentiation, better positioning, and superior customer value) until 
sales declined and Lever stopped selling it. 

 Sometimes research shows the marketing manager that target customers are 
not viewing the brand in the desired way—it needs to be  repositioned . Changing 
customers’ perceptions of a brand is not easy—and requires changes to the mar-
keting mix. In the mid-2000s Korean carmaker Hyundai found that its positioning 
was not helping it sell more vehicles. It conducted research that showed pictures 
of the Hyundai Veracruz, with the Hyundai name hidden, to a group of potential 
car buyers—71 percent said they would buy one. Another group of buyers was 
shown the same pictures  with  the Hyundai name—only 52 percent were inter-
ested this time. Hyundai learned that it had a reputation as a “cheap low quality” 
car, even though data showed its vehicles among the best made in the world. To 
reposition the brand, Hyundai gave buyers a 10-year, 100,000-mile warranty on 
every car and ran ads that emphasized its high safety and quality ratings. Soon 
Hyundai wasn’t seen as cheap; instead, it was “more value for your money.” With 
the new positioning, Hyundai’s market share jumped 70 percent in three years. 16  

 Sometimes marketing managers use a positioning statement to provide  focus 
for a marketing mix. A  positioning statement  concisely identifies the firm’s desired 
target market, product type, primary benefit or point of  differentiation, and the 
main reasons a buyer should believe the firm’s claims. The one or two benefits 
highlighted in the statement should be those most important to the target 
 market—and unique to the brand. It’s important that everyone involved in 

 Positioning as part of 
broader analysis 

 Sometimes repositioning 
is needed 

 Positioning statement 
provides direction for 
marketing strategy 
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 planning the marketing strategy agree with the positioning statement because it 
helps narrow options and guide the selection of a marketing mix. 

 Some firms use a template like the following to aid in preparation of a posi-
tioning statement: 

 For ( our target market ), ( our brand ) of all ( product type ) delivers ( key benefit   or point of dif-
ferentiation ) because ( our brand ) is ( reasons to believe ). 

 A few years ago, marketing managers for Mountain Dew used this template 
to develop the following positioning statement: 

 For 16- to 24-year-old males, who embrace excitement, adventure, and fun, Mountain 
Dew of all carbonated soft drinks, delivers great taste that exhilarates like no other 
because Mountain Dew is energizing, thirst-quenching, and has a one-of-a-kind citrus 
flavor. 

 The positioning statement provided Mountain Dew’s advertising agency with 
a direction to follow that led to a series of television commercials that rein-
forced this positioning. The statement guided decisions about packaging, point-
of-purchase promotion, sponsorships, the look and feel of a website, and new 
flavors. The marketing strategy based on this positioning helped Mountain Dew 
gain market share with this target market. 17  

 As we emphasize throughout the text, you must understand potential needs 
and attitudes when planning marketing strategies. If customers treat different 
products as substitutes, then a firm has to position itself against those prod-
ucts too. Customers won’t always be conscious of all of the detailed ways that a 
firm’s marketing mix might be different, but careful positioning can help 
highlight a unifying theme or benefits that relate to the determining dimen-
sions of the target market. Thus, it’s useful to think of positioning as part of 
the broader strategy planning process—because the purpose is to ensure that 
the whole marketing mix is positioned for competitive advantage. 

 Chapters 2 and 3 introduced a framework for strategy 
planning that starts with analysis of the broad market and 
then narrows down to a specific target market and market-
ing mix. The basic purpose of this chapter is to show how 
marketing managers use market segmentation and position-
ing to guide that narrowing-down process. 

 Now that you’ve read this chapter you should understand 
how to carefully define generic markets and product-
markets and how that can help in identifying and evaluating 
opportunities. We stressed the shortcomings of a too 
 narrow, product-oriented view of markets and explained 
why it’s better to take a broader view that also includes 
 consideration of customer needs, the product type, the 
 customer type, and the geographic area. 

 We also discussed approaches for market  segmentation—
the process of naming and then segmenting broad product-
markets to find potentially attractive target markets. Some 
people try to segment markets by starting with the mass 
market and then dividing it into smaller submarkets based 

on a few demographic characteristics. But this can lead to 
poor results. Instead, market segmentation should first fo-
cus on a broad product-market and then group similar cus-
tomers into homogeneous submarkets. The more similar the 
potential customers are, the larger the submarkets can be. 
Four criteria for evaluating possible product-market seg-
ments were presented. 

 Once a broad product-market is segmented, marketing 
managers can use one of three approaches to market- 
oriented strategy planning: (1) the single target market 
 approach, (2) the multiple target market approach, or 
(3) the combined target market approach. In general, we 
 encourage marketers to be segmenters rather than 
 combiners. 

 We also cover computer-aided  approaches such as clus-
tering techniques, CRM, and  positioning. We emphasize 
the role of positioning in  providing a focus or theme to the 
various elements of a  differentiated marketing mix that fits 
the preferences of target  customers. 

 CONCLUSION 
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 In summary, good marketers should be experts on 
 markets and likely segmenting dimensions. By creatively seg-
menting markets, they may spot opportunities—even break-
through  opportunities—and help their firms succeed against 
aggressive competitors offering similar products. Segment-
ing is  basic to target marketing. And the more you practice 

segmenting, the more meaningful market segments you will 
see. In Chapters 5 and 6 you’ll learn more about the buying 
behavior of final consumers and organizational customers. As 
you enrich your understanding of customers and how they 
behave, you will develop command of a broader set of dimen-
sions that are important for segmentation and positioning. 
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 KEY TERMS  LO 4.7 

 QUESTIONS AND PROBLEMS 
  1. Distinguish between a generic market and a product- 

market. Illustrate your answer. 

  2. Explain what market segmentation is. 

  3. List the types of potential segmenting dimensions, and ex-
plain which you would try to apply first, second, and third 
in a particular situation. If the nature of the situation would 
affect your answer, explain how. 

  4. Explain why segmentation efforts based on attempts to 
divide the mass market using a few demographic dimen-
sions may be very disappointing. 

  5. Illustrate the concept that segmenting is an aggregating 
process by referring to the admissions policies of your 
own college and a nearby college or university. 

  6. Review the types of segmenting dimensions listed in 
 Exhibits 4-8 and 4-9, and select the ones you think should 
be combined to fully explain the market segment you per-
sonally would be in if you were planning to buy a new 
watch today. List several dimensions and try to develop a 
shorthand name, like “fashion-oriented,” to describe your 
own personal market segment. Then try to estimate what 
proportion of the total watch market would be in your 

market segment. Next, explain if there are any offerings 
that come close to meeting the needs of your market. If 
not, what sort of a marketing mix is needed? Would it be 
economically attractive for anyone to try to satisfy your 
market segment? Why or why not? 

  7. Identify the determining dimension or dimensions that 
 explain why you bought the specific brand you did in your 
most recent purchase of a ( a ) soft drink, ( b ) shampoo, ( c ) 
shirt or blouse, and ( d ) larger, more expensive item, such 
as a bicycle, camera, or boat. Try to express the determin-
ing dimension( s ) in terms of your own personal character-
istics rather than the product’s characteristics. Estimate 
what share of the market would probably be motivated by 
the same determining dimension( s ). 

  8. Consider the market for off-campus apartments in your 
city. Identify some submarkets that have different needs 
and determining dimensions. Then evaluate how well the 
needs in these market segments are being met in your 
geographic area. Is there an obvious breakthrough oppor-
tunity waiting for someone? 

  9. Explain how positioning analysis can help a marketing 
manager identify target market opportunities. 

 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Customers” section. 

 a. How does the marketing plan segment the market? 

 b. Can you think of other segmentation dimensions that could be used? 

 c. What do you think of the approach Hillside used to determine target markets? Is it using a single target market, multiple 
target market, or combined target market approach? 

 d. How does Hillside plan to differentiate and position its offering? 
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 SUGGESTED CASES 
  3. NOCO United Soccer Academy Video Case 2. Bass Pro Shops 
  7. Omarama Mountain Lodge  Video Case 4. Potbelly Sandwich 
  10. Cooper’s Ice Center Video Case 7. Invacare 
  30. Walker-Winkle Mills, Ltd. Video Case 8. Segway 

 COMPUTER-AIDED PROBLEM 
 4. SEGMENTING CUSTOMERS 

 The marketing manager for Audiotronics Software Com-
pany is seeking new market opportunities. He is focusing on the 
voice recognition market and has narrowed down to three seg-
ments: the Fearful Typists, the Power Users, and the Profes-
sional Specialists. The Fearful Typists don’t know much about 
computers—they just want a fast way to create e-mail messages, 
letters, and simple reports without errors. They don’t need a lot 
of special features. They want simple instructions and a pro-
gram that’s easy to learn. The Power Users know a lot about 

computers, use them often, and want a voice recognition pro-
gram with many special features. All computer programs seem 
easy to them—so they aren’t worried about learning to use the 
various features. The Professional Specialists have jobs that re-
quire a lot of writing. They don’t know much about computers 
but are willing to learn. They want special features needed for 
their work—but only if they aren’t too hard to learn and use. 

 The marketing manager prepared a table summarizing the 
importance of each of three key needs in the three segments 
(see table that follows). 

Importance of Need (1 5 not important; 10 5 very important)

Market Segment Features Easy to Use Easy to Learn

Fearful Typists 3 8 9

Power Users 9 2 2

Professional Specialists 7 5 6

 Audiotronics’ sales staff conducted interviews with seven po-
tential customers who were asked to rate how important each of 
these three needs were in their work. The manager prepared a 
spreadsheet to help him cluster (aggregate) each person into 
one of the segments—along with other similar people. Each per-
son’s ratings are entered in the spreadsheet, and the clustering 
procedure computes a similarity score that indicates how similar 
(a low score) or dissimilar (a high score) the person is to the typi-
cal person in each of the segments. The manager can then “ag-
gregate” potential customers into the segment that is most 
similar (that is, the one with the  lowest  similarity score). 

 a. The ratings for a potential customer appear on the first 
spreadsheet. Into which segment would you aggregate 
this person? 

 b. The responses for seven potential customers who were 
interviewed are listed in the following table. Enter the 

ratings for a customer in the spreadsheet and then write 
down the similarity score for each segment. Repeat the 
process for each customer. Based on your analysis, indi-
cate the segment into which you would aggregate each 
customer. Indicate the size (number of customers) of 
each segment. 

 c. In the interview, each potential customer was also asked 
what type of computer he or she would be using. The re-
sponses are shown in the table along with the ratings. 
Group the responses based on the customer’s segment. If 
you were targeting the Fearful Typists segment, what type 
of computer would you focus on when developing your 
software? 

 d. Based on your analysis, which customer would you say is 
least like any of the segments? Briefly explain the reason 
for your choice.   
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Importance of Need (1 5 not important; 10 5 very important)

Potential Customer Features Easy to Use Easy to Learn Type of Computer

A. 8 1 2 Dell laptop

B. 6 6 5 HP desktop

C. 4 9 8 Apple

D. 2 6 7 Apple

E. 5 6 5 HP desktop

F. 8 3 1 Dell laptop

G. 4 6 8 Apple
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  Final Consumers and 
Their Buying Behavior 
 When Sony introduced its Walkman in the late 1970s, it 
quickly became a popular way for on-the-go music lovers to 
play tapes of their favorite music—anywhere they went. Com-
peting players quickly emerged, but Sony kept its lead by 
improving its Walkman and then offering models for CDs and 
digital audiotapes when those media came on the market. 

 In the late 1990s, the new MP3 format offered quality mu-
sic from a small digital file that played on a computer or por-
table player. Diamond Multimedia’s Rio was the first MP3 
player. The Rio was innovative, but users had to download 
music from virus-ridden websites like Napster—or use special 
software to “rip” CDs to MP3 format. Many music buffs liked 
the idea of having songs at their fingertips, but getting the 
digital files was just too complicated. Further, music compa-
nies filed lawsuits charging some with illegally downloading 
MP3 music files. All of this slowed down the initial adoption 
of MP3 players. 

 Attitudes quickly changed when Apple offered an innova-
tive marketing mix that addressed these customer needs. 
The online iTunes store offered legal downloads of songs at 
a reasonable price and without the risk of viruses. Apple’s 
free iTunes software made it easy to organize digital music 
on a computer and transfer it to Apple’s iPod. The iPod was 
designed to be stylish and easy to use. Apple’s ads told cus-
tomers about the new concept with the promise of “a thou-
sand songs in your pocket.” Even skeptics who ignored the 
ads couldn’t help but notice the distinctive white iPod cords 
dangling from the ears of a friend who was “in” on this cool 
new product. That prompted a lot of product conversations 
and on-the-spot iPod demos. Testimonials on blogs, online 
consumer reviews, and posts on MySpace (there was no 
Facebook yet) also helped spread the word. 

 Although most iPod owners were satisfied with their pur-
chases, competitors like Microsoft, Sony, and Creative Labs 
raised expectations in the market by promoting benefits like 
longer battery life, capacity for more songs, and lower prices. 
For some consumers, all of this choice required a more care-
ful purchase decision. For example, some would search for 
information and reviews on the Internet or talk with sales-
people in stores to figure out which model was best. 

 Cell phones that played music were already on the mar-
ket when Apple introduced the iPhone, but most consumers 
couldn’t see the benefits. The iPhone changed that. The 
iPhone’s colorful touchscreen display, ability to search the 

web, and music player wowed consumers. Soon iPhone own-
ers customized their phones with software applications 
(“apps”) from the iTunes store that let them play games like 
“Angry Birds” and “Words with Friends,” watch YouTube vid-
eos, or check their Facebook page or Twitter feed—right on 
their iPhones. 

 Many customers buy Apple’s products sight unseen; the 
first iPad tablet computer had almost a half million pre- 
orders from customers who had never even held one in their 
hands. These customers trusted the iPad to live up to expec-
tations based on their previous experiences with other Ap-
ple products. The iPad changed the way people looked at 
their personal computers—with many buying the tablet in-
stead of a laptop or desktop computer. The iPad mini at-
tracted customers seeking a less expensive version. 

 Apple mania became a global phenomenon. For example, 
in Tokyo’s Ginza shopping district, more than a thousand peo-
ple lined up to buy the new iPad—counting down the final 
seconds before the Apple store opened. Apple sees a big 
opportunity in Asia, especially in China, with its rapidly grow-
ing middle class. In China, Apple found consumer behavior 
different than in the West. Most Chinese buy iPhones based 
on word-of-mouth; they especially like to buy what their 
friends or people they admire own. So Apple’s marketing 
strategy has focused on getting key opinion leaders and ce-
lebrities to use the iPhone. Still, Apple’s relatively higher 
prices in many international markets limit its products’ mar-
ket penetration. 

 Some of Apple’s customers in developed countries were 
concerned about reports of poor working conditions at some 
of Apple’s Chinese suppliers. This knowledge changed their at-
titudes toward Apple. These issues were particularly distress-
ing to Apple’s core customers, who tend to be well-educated 
and particularly sensitive to social and environmental issues. 
Apple started monitoring its supply chain more closely and 
joined the Fair Labor Association, which works to improve 
working conditions around the world, helping to alleviate cus-
tomer concerns. 

 Other customers feel Apple may be losing its “cool.” 
Some of these customers want to show they are different 
and don’t run with the crowd. As Apple grew in popularity, it 
became the crowd—taking some of the cool shine off Apple. 

 Apple rival Samsung saw an opportunity and amplified this 
concern. Samsung’s aggressive advertising called out Apple’s 
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 Consumer Behavior: Why Do They Buy What They Buy? 

 The Apple case shows the in-depth customer knowledge needed for effective 
marketing strategy planning. Without that understanding, it would be difficult 
to zero in on the right target market, or to develop and adapt a marketing mix 
that will be the best value for customers. 

 Understanding consumer behavior can be a challenge. Specific behaviors 
vary a great deal for different people, products, and purchase situations. In to-
day’s global markets the variations are countless. That makes it impractical to 
catalog all the possibilities. But there are general behavioral principles—frame-
works—that marketing managers can apply to better understand their specific 
target markets. In this chapter our approach focuses on developing your skill 
in working with these frameworks by exploring thinking from economics, psy-
chology, sociology, and other behavioral disciplines. We’ll take a look at the 
topics overviewed in Exhibit 5-1, which includes a simplified model of con-
sumer behavior. 

 We will begin with a discussion of influences on the consumer decision 
process: economic needs, psychological variables, social influences, and the 
purchase situation. Exhibit 5-2 provides an expanded look at these 
 influences. Following our discussion of these different categories of influ-
ences, we will look more closely at the consumer decision process. 

“fanboys” as lemmings. One widely run television ad showed 
Apple fans lined up to be first to get the latest iPhone. Then a 
nearby customer showed those in line his Samsung Galaxy— and 
the Apple customers wondered if maybe Samsung had the “next 
big thing.” The ads encouraged more customers to evaluate 
 options beyond Apple—and 
many found they preferred 
the Samsung Galaxy’s larger 
screen size and Android oper-
ating system. The approach 
helped Samsung gain market 
share in the U.S. 

 Samsung, Amazon, Micro-
soft, and Google are just 
some of the competitors that 
want a piece of Apple’s pie. 
All this competition means 
new features and more 
choices for consumers, but it 

also complicates the consumer decision process for new 
phone and tablet computer buyers. For Apple to build on its 
successes, it must continue to identify new and better ways 
to meet customer needs. 1  

 LEARNING OBJECTIVES 

 Many variables influence consumer buying behavior. As the Apple case highlights, 
successful marketing strategy planning requires a clear understanding of how target 
consumers buy—and what factors affect their decisions. The learning objectives for this 
chapter will help you develop that understanding. 

 When you finish this chapter, you should be able to: 
  1 describe how economic needs influence the buyer decision process. 

  2 understand how psychological variables affect an individual’s buying 
behavior. 

  3 understand how social influences affect an individual’s buying behavior. 

  4 explain how characteristics of the purchase situation influence consumer 
behavior. 

  5 explain the process by which consumers make buying decisions. 

  6 understand important new terms (shown in red). 
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 Economic Needs Affect Most Buying Decisions 

 Most economists assume that consumers are  economic buyers —people who know 
all the facts and logically compare choices to get the greatest satisfaction from 
spending their time and money. The economic-buyer theory says that consumers 
decide what to buy based on  economic needs , which are concerned with making the 
best use of a consumer’s time and money—as the consumer judges it. Some con-
sumers look for the lowest price. Others will pay extra for convenience. And others 
may weigh price and quality for the best value. Some economic needs include: 

 1. Economy of purchase or use 
 2. Efficiency in operation or use 
 3. Dependability in use 
 4. Improvement of earnings 
 5. Convenience 

 Clearly, marketing managers must be alert to new ways to appeal to economic 
needs. Most consumers appreciate firms that offer them improved economic value 
for the money they spend. But improved value does not just mean offering lower 

 LO 5.1 

 Economic buyers seek 
the best uses of time 
and money 

Final
Consumers

Organizational
Customers

Chapter 6
Business and Organizational
Customers and Their Buying

Behavior

Chapter 5
Final Consumers
and Their Buying

Behavior

Person making decisions

Consumer decision process

Person does or does not purchase (response)

Psychological 
variables

Social
influences

Economic
needs

Culture Purchase
situation

Marketing mixes All other stimuli

Customers

Exhibit 5–1 Consumer Behavior for Marketing Strategy Planning
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and lower prices. For example, products can be designed to work better, require 
less service, or last longer. Promotion can inform consumers about product bene-
fits in terms of measurable factors like operating costs, the length of the guarantee, 
or the time a product will save. Carefully planned Place decisions can make it eas-
ier and faster for customers who face a poverty of time to make a purchase. 

 Many firms adjust their marketing mixes for target markets that place a high 
value on convenience. Whole Foods Market sells more takeout food than most 
restaurants. Tide-to-Go is an instant stain remover that fits easily in a purse or 
briefcase and requires no water. A growing number of consumers like the con-
venience of online shopping at Zappos. 

 The ability to satisfy economic needs largely depends on how much money a 
consumer has available—which in turn depends a great deal on household  income. 

 Income affects needs 

Person making decisions

Consumer decision process

Person does or does not purchase (response)

Psychological 
variables
• Motivation
• Perception
• Learning 
• Attitude 
• Trust
• Lifestyle

Social
influences
• Family 
• Social class
• Reference
  groups

Economic
needs
• Economy of 
 purchase 
• Convenience
• Efficiency
• Dependability

Culture
• Ethnicity
• International

Purchase
situation
• Purchase
  reason
• Time
• Surroundings

Marketing mixes All other stimuli

Exhibit 5–2 A Model of Influences on Consumer Behavior

Economic needs affect many 
buying decisions, but for some 
purchases the behavioral 
influences on a consumer are 
more important.
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In the United States, income distribution varies widely. In 2010, 20 percent of 
households reported an income of less than $20,000, and the median income—
where half the households earned more and half earned less—was $49,445. After 
taking account of inflation, the median income declined 7 percent in the previous 
decade. During this same period, America’s middle-income consumers have been 
hit hard by the rising costs of necessities. 

 In most households, people don’t have enough income to buy everything they 
want. For many products, these people can’t be customers even if they want to 
be. For example, most families spend a good portion of their income on such 
necessities as food, rent or house payments, home furnishings, transportation, 
and insurance. A family’s purchase of “luxuries” comes from  discretionary 

 income —what is left of income after paying taxes and paying for necessities. 
 Discretionary income is an elusive concept because the definition of necessi-

ties varies from family to family and over time. It depends on what they think is 
necessary for their lifestyle. High-speed Internet service purchased out of dis-
cretionary income by a lower-income family may be considered a necessity by a 
higher-income family. 2  

 Economic conditions affect consumer confidence and spending. In a strong 
economy, consumers feel confident and secure in their jobs, so they are more 
likely to borrow money to buy a larger house, a new car, or vacation in an exotic 
locale. On the other hand, when consumers worry about job prospects or their 
retirement savings decline, they are more cautious spenders. 

 Economic value and income are important factors in many purchase deci-
sions. But most marketing managers think that buyer behavior is not as simple 
as the economic-buyer model suggests. So let’s look more closely at the psycho-
logical variables that influence buying behavior. See Exhibit 5-2. 

 Psychological Infl uences within an Individual 

 Everybody is motivated by needs and wants.  Needs  are the basic forces that mo-
tivate a person to do something. Some needs involve a person’s physical well- 
being,  others the individual’s self-view 
and relationship with others. Needs 
are more basic than wants.  Wants  are 
“needs” that are learned during a per-
son’s life. For example, everyone needs 
water or some kind of liquid, but some 
people also have learned to want 
Clearly Canadian’s raspberry- flavored 
sparkling water on the rocks. 

 When a need is not satisfied, it may 
lead to a drive. The need for liquid, for 
example, leads to a thirst drive. A  drive  
is a strong stimulus that encourages 
 action to reduce a need. Drives are 
 internal—they are the reasons  behind 
certain behavior patterns. In market-
ing, a product purchase results from a 
drive to satisfy some need. 

 Some critics imply that marketers 
can somehow manipulate consumers 
to buy products against their will. But 
trying to get consumers to act against 
their will is a waste of time. Instead, a 

 Consumer confidence 
affects spending 

 LO 5.2 

 Needs motivate 
consumers 

Whether a product is a want or a need 
depends on what a consumer has learned 
during his/her life.
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good marketing manager studies what consumer drives, needs, and wants 
 already exist and how they can be satisfied better. 

 We’re all a bundle of needs and wants. Exhibit 5-3 lists some important needs 
that might motivate a person to some action. This list, of course, is not  complete. 
But thinking about such needs can help you see what  benefits  consumers might 
seek from a marketing mix. 

 When a marketing manager defines a product-market, the needs may be quite 
specific. For example, the food need might be as specific as wanting a Domino’s 
thick-crust pepperoni pizza—delivered to your door hot and ready to eat. 

 Consumer psychologists often argue that a person may have several reasons for 
buying—at the same time. Maslow is well known for his five-level hierarchy 
of needs. We will discuss a similar four-level hierarchy that is easier to ap-
ply to consumer behavior. Exhibit 5-4 illustrates the four levels along with 
an example showing how a company has tried to appeal to each need. The 
lowest-level needs are physiological. Then come safety, social, and per-
sonal needs. 3  

  Physiological needs  are concerned with biological needs—food, liquid, 
rest, and sex.  Safety needs  are concerned with protection and physical 
well-being (perhaps involving health, financial security, medicine, and 
exercise). Marketers that offer  sol  u  tions  to consumer problems build 
brand loyalty. Charmin addressed such a need for holiday shoppers in 
New York City. Because it can be difficult to find a public restroom—and 
coffee shops don’t like it when noncustomers use their facilities— 
Charmin’s “holiday gift to the City” was luxury public restrooms located 
in Times Square. Many users will remember Charmin’s gift the next time 
they buy toilet tissue. 

  Social needs  are concerned with love, friendship, status, and esteem—
things that involve a person’s interaction with others. Marketers that help 
people   connect  with others inspire positive feelings about their own 
brands. Coca-Cola addressed this need with a series of viral videos around 
the theme of delivering happiness. One featured a bright red Coca-Cola 
truck that stopped on streets in Brazil. A sign on the back of the truck told 
consumers to “Push” a large  button. When they did, the truck dispensed 
happiness in the form of Cokes and fun items like t-shirts, soccer balls, 
and even a surfboard. The truck created on-the-street social connections. 

 Consumers seek 
benefits to meet needs 

 Several needs at the 
same time 

Exhibit 5–3  Possible Needs Motivating a Person to Some Action

Types of Needs Specific Examples

Physiological needs Food
Sex

Rest
Liquid

Activity
Self-preservation

Sleep
Warmth/coolness

Psychological needs Nurturing
Playing-relaxing
Self-identification

Curiosity
Order
Power

Independence
Personal fulfillment
Pride

Love
Playing-competition
Self-expression

Desire for . . . A better world
Acceptance
Affiliation
Esteem
Knowledge

Respect
Status
Achievement
Appreciation
Sympathy

Beauty
Happiness
Self-satisfaction
Variety
Affection

Companionship
Distinctiveness
Recognition
Sociability
Fun

Freedom from . . . Fear
Pain

Depression
Stress

Loss
Sadness

Anxiety
Illness

Most products must fill more than 
one need at the same time. Dreft 
detergent cleans clothes but also 
makes sure they don’t stretch in the 
washing process.
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The fun video created more social connection when viewers forwarded a link to 
friends and family. 

Personal needs , on the other hand, are concerned with an individual’s need 
for personal satisfaction—unrelated to what others think or do. Examples in-
clude accomplishment, fun, freedom, and relaxation—as well as a desire to 
make the world a better place. Many people want to make food choices that 
enable them to achieve a healthier balance in their lives. So ConAgra Foods 
(maker of healthy foods like SmartPop! Popcorn and Egg Beaters) developed 
an online tool to help. Members complete a survey at “Start Making Choices” 
and then receive feedback and advice on nutrition, activity, and well-being 
based on a calculated “Balanced Life Index.” Weekly contact between the com-
pany and its customers keeps the relationship alive. 

 Often marketing managers are able to address multiple needs. Consider the 
California Milk Processing Board (creators of “Got Milk?”) and its online 
game—“Get the Glass.” The game appealed to kids—the group that needs milk 
the most—and, besides being fun, it educated players on why milk is important 
(personal needs). It could be played with family—or forwarded to friends (so-
cial needs). Of course drinking milk addresses thirst (physiological needs) and 
promotes strong bones (safety needs). In the online game’s first two months, 
more than 6 million people visited the site with 650,000 reaching the Glass at 
Fort Fridge. The game was credited with helping boost sales of milk by more 
than 10 million gallons compared to the same period a year earlier. 4

 Consumers select varying ways to meet their needs sometimes because of dif-
ferences in  perception —how we gather and interpret information from the 
world around us. 

 We are constantly bombarded by stimuli—ads, products, stores—yet we may not 
hear or see anything. This is because we apply the following selective processes: 

 Perception determines 
what consumers see 
and feel 

Exhibit 5–4 The PSSP Hierarchy of Needs

Need for: love,

friendship, status, esteem,

and connecting with others
Need for: solutions, protection, and

physical well-being (perhaps

involving health, security, and exercise)
 Need for: food, liquid, rest, and sexExample needs

Perso
nal n

eeds

Socia
l n

eeds

Safety needs

Physio
logica

l n
eeds

PSSP
 name

Need for:a better world,
accomplishment,

fun, freedom, and
relaxation

Newman’s Own
(donates 100% of after-tax profits to progressive causes)

Harley Owners Group
(connecting motorcycle riders to one another)

Tylenol Feel Better
(website identifies top headache triggers)

Aquafina
("pure water, perfect taste")
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 1.  Selective exposure —our eyes and minds seek out and notice only information 
that interests us. How often have you closed a pop-up ad at a website without 
even noticing what it was for? 

 2.  Selective perception —we screen out or modify ideas, messages, and information 
that conflict with previously learned attitudes and beliefs. 

 3.  Selective retention —we remember only what we want to remember. 

 These selective processes help explain why some people are not affected by 
some advertising—even offensive advertising. They just don’t see or remember 
it! Even if they do, they may dismiss it immediately. Some consumers are skepti-
cal about advertising messages in general. 

 These selective processes are stronger than many people realize. For ex-
ample, to make their positioning efforts memorable, many companies use a 
common slogan (“tag line”) on all of their ads. However, when researchers 
showed consumers the tag lines for 22 of the biggest advertisers (each spend-
ing over $100 million a year), 16 were recognized by less than 10 percent of 
the consumers. 5  

 Our needs affect these selective processes. And current needs receive more 
attention. For example, Goodyear tire retailers advertise some sale in the news-
paper almost weekly. Most of the time we don’t even notice these ads. Only 
when we need new tires do we tune in to Goodyear’s ads. 

  Learning  is a change in a person’s thought processes caused by prior experience. 
Learning is often based on direct experience: A little girl tastes her first cone of 
Ben & Jerry’s Cherry Garcia flavor ice cream, and learning occurs! Learning may 
also be based on indirect experience or associations. If you watch an ad that shows 
other people enjoying Ben & Jerry’s Chocolate Fudge Brownie low-fat frozen 
 yogurt, you might conclude that you’d like it too. 

 Consumer learning may result from things that marketers do, or it may result 
from stimuli that have nothing to do with marketing. Either way, almost all con-
sumer behavior is learned. 6  

 Learning determines 
what response is likely 

The Consumer Safety Institute 
in the Netherlands wants to 
remind parents that children 
see those cleaning supplies 
under the sink differently. As 
consumers approached this 
outdoor ad, the image changed 
from the one on the left to the 
one on the right (and back).
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 Experts describe a number of steps in the learning process. We’ve already dis-
cussed the idea of a drive as a strong stimulus that encourages action. Depending 
on the  cues —products, signs, ads, and other stimuli in the environment—an 
 individual chooses some specific response. A  response  is an effort to satisfy a 
drive. The specific response chosen depends on the cues and the person’s past 
 experience. 

Reinforcement  of the learning process occurs when the response is followed by 
satisfaction—that is, reduction in the drive. Reinforcement strengthens the rela-
tionship between the cue and the response. And it may lead to a similar response 
the next time the drive occurs. Repeated reinforcement leads to development of 
a habit—making the individual’s decision process routine. Exhibit 5-5 shows the 
relationships of the important variables in the learning process. 

 Marketing managers for Febreze used the learning process to develop a best-
selling product, but first they had to get the drive, cue, response, and reinforce-
ment just right. Febreze contains a chemical very effective at eliminating 
odors—spray it on clothing, furniture, or carpet and smells magically disappear. 
Febreze’s marketing managers figured that most consumers desired a home 
free of offensive odors (drive), so the first television ads for Febreze focused on 
smells around the house. For example, one showed a dog on a couch and a 
woman saying, “Sophie will always smell like Sophie, but now my couch doesn’t 
have to” (cue). In the ad, the woman sprays Febreze on the couch (response) 
and the dog smell disappears (reinforcement). 

 In spite of an aggressive advertising campaign, Febreze sold poorly when it 
was initially launched. To learn why, marketing researchers interviewed custom-
ers in their homes. They discovered two problems. First, many people living in 
the smelliest homes simply didn’t realize their homes smelled at all. They had 
become desensitized to the smells of their pets, cigarette smoke, or other odors, 
so for them, the desired cue didn’t exist. Second, what Febreze provided—lack 
of a smell—didn’t provide positive reinforcement for the customer. 

 So Febreze’s marketing managers went back to the drawing board. They in-
terviewed more customers and reviewed video tape of people cleaning their 
homes. They identified another market, people who wanted a clean house 
(drive). When they saw a messy home (cue), they cleaned the house (response) 
and finished by rewarding themselves with something relaxing or happy—
maybe just a smile (reinforcement). Here marketing managers realized that a 
scented version of Febreze might provide positive reinforcement—something 
that could signal the cleaning job was done. So Febreze added scents and new 
advertising that showed homemakers spraying a room with Febreze after clean-
ing (reinforcement). Sales took off; now Febreze sells more than $1 billion a 
year. And Febreze’s marketing managers learned a valuable lesson. 7  

 Many needs are culturally (or socially) learned. The need for food, for in-
stance, may lead to many specific food wants. Many Japanese enjoy sushi (raw 
fish), and their children learn to like it. Fewer Americans, however, have learned 
to enjoy it. 

 Some critics argue that marketing efforts encourage people to spend money 
on learned wants totally unrelated to any basic need. For example, Germans are 
less concerned about perspiration, and many don’t buy or use antiperspirants. 
Yet Americans spend millions of dollars on such products. Advertising says that 
using Ban deodorant “takes the worry out of being close.” But is marketing ac-
tivity the cause of the difference in the two cultures? Most research says that 
advertising can’t convince buyers of something contrary to their basic attitudes. 

 An  attitude  is a person’s point of view toward something. The “something” 
may be a product, an advertisement, a salesperson, a firm, or an idea. Attitudes 

 Sales take off after 
Febreze learns a lesson 

 Many needs are 
culturally learned 

 Attitudes relate to 
buying 

Response

Cues

Drive

Reinforcement

Exhibit 5–5 The 
Learning Process
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are an important topic because they affect the selective processes, learning, and 
the buying decisions. 

 Because attitudes are usually thought of as involving liking or disliking, they 
have some action implications. Beliefs are not so action-oriented. A  belief  is a 
person’s opinion about something. Beliefs may help shape a consumer’s 
 attitudes but don’t necessarily involve any liking or disliking. It is possible to 
have a belief—say, that Listerine PocketPak strips have a medicinal taste—
without really caring what they taste like. On the other hand, beliefs about a 
product may have a positive or negative effect in shaping consumers’ attitudes. 
For example, promotion for Splenda, a no-calorie sweetener in a yellow 
packet, informs consumers that it’s “made from sugar so it tastes like sugar.” 
A dieter who believes that Splenda will taste better because it is made from 
sugar might try it instead of just routinely rebuying another brand, like Equal. 
On the other hand, a person with diabetes might believe that he should avoid 
Splenda—like he avoids other products made from sugar—even though 
Splenda is actually suitable for people with diabetes. 8  

 In an attempt to relate attitude more closely to purchase behavior, some 
marketers stretch the attitude concept to include consumer “preferences” or 
“intention to buy.” Managers who must forecast how much of their brand 
 customers will buy are particularly interested in the intention to buy. Forecasts 
would be easier if attitudes were good predictors of intentions to buy. Unfor-
tunately, the relationships usually are not that simple. A person may have 
 positive attitudes toward GPS navigation systems for cars, but no intention of 
buying one. 

 A growing number of consumers believe that making “greener” purchases has 
a positive effect on the environment. Marketing managers have responded by 
developing marketing mixes to address these ecological interests. Subway 
 sandwich shops have added recycling bins. GM and Nissan introduced all-
electric cars. Malt-O-Meal breakfast cereals, a low-cost brand that has always been 
 packaged in bags, touted the environmental benefits of this packaging. Its “Bag

 “Green” attitudes 
and beliefs change 
marketing mixes 

Zipcar appeals to urban 
consumers who do not have 
their own car. For three weeks 
in Washington, DC, Zipcar set 
up installations (like the one 
shown here) to change 
consumer attitudes about 
renting a car to get out of 
town.
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the Box” campaign garnered publicity on a small budget. Many consumers have 
positive attitudes toward brands that try to make a difference in this area. 9  

 Because consumer at-
titudes tend to be endur-
ing, it’s usually more 
economical for market-
ers to work with them 
than try to change them. 
Changing negative atti-
tudes is probably the 
most difficult job mar-
keters face. 10  

 Part of the marketing 
job is to inform and per-
suade consumers about 
a firm’s offering. An 
ethical issue sometimes 
arises, however, if consumers have  inaccurate  beliefs. For example, promotion of 
a “children’s cold formula” may play off parents’ fears that adult medicines are 
too strong—even though the basic ingredients in the children’s formula are the 
same and only the dosage is different. 

 Marketers must also be careful about promotion that might encourage 
false beliefs, even if the advertising is not explicitly misleading. For example, 
ads for Ultra Slim-Fast low-fat beverage don’t claim that anyone who buys the 
product will lose weight and look like the slim models who appear in the 
ads—but some critics argue that the advertising gives that impression. 

 Attitudes and beliefs sometimes combine to form an  expectation —an outcome 
or event that a person anticipates or looks forward to. Consumer expectations 
 often focus on the benefits or value that the consumer expects from a firm’s mar-
keting mix. This is an important issue for marketers because a consumer is likely to 

 Most marketers work 
with existing attitudes 

 Ethical issues may arise 

 Meeting expectations is 
important 

Consumer attitudes can affect 
their purchasing (and donating) 
behavior. The World Wildlife 
Fund knows consumers have 
more favorable attitudes 
toward panda bears as 
compared to bluefin tuna—but 
both species are endangered 
and need support.

Internet Exercise

Climate Counts is a nonprofit organization that 
provides information to help consumers make choices 
that have a positive impact on the planet. Go to the 
Climate Counts website (www.climatecounts.org), click 
on the “Climate Scores” link, choose a market sector, 
and compare the different companies. Do you think this 
information will affect how consumers behave? Do you 
think the information will affect how companies 
behave? What will be the effect on consumer and 
company behavior if some consumers use Twitter or 
e-mail to share ratings with others?
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You are a marketing assistant for Auntie Em’s Cookie Company, which makes and distributes 
packaged cookies through grocery stores. Your company recently ran a test market for a 
new brand of low-fat cookies called Tastee DeeLites. The new brand meets government 
standards to be labeled and advertised as “low fat,” so the ads and package used in the test 
market highlighted that benefit. Test-market sales were very promising. However, now a 
consumer activist group has created a website (www.TasteeDeLIES.com) that claims Tastee 
DeeLites package and ads are misleading because the product’s high calories make it even 
more fattening than most other cookies. Your boss has asked you to recommend how Auntie 
Em’s should handle this situation. Drawing on what you’ve learned about consumer behavior, 
do you think consumers are being misled? Does your company have any responsibility to 
respond to these charges? Should changes be made to the product, package, or promotion?
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be dissatisfied if his or her expectations are not met. Promotion that overpromises 
can create this problem. Finding the right balance, however, can be difficult. A few 
years ago Van Heusen came up with a new way to treat its wash-and-wear shirts so 
that they look better when they come out of the wash. Van Heusen promoted these 
shirts as “wrinkle-free.” The new shirt is an  improvement, but consumers who ex-
pect it to look as if it had been ironed are disappointed. 11  

Trust  is the confidence a person has in the promises or actions of another 
person, brand, or company. Trust drives expectations, because when people 
trust, they  expect  the other party to fulfill promises or perform capably. 

 Customers may come to trust through experience with a company or person. 
For example, if your dog always happily chows down Purina dog food—and 
 remains healthy and active—you might come to trust the Purina brand. A 
 customer might trust a travel agent who previously planned enjoyable vacations 
for her  family. Trust can also relate to recommenders—for example, many 
 consumers trust  Consumer Reports  magazine and put a lot of stock in its product 
reviews and ratings. 

 Highly trusted people, brands, and companies have many advantages in the 
marketplace. Consumers prefer to buy from and are more loyal to brands they 
trust. Trusted brands are less susceptible to price-based competition. For exam-
ple, few people would switch from a trusted hair stylist just to save a few dollars. 

 Trust can be very important in some purchase situations. For example, when 
a busy executive needs a package to arrive somewhere in short order, he is more 
likely to request a shipper he trusts. Because FedEx is usually ranked near the 
top in surveys of most trusted brands, it’s likely that our busy executive will 
choose it to make that delivery. Similarly, when buying a family car, many shop-
pers want a very safe and reliable car. While many car companies make this 
claim, customers must decide which brand they believe will really deliver. For 
many years Toyota had a strong reputation in this area, but reports of unin-
tended acceleration caused many customers to lose trust in the carmaker. Trust 
can be fragile and companies must work to maintain the customer trust that has 
been built—sometimes over many decades. 12  

Psychographics  or  lifestyle analysis  is the analysis of a person’s day-to-day pat-
tern of living as expressed in that person’s Activities, Interests, and Opinions—
sometimes referred to as AIOs. Exhibit 5-6 shows a number of variables for 
each of the AIO dimensions—along with some demographics used to add 
 detail to the lifestyle profile of a target market. 

 Understanding the lifestyle of target customers has been especially helpful 
in providing ideas for advertising themes. Let’s see how it adds to a typical de-
mographic description. It may not help Dodge marketing managers much to 

 Building consumer trust 
builds sales 

 Psychographics focus 
on activities, interests, 
and opinions 
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Exhibit 5–6 
Lifestyle Dimensions 
(and some related 
demographic dimensions)

Dimension Examples 

Activities Work Vacation Surfing web
 Hobbies Entertainment Shopping
 Social events Club membership Sports

Interests Family Community Food
 Home Recreation Media
 Job Fashion Achievements

Opinions Themselves Business Products
 Social issues Economics Future
 Politics Education Culture

Demographics Income Geographic area Occupation
 Age Ethnicity Family size
 Family life cycle Dwelling Education

Evolving needs, attitudes, and lifestyles are creating 
opportunities for new transportation services. Many 
consumers, whether captivated by the green movement or 
simple economics, want to give up their cars—but some 
have trouble handing over their keys.

Zipcar offers a solution. It provides a car-sharing service 
that’s now available in dozens of big cities across the 
United States, Canada, and the U.K. Car-sharing saves 
both money and time. With monthly payments, insurance, 
parking, gas, depreciation, and maintenance, the cost of 
car ownership averages $8,000 a year. City dwellers face 
the additional hassle of finding parking and worrying about 
theft. Zipcar’s rates vary by city but average $10 an hour or 
$70 a day. That’s a big difference from car ownership!

Zipcar has worked hard to make car-sharing easy and 
fun. Signing up is simple—go online, fill out an application, 
and pay your $50 annual membership fee. Zipcar checks 
the applicant’s driving record—and if he passes, a Zipcard 
arrives in his mail a few days later. Renting a car is even sim-
pler. A member (called a Zipster) simply logs on to  Zipcar’s 
website to find cars in his area and make a reservation. Be-
cause cars are typically parked on a street, in gas stations, 
or in parking lots throughout the city, they’re easy to locate 
and usually nearby. At the reserved time, the Zipster simply 
waves his Zipcard (with embedded radio frequency identifi-
cation technology) or his smartphone with a Zipcar app at 
the car and it automatically unlocks. Grab the keys from 

 beneath the steering wheel, 
turn the ignition and you’re 
ready to go.

Zipcar has identified different market segments and 
 localized a marketing mix for each group. Some big city 
neighborhoods appreciate the environmental benefits. 
Here, most prefer driving a smaller and more economical 
car like a Toyota Prius or Mini Cooper when they visit a 
friend, though some want the convenience of a hatchback 
on a shopping trip. They’re proud of the Zipcar logo on the 
car doors—it shows their green side and fellow Zipsters 
wave when they drive by.

Zipsters in more upscale neighborhoods are offered a 
selection of Volvos and BMWs. Zipcar found these custom-
ers usually borrow cars for a big night out or to head to the 
beach for the weekend. And they don’t like (so they don’t 
get) the green sign on the car door.

You can also find Zipcars on more than 250 college 
campuses—where students often don’t have a regular 
need for a car and almost always have difficulty with 
parking. Spreading a dozen Zipcars—like Scion xBs and 
Honda Insight hybrids—across campus reduces the 
need  for more than a hundred parking spaces. In tight 
economic times, campus administrations have responded 
enthusiastically to a program that reduces traffic and 
parking problems.

Zipcar is growing quickly by providing an economical 
and environmentally friendly solution to today’s transpor-
tation needs. More and more Zipsters are learning a new 
way to get around—and they’re having fun doing it.13

Zipcar—saving money and the environment

know that an average member of the target market for a Dodge Dart is 34.8 
years old, married, lives in a three-bedroom home, and has 2.3 children. Life-
styles help marketers paint a more human portrait of the target market. For 
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example, lifestyle analysis might show that the 34.8-year-old is also a community-
oriented consumer with traditional values who especially enjoys spectator sports 
and spends much time in other family activities. An ad might show the Veracruz 
 being used by a happy family at a ball game so the target market could really 
identify with the ad. And the ad might be placed on an ESPN show whose 
 viewers match the target lifestyle profile. 14  

 Social Infl uences Affect Consumer Behavior 

   We’ve been discussing some of the ways needs, attitudes, and other psychological 
variables influence the buying process. Now we’ll look at how a consumer’s family, 
social class, and reference groups influence the consumer decision  process. 

 Relationships with other family members influence many aspects of consumer 
behavior. Family members may share many attitudes and values, consider each 
other’s opinions, and divide various buying tasks. Marital status, age, and the age of 
any children in the family have an especially important effect on how people spend 
their income. Put together, these dimensions tell us about the life-cycle stage of a 
family. Exhibit 5-7 shows a summary of stages in the family life cycle. Let’s take a 
closer look at how a few of these stages influence buying behavior. 

 Singles and young couples seem to be more willing to try new products and 
brands—and they are careful, price-conscious shoppers. Although many young 
people are waiting longer to marry, most tie the knot eventually. These younger 
families—especially those with no children—are still accumulating durable 
goods, such as automobiles and home furnishings. Only as children arrive and 
grow does family spending shift to soft goods and services, such as education, 
medical, and personal care. To meet expenses, people in this age group often 
make more purchases on credit, and they save less of their income. 15  

 Divorce—increasingly a fact of American life—disrupts the traditional family 
life-cycle pattern. The mother usually has custody of the children, and the  father 
may pay child support. The mother and children typically have much less income 
than two-parent families. Such families spend a larger portion of their income on 
housing, child care, and other necessities, leaving little for discretionary pur-
chases. If a single parent remarries, the family life cycle may start over again. 16  

 The singles market is growing. With more people choosing to remain single 
and others getting divorced, more Americans and Europeans now live alone. 

LO 5.3

 Family life cycle 
influences needs 

 Young people 
and families accept 
new ideas 

 Growing singles market 

Schwann’s home delivery of 
food products and complete 
meals appeals to dual-career 
families and professionals who 
place a high value on their 
time.
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In the U.S., more than a quarter of all households consist of just one person, 
while in some cities, including Washington D.C., Seattle, and Atlanta, the num-
ber is over 40 percent. This trend creates opportunities for more than just 
builders of  apartment buildings and condominiums. IKEA has seen growth in 
product lines designed for small space living, Norwegian Cruise Lines now of-
fers studio  staterooms for single travelers, and Lowe’s has an ad showing a sin-
gle woman renovating her bathroom. 17  

 Once children become teenagers, further shifts in spending occur. Teenag-
ers eat more, want to wear expensive clothes, like music, and develop recreation 
and education needs that are hard on the family budget. American teens cur-
rently spend almost $200 billion a year. They are a target for many firms; Bausch 
& Lomb’s contact-lens sales hit record levels when the firm refocused its mar-
keting efforts on teens. 18  

 Another important category is the  empty nesters —people whose children 
are grown and who are now able to spend their money in other ways. This tends 
to be a high-income period, especially for white-collar workers. Empty nesters 
are an attractive market for many items. Often they spend more on travel and 
other things they couldn’t afford earlier in life. Much depends on their  income, 
of course. 19  

 In years past, most marketers in the United States targeted the wife as the 
family purchasing agent. Now, with sex-role stereotypes changed and with night 
and weekend shopping more popular, men and older children take more re-
sponsibility for shopping and decision making. Family roles vary from one cul-
ture to another. 

 Reallocation for 
teenagers 

 Selling to the 
empty nesters 

 Who is the real decision 
maker in family 
purchases? 

Exhibit 5–7 Stages in Modern Family Life Cycles

Middle-aged
divorced

(or single)
with children

Young
divorced

(or single)
with

children

Middle-aged
married
without
children

Young
divorced
without
children

Middle-aged
married without

dependent
children*

Older 
unmarried*

Middle-aged
married with

children*

Young 
married

with
children*

Young
single*

Young 
married
without

children*

Older
married*

Usual flow Recycled flow * Traditional family flow

Middle-aged
divorced

(or single) without
dependent

children

Middle-aged
divorced

(or single)
without
children
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 Buying responsibility and influence vary 
greatly depending on the product and the 
family. Although often only one family 
member goes to the store for a specific 
purchase, other family members may in-
fluence the decision or really decide what 
to buy. Still others may use the product. A 
lot of kids just have to have a Burger King 
hamburger because they really want the 
“free” crown. 20  

 Up to now, we’ve been concerned with 
individuals and their family relationships. 
Now let’s consider how society looks at an 
individual and perhaps the family—in 
terms of social class. A  social class  is a 
group of people who have approximately 
equal social position as viewed by others in 
the society. 

 Almost every society has some social 
class structure. In most countries, social 
class is closely related to a person’s occu-
pation, but it may also be influenced by 
education, community participation, 
where a person lives, income, possessions, 
social skills, and other factors—including what family a person is born into. 

 In most countries—including the United States—there is  some  general rela-
tionship between income level and social class. But people with the same income 
level may be in different social classes. So income by itself is usually not a good 
measure of social class. And people in dif-
ferent social classes may spend, save, and 
borrow money in very different ways. 

 The U.S. class system is far less rigid 
than those in most countries. Children 
start out in the same social class as their 
parents—but they can move to a different 
social class depending on their education 
and job. By contrast, India’s social struc-
ture is much more rigid, and individuals 
can’t easily move up in the class system. 

 Marketers want to know what buyers 
in  various social classes are like. In the 
United States, simple approaches for mea-
suring social class groupings are based on 
a person’s  occupation, education,  and  type 
and location of housing.  By using marketing 
research surveys or available census data, 
marketers can get a feel for the social class 
of a target market. 

 While many people think of America 
as a middle-class society, studies suggest 
that in many marketing situations dis-
tinctive social class groups do exist. Var-
ious classes shop at different stores. 
They prefer different treatment from 

 Social class affects 
attitudes, values, and 
buying 

 What do these classes 
mean? 

It is estimated that teenagers make or 
directly influence more than $200 
billion in spending in the United States. 
Tyson recognizes this fact and appeals 
to parents who have heard their teens 
cry, “I’m still hungry.”

Consumers often look to other 
consumers for buying advice. Yelp’s 
website and cell phone app allow 
consumers to rate and read reviews of 
restaurants, nightlife, auto repair shops, 
and much more.
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salespeople. They buy different 
brands of products—even though 
prices are about the same. And 
they have different attitudes to-
ward spending and saving—even 
when they have the same income 
level. 

 A  reference group  refers to the 
people to whom an individual 
looks when forming attitudes 
about a particular topic. People 
normally have several reference 
groups for different topics. Some 
they meet face-to-face; others they 
just wish to imitate—for example, 
performers or athletes. In either 
case, they may take values from 
these reference groups and make 
buying decisions based on what 
the group might accept. 

 Reference influence is stronger 
for products that others “see” and 
which relate to status in the group. 
For example, while one group 
might view owning a fur coat as a sign of “having arrived,” a group of animal 
lovers may see the same purchase as bad judgment. 21  

 An  opinion leader  is a person who influences others. Opinion leaders aren’t 
necessarily wealthier or better educated. And opinion leaders on one subject 
aren’t necessarily opinion leaders on another. For example, you may have a 
friend who is ahead of the curve in knowing about videogames, but you might 
not want that friend’s opinion about new clothing styles and cosmetics. Opinion 
leaders can influence both what product categories a consumer considers and 
what brands he or she purchases. 

 Rapid consumer adoption of the web and social media has boosted the effects 
of social influence on the consumer decision process. Social media exposes con-
sumers to a wider range of reference groups. Skimming through a Facebook 
newsfeed and Instagram allow a person to see more references than they might 
have seen without these social media sites. 

 Social media also amplifies the voices of opinion leaders. Think about the 
impact of a traveler posting a long, detailed positive review at Hotels.com or a 
movie fan telling Facebook friends how much she disliked a new movie. In the 
past, one might just happen to mention one’s satisfaction or dissatisfaction to a 
few friends or colleagues. Now the web and social media provide a megaphone 
to broadcast opinions to more people. 

 The challenge for marketing managers is figuring out what to do with these 
new influences—since many are outside of their direct control. There are 
strategies. Some firms make opinion leaders the target market. For example, 
some moms have had great success writing blogs that attract tens of thousands 
of readers. They often blog about products they like—and don’t like. Kodak 
identified 10 influential “mommy bloggers” with whom it wanted to work. 
The bloggers then used their blogs to promote a contest where readers wrote 
a story about one of their photos. The winner received a new Kodak HD 
 Camera—and Kodak got a lot of positive publicity. 

 Reference groups help 
people form attitudes 

 Opinion leaders 
influence buyers 

 Social media boosts 
social influence 

Marketing managers often target opinion 
leaders because they influence others. The Syfy 
television network wants advertisers to know 
that many of its viewers are opinion leaders.
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 Marketing managers should closely monitor online opinion leaders. They 
can be quick to let their followers know when they don’t like a marketing mix. 
Motrin had to pull an advertisement after thousands of bloggers and Twitter 
tweets attacked one of its ads as being demeaning to mothers. 22  

 Culture, Ethnicity, and Consumer Behavior 

 Cultural variation across ethnic groups or countries can result in differences in 
how consumers make purchase choices. As we discussed in Chapter 3, these dif-
ferences create opportunities for resourceful firms. In this section we discuss how 
culture, ethnicity, and international boundaries influence consumer behavior. 

  Culture  is the whole set of beliefs, attitudes, and ways of doing things of a 
reasonably homogeneous set of people. In this chapter, as well as Chapter 3, we 
look at the broad impact of culture. 

 We can think of the American culture, the French culture, or the Chinese 
culture. People within these cultural groupings tend to be more similar in out-
look and behavior. But often it is useful to think of subcultures within such 
groupings. For example, within the American culture, there are various reli-
gious, ethnic, and regional subcultures. 

 Failure to consider cultural differences, even subtle ones, can result in 
 problems. To promote their product and get people to try it, marketers for 
Pepto-Bismol often provide free samples at festivals and street fairs. Their idea 
is that people tend to overindulge at such events. However, when they distrib-
uted sample packets at a festival in San Francisco’s Chinatown, they insulted 
many of the people they wanted to influence. Booths with Chinese delicacies 
lined the streets, and many of the participants interpreted the sample packets 
(which featured the word “Nauseous” in large letters) as suggesting that Chi-
nese delicacies were nauseating. The possibility of this misinterpretation may 
seem obvious in hindsight, but if it had been that obvious in advance the whole 
promotion would have been handled differently. 23  

 America may be called the melting pot, but ethnic groups deserve special at-
tention when analyzing markets. One basic reason is that people from different 
ethnic groups may be influenced by very different cultural variables. They may 
have quite varied needs and their own ways of thinking. Moreover, Americans 
value diversity and the United States is becoming a multicultural market. As a 
result, rather than disappearing in a melting pot, some important cultural and 
ethnic dimensions are being preserved and highlighted. This creates both op-
portunities and challenges for marketers. 

 A marketer needs to study ethnic dimensions very carefully because they can 
be subtle and fast-changing. This is also an area where stereotyped thinking is 
the most common—and misleading. Many firms make the mistake of treating 
all consumers in a particular ethnic group as homogeneous. For example, some 
marketing managers treat all 39.9 million African American consumers as “the 
black market,” ignoring the great variability among African American house-
holds on other segmenting dimensions. 

 More marketers pay attention to ethnic groups now because the number of eth-
nic consumers is growing at a much faster rate than the overall society. Much of this 
growth results from immigration. In addition, however, the median age of Asian 
Americans, African Americans, and Hispanics is much lower than that of whites—
and the birthrate is higher. In combination, these factors have a dramatic effect. 

 Culture surrounds the 
other influences 

 Do ethnic groups buy 
differently? 

 Stereotypes are 
common—and 
misleading 

 Ethnic markets are 
becoming more 
important 
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 The buying power of ethnic submarkets is also increasing rapidly. Estimates 
indicate that Hispanics and African Americans each spend more than $1 trillion 
a year and Asian Americans over $500 billion a year. It’s also important to mar-
keters that much of this buying power is concentrated in certain cities and 
states, which makes targeted promotion and distribution more efficient. For 
example, over 20 percent of San Francisco residents are Asians. 

 Let’s take a closer look at Hispanic Americans. Hispanics are the largest and fast-
est growing ethnic group in the United States. In 2010, the Hispanic population 
was about 50.5 million and made up 16.3 percent of the total U.S. population—
up from 35.3 million and 12.5 percent in 2000. We can expect more growth be-
cause in 2010, 23.1 percent of all children under age 18 were Hispanic. Their rela-
tive youth and the growth potential suggest the Hispanic market offers marketing 
opportunities. 24  

 Many companies are responding to this trend. For example, Wells Fargo 
branches in the Southwest have added Latin-style decor, bicultural tellers, and 
Spanish-language promotion. Efforts such as these have significantly increased 
Wells Fargo’s business. P&G found Hispanic consumers like using fragrances in 
their homes and developed Febreze Destinations Collections, a line of air fresh-
eners targeting this market. The growth is reflected in media that targets His-
panics, too. ESPN Deportes (Spanish for “ESPN Sports”)—a 24-hour cable 
television channel and companion website—focuses on the particular interests 
of the Hispanic sports fan. 

 While there are fewer Asian Americans (about 14.4 million in 2010 and 4.6 per-
cent of the population), the number has more than tripled since 1980. Asian 
Americans have the highest median family income ($64,308) of the  major ethnic 
groups. Because of this growth and income, companies as varied as Kraft, 
Walmart, and Allstate are targeting these consumers, especially in California, New 
York, and Texas, where half the Asian American population is concentrated. 25  

 Planning strategies that consider cultural differences in international mar-
kets can be even harder—and such cultures usually vary more. Each foreign 
market may need to be treated as a separate market with its own submarkets. 
Ignoring cultural differences—or assuming that they are not important— 
almost guarantees failure in international markets. 

 Hispanic market is 
growing 

 Asian American market 
growing fast, too 

 Culture varies in 
international markets 

Many firms are developing 
strategies to appeal to the 
fast-growing Hispanic market. 
Goya wants to let grocers 
know that demand for 
coconut milk spikes during the 
holidays because it is a vital 
part of many Hispanic 
celebrations. Kraft promotes 
its popular Mac and Cheese 
by writing the headline for the 
product in Spanish. 
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 Consider the situation faced by marketers as they introduced Swiffer, the fast-
selling wet mop, in Italy. Research showed that Italian women wash their floors 
four times more often than Americans. Based on that, you might predict a big 
success for Swiffer in Italy. Yet many new cleaning products flop there. Fortu-
nately, the research suggested a reason. Many Italians have negative attitudes 
about ad claims that a product makes cleaning  ea  s  ier . This is a popular appeal in 
the United States, but many Italian women doubt that something that works 
easily will meet their standards for cleanliness. So for the Italian market Swiffer 
was modified and beeswax was added to polish floors after they have been 
mopped. Now Swiffer is a top seller in Italy. 26  

 Sometimes an understanding of local culture points out new ways to blend 
the four Ps. For example, Nestlé knew that free samples would kickstart the 
adoption process of its new line of food flavorings in Brazil. In the United 
States, it’s common to distribute free samples at stores, but that would seem 
strange to Brazilians. Local Nestlé managers in Brazil posed a more culturally 
acceptable approach to distribute the samples. In Brazil, people cook on gas 
stoves and deliverymen regularly bring canisters of gas to their homes. So Nestlé 
paid these local gas deliverymen to offer their customers samples of the flavor-
ings and explain how to use them. Consumers showed more interest in the 
samples when the conversation took place with someone they trusted right by 
the stove where the flavorings would be used. 27  

 Individuals Are Affected by the Purchase Situation 

  Why  a consumer makes a purchase can affect buying behavior. For example, a 
student buying a pen to take notes might pick up an inexpensive Bic. But the 
same student might choose a Cross pen as a gift for a friend. And a gadget-lover 

 Purchase reason 
can vary 

LO 5.4

Consumer behavior varies with situational factors. Consumers shop differently when buying gifts—and BoConcept tries to 
make gift-buying easier by presenting a range of ideas. The time a consumer has available to shop also affects his or her 
behavior. Woot uses this to its advantage. The online retailer offers one deeply discounted product each day—customers 
must buy that day or forget about it.
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www.boconcept.com

FOR SOMEONE SPECIAL
Good honest materials, neutral colors, beautiful textures and unique designs.

Find inspiration in the Nordic way of life this Holiday season and get your hands on stylish 

gifts for someone special. Also discover more great design furniture pieces from our 

collection in your local BoConcept brand store today or online at www.boconcept.com

Gift ideas
from $16

Storage boxes from $19 Tree sculpture $29

Cushions from $29 Throw, 100% wool $139

Letter sculpture $19 Bowl, acacia wood $119 Tealight holder $16

6 Collectors cups $29
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with some free time on his hands might buy a digital pen that transfers hand-
written notes to a tablet computer—just for the fun of trying it. 

 Time influences a purchase situation.  When  consumers make a purchase—
and the time they have available for shopping—will influence their behavior. 
Socializing with friends at a Starbucks induces different behavior than grabbing 
a quick cup of 7-Eleven coffee on the way to work. The urgency of the need is 
another time-related factor. Shopping for tires is much more urgent when one 
has a flat as compared to when one notices that the tread is just starting to wear 
thin. When the need is urgent, customers will be less inclined to evaluate a 
range of options—and place more emphasis on speed and convenience. 

 Surroundings can affect buying behavior. The excitement at an on-site auc-
tion may stimulate impulse buying. Checking out an auction online might lead 
to a different response. Consider how the warehouse-like setting in a Sam’s 
Club store signals low-cost operations and price reductions. 28  

 Needs, benefits sought, attitudes, motivation, and even how a consumer 
 selects certain products all vary depending on the purchase situation. So differ-
ent purchase situations may require different marketing mixes—even when the 
same target market is involved. 

 The Consumer Decision Process 

 The model in Exhibit 5-2 organizes the many different influences on consumer 
behavior. It helps explain  why  consumers make the decisions they make. Now, 
we’ll expand that model with a closer look at the steps in the consumer decision 
process and a focus on  how  consumers make decisions. 29  See Exhibit 5-8. 

 Time affects what 
happens 

 Surroundings affect 
buying too 

LO 5.5

Exhibit 5–8  An Expanded Model of Consumer Behavior

Marketing mixes All other stimuli

Culture Purchase
situation

Social
influences

Psychological
variables

Economic
needs

Feedback based on experience

Postpone decision

Consumer decision process
Routinized response

Experience
after the
purchase

Purchase
decision

Problem solving
 • Information search 
 • Identify alternatives
 • Set criteria
 • Evaluate alternatives

Need
awareness
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 The consumer decision process begins when a consumer becomes aware of 
an unmet need. The consumer’s problem-solving process then focuses on how 
best to meet that need. Problem recognition often happens quickly. A student 
on the way to class, for example, may realize that she’s thirsty and wants some-
thing to drink. Or problem recognition may take shape over time. For example, 
a recent grad with a new 
apartment might want 
a  comfortable place to 
sit while watching TV in 
the evening. These situa-
tions present problems 
that may be solved with 
a purchase. But what 
purchase should it be? 

 The web and social 
media potentially ex-
pose consumers to many 
goods, services, experi-
ences, and people. Does 
this activity affect con-
sumer awareness of wants 
and needs? For example, 
have you ever noticed a 
Facebook friend with a 
new car, new shirt, or on 
a fun vacation, and 
found yourself thinking about making a similar purchase? Other sites, like the 
photo-sharing site Pinterest, encourage people to look at  photos—often 
 products—that friends have “pinned.” While advertising often tries to raise aware-
ness of needs, consumers who see friends or family addressing certain needs may 
find themselves with new wants and needs. 

 How a consumer solves the problem depends on the situation. Exhibit 5-9 
highlights the basic problem-solving steps a consumer may go through to satisfy 
a need. A consumer may search for information, identify alternatives, decide 
what factors (criteria) are important, and then evaluate one or more alternative 
products that meet the need. These activities may require a lot of time and 
 effort on the part of a consumer, very little time, or be skipped altogether. 

 How much effort is put into a buying decision depends in part on the eco-
nomic needs, psychological variables, social influences, and purchase situation 
factors discussed earlier in this chapter. It’s also tied to the amount of risk a buyer 
sees in making a wrong choice. For instance, when a buyer has little involvement 
in the purchase or the expense is small, a poor buying decision will result in little 
financial or social risk. Under these circumstances the buyer usually puts little 
effort into the buying decision. On the other hand, when a buyer is highly in-
volved and cares deeply about the choice, or when the price is high, there may be 
more risk in making a bad decision. So the buyer often extends more effort in 
order to be more confident. Exhibit 5-10 suggests three levels of problem solving 
that relate to the amount of effort the buyer puts into the decision. 

 Consumers use  extensive problem solving  when they put much effort into de-
ciding how to satisfy a need—as is likely for a completely new purchase or to 
satisfy an important need. For example, an avid computer “gamer” may put a 
great deal of effort into buying a new gaming computer. Our gamer might so-
licit friends’ opinions about the graphics speed and audio quality for different 
 models before going online to compare options and prices and read technical 

 Recognizing a need 
creates a problem for 
the consumer 

 Do the web and social 
media drive needs? 

 Three levels of problem 
solving are useful 

Exhibit 5–9 
Consumer Problem 
Solving

Evaluate
alternatives

Set criteria

Identify
alternatives

Information
search

Internet Exercise

Pinterest is a photo-sharing site that allows users to 
create and share “pinboards” around a particular topic 
of interest. When users find an image online, they can 
add it to one of their pinboards. Go to the Pinterest 
website (www.pinterest.com). This exercise will require 
you to set up an account if you do not have one. 
Account registration is fast and can be deleted after 
completing the exercise. Click and open “Categories” 
(as of this writing, a symbol in the upper left corner of 
the site). Choose “Cars & Motorcycles” or “Weddings” 
and look through several dozen images that have been 
pinned in the category. How could this activity make 
interested followers of the category aware of needs 
they might not have had previously? How could a 
marketing manager who sells car seat covers or 
wedding dresses take advantage of this phenomenon?
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 reviews. Then, the gamer might visit a local store for a hands-on demo of a 
 favorite game on a few computers. To narrow down to a final choice, the gamer 
could evaluate customer-service support and warranties. This is certainly not an 
impulse purchase! The decision to buy—and what to buy—comes only after an 
extensive effort. 

Limited problem solving  is used by consumers when  some  effort is required in 
deciding the best way to satisfy a need. This is typical when the consumer has 
some previous experience with a product but isn’t quite sure which choice to 
make at the moment. A seasoned computer gamer, for instance, may already 
know that he likes sports games and what store has the newest releases. At the 
store he might get the salesperson’s advice and check out the video quality on a 
few games before deciding which to buy. This is a deliberate purchase, but only 
a limited amount of effort is expended before making the decision. 

 A consumer uses  routinized response behavior  when he or she regularly selects 
a particular way of satisfying a need when it occurs. Routinized response is typi-
cal when a consumer has considerable experience in how to meet a specific 
need and requires no new information. For example, our gamer might auto-
matically buy the latest version of “Madden NFL” as soon as EA Sports makes it 
available. Routinized response also may occur when a buyer trusts a company, 
brand, or a friend’s recommendation. Because trust lowers the risk of making 
the wrong choice, less effort is required from the buyer. 

 Routinized response behavior is also typical for  low-involvement purchases — 
purchases that have little importance or relevance for the customer. Let’s face 
it, buying a box of salt is probably not one of the burning issues in your life. 30

 The idea of a decision process does  not  imply that consumers always apply 
rational  processes in their buying decisions. To the contrary, consumers don’t 
always seek accurate information or make smart choices that provide the best 
economic value. This is often because of the influences on consumer behavior 
that we discussed earlier in the chapter. For example, most sport utility vehi-
cles never leave the paved road, but buyers like the image of driving an SUV 
and  knowing  they can get off the paved road if they want to. When a tourist 
spends 1,000 euros on a Loewe leather purse, it may simply be that she loves 
the style, can afford it, and “has to have it.” Needs are operating in such a 
 purchase, but they are higher-level needs and not some sort of functional 
 “requirement.” 

 A customer who is ready to buy may have to decide which brand to purchase 
and where to make the purchase (that is, which store or location). There may 
be related decisions about colors, features, or other options as well. Buying can 
be complicated—and sometimes the complexity of all the choices causes cus-
tomers to delay the purchase. 

 When a consumer decides to delay a purchase, oftentimes the sale is lost. He 
or she may never return. For that reason, some marketers make it easy for cus-
tomers to come back later and purchase. For example, Walmart recently insti-
tuted a Christmas layaway program. When using layaway, a customer makes 
incremental payments on a purchase—and does not take it home until it is paid 

 Buying isn’t always 
rational 

 To buy or not to buy 

Exhibit 5–10  Problem-Solving Continuum

Low involvement
Frequently purchased
Inexpensive
Little risk
Little information needed

High involvement
Infrequently purchased
Expensive 
High risk 
Much information desired

Routinized
response
behavior

Limited
problem
solving

Extensive
problem
solving
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in full. Similarly, online retailers often allow customers to place items on a 
“Wish List” or “Save to Favorites” so they are easy to find when they return to 
the site. 

 When a customer gets close to making a purchase, marketing managers want 
to help “tip the scales.” At this point, offers of special financing or free delivery 
might be helpful in overcoming a delayed purchase. 

 After making a purchase, buyers often have second thoughts and wonder if 
they made the right choice. The resulting tension is called  dissonance —a feel-
ing of uncertainty about whether the correct decision was made. (In layman’s 
terms, this is known as “buyer’s remorse.”) This may lead a customer to seek 
additional information to confirm the wisdom of the purchase. 31  

 Sometimes uncertainty isn’t the issue. Rather the consumer is certain about 
being unhappy with a purchase. When a post-purchase experience fails to live 
up to expectations, a customer will be disappointed. For example, going out for 
an expensive dinner—and then getting slow service and cold food—results in 
considerable dissatisfaction and regret over the choice. The diner is much less 
likely to visit that restaurant again. A consumer may regret making a purchase 
for a variety of reasons that the consumer didn’t anticipate when making the 
purchase. But, whatever the reason, regret is not likely to lead to the same deci-
sion in the future. 

 Many consumers talk about their purchases and share opinions about their 
good and bad experiences. Recommendations from friends can have a big in-
fluence on whether we try a new restaurant, buy a hybrid car, or choose a differ-
ent dentist. Consumers are even more likely to share stories about being 
dissatisfied than satisfied. This is important for a marketer to remember. At 
times, his or her career might call for countering negative publicity—damage 
control—to save a product’s image. 

 The Internet gives people a forum to share their opinions with a large audience. 
Many people rely on such information in making purchase choices. For example, 
online audiobook retailer Audible.com’s customers often use reviews by other lis-
teners to help make selections. A recent study revealed that more than a fourth of 
Google search results on the top 20 brands link to consumer opinions. However, 
sometimes information posted by consumers isn’t accurate—and that can be a real 
headache for marketers. 32  

 When consumers face a really new concept, their previous experience may 
not be relevant. These situations involve the  adoption process —the steps indi-
viduals go through on the way to accepting or rejecting a new idea. Although 
the adoption process is similar to the decision-making process, learning plays a 
clearer role and promotion’s contribution to a marketing mix is more visible. 

 In the adoption process, an individual moves through some fairly definite 
steps: 

 1.  Awareness —the potential customer comes to know about the product but lacks 
details. The consumer may not even know how it works or what it will do. 

 2.  Interest —if the consumer becomes interested, he or she will gather general 
information and facts about the product. 

 3.  Evaluation —a consumer begins to give the product a mental trial, applying 
it to his or her personal situation. 

 4.  Trial —the consumer may buy the product to experiment with it in use. 
A product that is either too expensive to try or isn’t available for trial may 
never be adopted. 

 Consumers can have 
second thoughts after 
a purchase 

 Post-purchase regret is 
a bigger problem 

 Some consumers spread 
the word after they buy 

 New concepts require 
an adoption process 
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 5.  Decision —the consumer decides on either adop-
tion or rejection. A satisfactory evaluation and 
trial may lead to adoption of the product and 
regular use. According to psychological learning 
theory, reinforcement leads to adoption. 

 6.  Confirmation —the adopter continues to rethink 
the decision and searches for support for the 
decision—that is, further reinforcement. 33  

 Dropbox had to work with the adoption process 
when it introduced cloud storage—an idea that 
was not familiar to many computer users. Dropbox 

lets users create a file folder on their devices—say their laptop, tablet, or 
smartphone—and share it with the others. For example, if a consumer places 
a photo, song, or document in the Dropbox folder on their laptop, it would 
automatically be replicated on their phone and tablet computer. The file 
is also backed up on the Internet. Furthermore, folders can also be shared 
with friends or work colleagues. 

 Dropbox first targeted techies, who are comfortable with technology. The 
techies quickly downloaded Dropbox because it filled a need, since these users 
tend to have many digital devices. Dropbox came with 2 GB of online storage. 
To encourage early customers to spread  awareness  and  generate  interest in Drop-
box, they were given additional storage space for each person they referred to 
Dropbox. Many techies found good value in Dropbox and were happy to spread 
the word. A video on its website demonstrated how Dropbox works, making it 
easy for customers to  evaluate  its usefulness to them. The software was easy to 
install and it was free, making  trial  easy, too. As others used Dropbox, many be-
gan to share files with friends, family, and co-workers. This acted as  confirmation
and  reinforced  their decision. Some customers use the service so much they pay 
for additional storage space. 

 In this chapter, we analyzed the individual consumer as a 
problem solver who is influenced by economic needs, psy-
chological variables, social influences, and the purchase 
 situation. We showed how these variables influence the con-
sumer decision process, what the steps in that process are, 
and why it is important to consider these steps when plan-
ning a marketing strategy. For example, we discussed three 
levels of problem solving that you can use to evaluate how 
consumers approach different types of purchase decisions. 
We also discussed how the consumer’s experience after the 
purchase impacts what that consumer will do in the future. 

 From a broader perspective, this chapter makes it clear 
that each consumer and purchase decision is somewhat 
unique. So it isn’t possible to catalog all of the individual 
possibilities. Rather, the overall focus of this chapter is to 
provide you with general frameworks that you can use to 

analyze consumers regardless of what the particular prod-
uct or decision may be. This also helps you to identify the 
dimensions of consumer behavior that are most important 
for segmenting the market and developing a targeted mar-
keting mix. 

 By now it should be clear that expensive marketing er-
rors can be made when you assume that other consumers 
will behave in the same manner as you or your family and 
friends. That’s why we rely on the social and behavior sci-
ences for insight about consumer behavior in general and 
why marketing research is so important to marketing man-
agers when they are developing a marketing strategy for a 
particular target market. When managers understand how 
and why consumers behave the way they do, they are better 
able to develop effective marketing mixes that really meet 
the needs of their target market. 

 CONCLUSION 
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 KEY TERMS LO 5.6

 1. In your own words, explain economic needs and how they 
relate to the economic-buyer model of consumer behavior. 
Give an example of a purchase you recently made that is 
consistent with the economic-buyer model. Give another 
that is not explained by the economic-buyer model. Ex-
plain your thinking. 

 2. Explain what is meant by a hierarchy of needs and provide 
examples of one or more products that enable you to sat-
isfy each of the four levels of need. 

 3. Cut out or photocopy two recent advertisements: one full-
page color ad from a magazine and one large display ad 
from a newspaper. In each case, indicate to which needs 
the ads appeal. 

 4. Explain how an understanding of consumers’ learning pro-
cesses might affect marketing strategy planning. Give an 
example. 

 5. Briefly describe your own  beliefs  about the potential value 
of low-energy compact fluorescent lightbulbs, your  atti-
tude  toward them, and your  intention  about buying one 
the next time you need to replace a bulb. 

 6. Give an example of a recent purchase experience in which 
you were dissatisfied because a firm’s marketing mix did 
not meet your expectations. Indicate how the purchase 
fell short of your expectations—and also explain whether 
your expectations were formed based on the firm’s promo-
tion or on something else. Will it affect how much you 
trust that firm or brand in the future? 

 7. Explain psychographics and lifestyle analysis. Explain how 
they might be useful for planning marketing strategies to 
reach college students, as opposed to average consumers. 

 8. A supermarket chain is planning to open a number of new 
stores to appeal to Hispanics in southern California. Give 
some examples that indicate how the four Ps might be ad-
justed to appeal to the Hispanic subculture. 

 9. How should social class influences affect the planning of a 
new restaurant in a large city? How might the four Ps be 
adjusted? 

 QUESTIONS AND PROBLEMS 
 10. Illustrate how the reference group concept may apply in 

practice by explaining how you personally are influenced 
by some reference group for some product. What are the 
implications of such behavior for marketing managers? 

 11. Give two examples of recent purchases where the specific 
purchase situation influenced your purchase decision. 
Briefly explain how your decision was affected. 

 12. Give an example of a recent purchase in which you used 
extensive problem solving. What sources of information 
did you use in making the decision? 

 13. On the basis of the data and analysis presented in Chapter 5, 
what kind of buying behavior would you expect to find for 
the following products: ( a ) a haircut, ( b ) a shampoo, ( c ) a 
digital camera, ( d ) a tennis racket, ( e ) a dress belt, ( f  ) a cell 
phone, ( g ) life insurance, ( h ) an ice cream cone, and ( i ) a new 
checking account? Set up a chart for your answer with prod-
ucts along the left-hand margin as the row headings and the 
following factors as headings for the columns: ( a ) how con-
sumers would shop for these products, ( b ) how far they 
would travel to buy the product, ( c ) whether they would buy 
by brand, ( d ) whether they would compare with other prod-
ucts, and ( e ) any other factors they should consider. Insert 
short answers—words or phrases are satisfactory—in the vari-
ous boxes. Be prepared to discuss how the answers you put 
in the chart would affect each product’s marketing mix. 

 14. Review the model in Exhibit 5-2 and then reread the Apple 
case at the beginning of this chapter. List and briefly de-
scribe specific points in the case that illustrate the model. 

 15. Interview a friend or family member about two recent pur-
chase decisions. One decision should be an important pur-
chase, perhaps the choice of an automobile, a place to live, 
or a college. The second purchase should be more routine, 
such as a meal from a fast-food restaurant or a regularly 
purchased grocery item. For each purchase, ask your 
friend questions that will help you understand how the de-
cision was made. Use the model in Exhibit 5-8 to guide 
your questions. Describe the similarities and differences 
between the two purchase decisions. 
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 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Customers” section and consider the following questions. 

 a. Based on the marketing plan, what do we know about the consumer behavior of the target market? 

 b. What additional information do you think would be helpful before developing a marketing strategy for Hillside? 
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143 SUGGESTED CASES 
  1. McDonald’s “Seniors” Restaurant 3. NOCO United Soccer Academy  8. Besitti’s Restaurant
 9. Peaceful Rest Motor Lodge 10. Cooper’s Ice Center   11. Running Room   
12. DrJane.com—Custom Vitamins   30. Walker-Winkle Mills, Ltd. 

 COMPUTER-AIDED PROBLEM 
 5. SELECTIVE PROCESSES 

 Submag, Inc., uses direct-mail promotion to sell magazine 
subscriptions. Magazine publishers pay Submag $3.12 for each 
new subscription. Submag’s costs include the expenses of print-
ing, addressing, and mailing each direct-mail advertisement plus 
the cost of using a mailing list. There are many suppliers of mail-
ing lists, and the cost and quality of different lists vary. 

 Submag’s marketing manager, Shandra Debose, is trying to 
choose between two possible mailing lists. One list has been 
generated from phone directories. It is less expensive than the 
other list, but the supplier acknowledges that about 10 percent 
of the names are out-of-date (addresses where people have 
moved away). A competing supplier offers a list of active mem-
bers of professional associations. This list costs 4 cents per 
name more than the phone list, but only 8 percent of the ad-
dresses are out-of-date. 

 In addition to concerns about out-of-date names, not every 
consumer who receives a mailing buys a subscription. For ex-
ample,  selective exposure  is a problem. Some target customers 
never see the offer—they just toss out junk mail without even 
opening the envelope. Industry studies show that this wastes 
about 10 percent of each mailing—although the precise per-
centage varies from one mailing list to another. 

Selective perception  influences some consumers who do open 
the mailing. Some are simply not interested. Others don’t want to 

deal with a subscription service. Although the price is good, these 
consumers worry that they’ll never get the magazines. Submag’s 
previous experience is that selective perception causes more 
than half of those who read the offer to reject it. 

 Of those who perceive the message as intended, many are 
interested. But  selective retention  can be a problem. Some 
people set the information aside and then forget to send in the 
subscription order. 

 Submag can mail about 25,000 pieces per week. Shandra 
Debose has set up a spreadsheet to help her study effects of 
the various relationships discussed earlier and to choose be-
tween the two mailing lists. 

 a. If you were Debose, which of the two lists would you buy 
based on the initial spreadsheet? Why? 

 b. For the most profitable list, what is the minimum number 
of items that Submag will have to mail to earn a profit of at 
least $3,500? 

 c. For an additional cost of $.01 per mailing, Submag can in-
clude a reply card that will reduce the percent of consum-
ers who forget to send in an order (Percent Lost—Selective 
Retention) to 45 percent. If Submag mails 25,000 items, is 
it worth the additional cost to include the reply card? Ex-
plain your logic.  
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 Business and 
Organizational 
Customers and Their 
Buying Behavior 
 MetoKote Corp. specializes in protective coating applica-
tions, like powder-coat and liquid paint, that other manufac-
turers need for the parts and equipment they make. For 
example, when you see John Deere agricultural, construc-
tion, or lawn- and grounds-care equipment, many of the com-
ponents have likely been coated (painted) in a MetoKote 
facility. In fact, Deere and MetoKote have a close buyer–seller 
relationship. While Deere uses a variety of methods to iden-
tify suppliers and get competitive bids for many items it 
needs, it’s different with MetoKote. Deere isn’t going to 
switch to some other supplier just because other options 
provide cheaper coatings. MetoKote not only provides pro-
tective coatings for many Deere products, it has built facili-
ties right next to some Deere plants. When it’s time for a 
component to be coated, a conveyer belt moves the part out 
of the Deere plant and into the MetoKote facility. A short 
time later it’s back—and it’s green or yellow. 

 Deere favors this type of arrangement. It lets MetoKote’s 
experts keep up with all of the environmental regulations 
and new technologies for coatings. 

 For a manufacturer, this type of relationship allows its facili-
ties to be smaller and less costly to build and maintain, as the 
space isn’t required for large spray booths. With MetoKote’s 
facilities located nearby, newly coated parts for Deere do not 
have to be shipped, resulting in fewer scratches and dents—
which produces higher-quality parts with less rework required. 

 Many people were involved in the decision to purchase 
coating services in this way. The responsibility for choosing 
vendors didn’t just rest with the purchasing department but 
involved input from people in finance, quality control, and, in 
some cases, even the production employees. 

 Deere needs high-quality protective finishes because its 
customers want durable, long-lasting equipment. Like Deere, 
they want good value—and Deere is known for delivering that. 

 Deere’s reputation follows from its focus on helping cus-
tomers and dealers earn higher profits. For example, some 
Deere farm equipment includes a global positioning device 

that tracks exactly where the equipment goes when it is plow-
ing, seeding, or cutting. The company’s GreenStar system, 
which can easily be moved from machine to machine, uses 
advanced technology to measure average farm and field 
yields and to facilitate documentation of tillage practices, 
planting, spraying, weather, and more. Another innovation in 
Deere’s new cotton harvester inserts a radio frequency ID 
(RFID) tag as it spools a 4,750 pound bale of cotton fiber and 
then automatically wraps it in a plastic film. The RFID chip, 
combined with global positioning system (GPS) data, lets cot-
ton processors trace the precise origin of each bale. They 
know, for instance, if the cotton was grown without pesticides 
and qualifies to be sold as organic. The plastic film eliminates 
the 20 percent drop in the quality of the cotton fiber that can 
result from water damage. Deere innovations like these can 
help a farmer make data-driven decisions, increase productiv-
ity, and add value to the entire farming operation. 

 John Deere sees big opportunities in South America 
where farms are growing food for the world. Brazil, for ex-
ample, produces more than half of the world’s orange juice—
almost all for export. Farms in Brazil can be very large; a 
single farm might stretch over 200,000 acres and purchase 
millions of dollars in farm equipment each year. So when 
John Deere managers asked, farmers in Brazil responded 
that they wanted powerful tractors capable of hauling wider 
planters and other implements. The new 8R tractor costs 
more than other tractors on the market, but Brazilian farmers 
find it helps them get more done with fewer tractors and less 
labor. Those savings plus the greater reliability and durability 
of Deere equipment create value; John Deere sales in South 
America are growing more than 30 percent per year. 

 Deere’s reputation for quality service is equally as impor-
tant as the company’s reputation for quality products. So 
Deere has streamlined distribution with the goal of giving 
customers and dealers better service. It’s dropping dealers 
who don’t measure up to its goals for customer satisfaction—
and encouraging the dealers that remain to consolidate so 
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that they will have economies of scale in purchasing, be able 
to afford more specialists in important areas like e-commerce, 
and be able to share inventory among multiple locations. 
Dealers appreciate that Deere set up the MachineFinder 
website and Facebook page, which help customers find used 
Deere equipment being sold by its dealers. Deere even 
 finances used purchases through John Deere Credit. 

 Deere designs marketing strategies that solve particular 
customer problems. For example, golf course managers buy 
Deere equipment to main-
tain their fairways, greens, 
and sand traps because they 
value the reliability and dura-
bility of the brand’s products. 
However, they also need a 
variety of operating sup-
plies—ranging from grass 
seed and irrigation equip-
ment to ball washers and 
chemicals. Golf course man-
agers have many responsibil-
ities besides purchasing, so 
Deere introduced its One 
Source service, which pro-
vides golf course managers 
with a “one-stop shop” for 
the things they need—all 
backed by the trusted Deere 
name. One Source saves 
time and strengthens Deere’s 

relationships with both its dealers and their golf course 
 customers. Of course, it creates new challenges for Deere’s 
purchasing department. It must identify, evaluate, monitor, 
and recommend the suppliers for the products that golf 
courses need. Deere’s dealers and golf course customers rely 
on Deere’s purchasing specialists to make the right decisions, 
but that’s part of the value that Deere provides. 

 Innovative approaches to delivering customer value make 
Deere the supplier of choice for many business customers. 1  

 LEARNING OBJECTIVES 

 As the John Deere case illustrates, the buying behavior of organizational customers can be 
very different from the buying behavior of final consumers. Marketing strategy planning 
requires a solid understanding of who these organizational customers are and how they buy. 

 When you finish this chapter, you should be able to: 
  1 name and give examples of the different types of business and 

organizational buyers. 

  2 describe how organizational and business markets differ from consumer 
markets. 

  3 describe each step in the model of organizational/business buying. 

  4 explain the different types of buying processes. 

  5 understand the different types of buyer–seller relationships and their 
benefits and limitations. 

  6 know about the number and distribution of manufacturers and why they 
are an important customer group. 

  7 know how buying by service firms, retailers, wholesalers, and governments 
is similar to—and different from—buying by manufacturers. 

  8 understand important new terms (shown in red). 

 Business and Organizational Customers—A Big Opportunity 

 Most people think about an individual final consumer when they hear the term 
customer.  But many marketing managers aim at customers who are not final 
 consumers. In fact, more purchases are made by businesses and other organiza-
tions than by final consumers. 

Business and organizational customers  are any buyers who buy for resale or to pro-
duce other goods and services. There are many different types of organizational 
customers, including the following: 

• Producers of goods and services —including manufacturers, farmers, real estate 
developers, hotels, banks, and even doctors and lawyers 

• Intermediaries —wholesalers and retailers 
• Government units —federal agencies in the United States and other countries 

as well as state and local governments 
• Nonprofit organizations —national organizations like the American Red Cross 

and Girl Scouts as well as local organizations like museums and churches 

LO 6.1
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 As this suggests, not all organizational customers are business firms. Even so, 
they are sometimes loosely referred to as  business buyers, intermediate buyers,  or 
industrial buyers —and marketing managers often refer to organizational custom-
ers collectively as the “business-to-business” market, or simply, the  B2B market.

 In this chapter, we’ll focus on organizational customers and their buying 
 behavior. See Exhibit 6-1. In Chapter 5 we focused on buying by final consum-
ers, so here we’ll start by covering important ways that organizational buying 
tends to be different from buying by final consumers. Next, we will look at a 
model of business and organizational buying. Finally, we’ll focus on some key 
differences among the specific types of organizational customers. 

 So keep in mind that, for many firms, marketing strategy planning is about 
meeting the needs of organizational customers, not final consumers. A firm 
can target both final consumers and organizations, but different marketing 
mixes may be needed. As you learn about the buying behavior of organiza-
tions, think about how a firm’s marketing mix may need to be different and 
how it may be adjusted. 

 Organizational Customers Are Different

 Organizational customers and their buying behaviors are different from final 
consumers and their buying behaviors. The differences have important implica-
tions for marketing strategy planning. See Exhibit 6-2. 

LO 6.2

Exhibit 6–1 Understanding Business and Organizational Customers for Marketing Strategy Planning

CustomersCustomers

• Fewer/larger buyers
• Economic needs
• Behavioral needs
•  Ethical issues
• Purchasing managers
• Multiple buying influence
• Buying procedures

Characteristics of Types of
Organizational Customers

• Manufacturers
•  Producers of services
•  Retailers and wholesalers
•  Government units

Chapter 6
Business and Organizational
Customers and Their Buying

Behavior

Chapter 5
Final Consumers
and Their Buying

Behavior

Business & Organizational
Markets and Customers
Are Different

A Model of Business and
Organizational Buying

• Defining the problem
•  Buying process
•  Managing the buyer–seller
 relationship
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 As compared to the consumer market, the organizational market includes far 
fewer buyers—yet the dollars spent by each are, on average, much greater. Con-
sider that Procter & Gamble sales to Walmart are more than $11 billion. While 
that case reflects an extreme, most B2B sellers have many customers that pro-
vide each of them with thousands—if not hundreds of thousands—of dollars in 
revenue. This allows business marketers the opportunity to invest more market-
ing resources into each customer. 

 Organizations intently focus on economic factors when they make purchase 
decisions. Buyers try to account for the total cost of selecting a supplier and its 
particular marketing mix, not just the initial price of the product. For example, a 
hospital that needs a new type of digital X-ray equipment might look at both the 
original cost and ongoing costs, how it would affect doctor productivity, and, of 
course, the quality of the images it produces. The hospital might also consider 
the seller’s reliability and its ability to provide speedy maintenance and repair. 

 The matter of reliability deserves further emphasis. An organization may not 
be able to function if purchases don’t arrive when they’re expected. For exam-
ple, a manufacturer forced to shut down a production line because sellers 
haven’t delivered the goods both causes and suffers far-reaching consequences. 
Further, reliable/dependable product quality is highly important. For example, 
a bug in e-commerce software purchased by a firm might cause the firm’s online 
order system to shut down. The costs of finding and correcting the problem—to 
say nothing about the cost of the lost business—could be much greater than the 
original cost of the software. 

 While economic needs are primary, B2B sellers know that organizational buy-
ers are also influenced by noneconomic factors. Many of the behavioral dimen-
sions mentioned in Chapter 5, like security, status, and a sense of 
accomplishment, are relevant here, too. Purchasing managers and others in-
volved in buying decisions are human, and they want friendly relationships with 
suppliers. 

 The purchasing people in some firms are eager to imitate progressive com-
petitors or even to be the first to try new products. Such “innovators” deserve 
special attention when new products are being introduced. Most members of 

 Customers are fewer in 
number but each spends 
more dollars 

 Economic needs 
are primary 

 Behavioral needs 
still matter 

Exhibit 6–2
Differences between 
Organizational 
Customers and Final 
Consumers

Business & 
Organizational

Markets Are
Different

Multiple buying
influence

Ethical issues arise

Purchasing
managers are

specialists

Economic needs are
primary

Fewer but larger
customers

Buyers follow
procedures

Behavioral needs
still matter
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the buying center want to do their jobs well, and good suppliers try to help 
them accomplish that. A recent survey found that buyers are more motivated to 
receive and open e-mails from marketers who offer fresh insight and ideas. 2  

 For many purchases, buyers know that choosing a supplier who delivers poor 
quality or late deliveries can be very costly—but it also means the buyer may be 
blamed. Buyers want to avoid this risk—and a marketer who develops a market-
ing mix that lowers the buyer’s risk puts himself or herself in a stronger position. 

 A seller’s marketing mix should satisfy  both  the needs of the customer com-
pany and the needs of individuals who influence the purchase. Therefore, sellers 
need to find an overlapping area where both can be satisfied. See Exhibit 6-3 for 
a summary of this idea. 

 While consumers have ethical issues to consider when making purchases, or-
ganizational buyers must be careful to avoid a conflict between their own self-
interest and company outcomes. Sometimes the ethical line can be blurry. 
Consequently, some firms set strict ethical guidelines. Marketers must be careful 
here. A salesperson offering a company pen to a prospect may view the giveaway 

 Ethical conflicts 
may arise 

A seller’s marketing mix may 
need to consider both the 
needs of the company and the 
individual. Buyers want to 
avoid taking risks that reflect 
badly on their decisions. So 
Honda reminds customers 
that its reputation for 
reliability is something they 
can count on. A.O. Smith 
knows that organizational 
buyers want to save their 
company money, but they also 
want to feel good about their 
choices.

Risk Innovation

Survival

Customer satisfaction

Growth

Profit

Other needs

Job security

Comfort

Individual’s
needs

Overlap
in

needs

Company’s
needs

Career advancement

Money/rewards

Other needs

Exhibit 6–3 
Overlapping Needs of 
Individual Influencers 
and the Customer 
Organization
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as part of the promotion  effort—but 
the customer firm may have a policy 
against employees accepting any gift 
from a supplier. 

 While most organizational buyers 
act in an ethical manner, there have 
been highly publicized abuses. For ex-
ample, Omnicare Inc., which provides 
pharmaceutical drugs to customers 
that include nursing homes, was 
charged with soliciting and receiving 
kickback payments from its nursing 
home customers and drug maker sup-
pliers, including Johnson & Johnson 
(J&J). J&J and  Omnicare apparently 
sold the drug  Risperdal to nursing 
homes as a treatment for dementia and 
anxiety, conditions for which it was not 
approved. The two companies also 
agreed to downplay risks of diabetes 
and weight gain when talking to pa-
tients and doctors. The case may cost the two firms more than $1 billion in fines 
and other charges—plus untold damage to their reputations. 

 Marketers need to take concerns about conflict of interest very seriously. Part 
of the promotion job is to persuade different individuals who may influence an 
organization’s purchase. Yet the whole marketing effort may be tainted if it even 
appears  that a marketer has encouraged a person who influences a decision to 
put personal gain ahead of company interest. The pressure marketing manag-
ers feel to make sales goals must be tempered by ethical choices. 3  

Assume that you are a salesperson in a small company. For months you’ve been trying to 
get a big order from a large firm. A purchasing manager at the firm casually mentions that 
she is trying to help two friends find tickets for a big hockey game. Your boss has season 
tickets for entertaining customers, but you know that the purchasing manager’s company 
strictly prohibits any gift to employees. When you ask your boss what to do, the reply is, 
“Well, the tickets would be used by the friends and not the customer firm’s employee, so 
you can offer them if you think you should.” What should you do? What are the pros and 
cons of your decision?E

th
ic

s 
Q

u
e

st
io

n

 Many organizations rely on specialists to ensure that purchases are handled 
sensibly. These specialists have different titles in different firms (such as pro-
curement officer, supply manager, purchasing agent, or buyer), but basically 
they are all  purchasing managers —buying specialists for their employers. In large 
organizations, they usually specialize by product area and are real experts. 

 Some people think purchasing is handled by clerks who sit in cubicles and do 
the paperwork to place orders. That view is out of date. Today, most firms look to 
their procurement departments to help cut costs and provide competitive advan-
tage. In this environment, purchasing people have a lot of clout. And there are 
good job opportunities in purchasing for capable business graduates. 

 Salespeople often have to see a purchasing manager first—before they con-
tact any other employee. These buyers hold important positions and take a dim 
view of sales reps that try to go around them. Rather than being “sold,” these 
buyers want salespeople to provide accurate information that will help them 

 Purchasing managers 
are specialists 
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solve problems and buy wisely. They 
like information on new goods and 
services, as well as tips on potential 
price changes, supply shortages, and 
other changes in market conditions. 
Sometimes all it takes for a sales rep to 
keep a buyer up to date is to send an 
occasional e-mail. An intuitive buyer 
can tell when a sales rep has the cus-
tomer firm’s best interests at heart. 

 Although purchasing managers usu-
ally coordinate relationships with sup-
pliers, other people may also play 
important roles in influencing the pur-
chase decision. 4  

Multiple buying   influence    means that 
several people—perhaps even top 
management—play a part in making a 
purchase decision. Possible buying in-
fluences include the following: 

 1.  Users —perhaps production line 
workers or their supervisors. 

 2.  Influencers —perhaps engineering 
or R&D people who help write 
specifications or supply informa-
tion for evaluating alternatives. 

 3.  Buyers —the purchasing managers 
who have the responsibility for 
working with suppliers and arranging the terms of the sale. 

 4.  Deciders —the people in the organization who have the power to select or 
 approve the supplier—often a purchasing manager but perhaps top 
 management for larger purchases. 

 5.  Gatekeepers —people who control the flow of information within the 
 organization. Gatekeepers might include purchasing managers, reception-
ists, secretaries, research assistants, bookkeepers, and many more. 

 The following example portrays how different buying influences work in the 
purchase of a corporate jet. A company that already owns a corporate jet may 
decide it is time to lease a new one. The current lease is expiring and a newer 
jet would have better fuel efficiency and be more reliable. Middle and upper 
management (users) would be likely to provide comments on features they would 

 Multiple buying 
influence in a buying 
center 

BASF plastics can be used in automobile 
parts—replacing heavier metal parts. The 
lower weight can increase fuel efficiency. 
BASF personnel work with purchasing 
managers and engineers at automakers to 
determine where plastic parts offer the 
greatest benefit to the end user (car buyer).

A company’s purchase of 
a corporate jet is likely 
to involve many different 
people in the buying process.

per61043_ch06_144-171.indd Page 151  11/12/13  12:30 AM user per61043_ch06_144-171.indd Page 151  11/12/13  12:30 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



152

like to see in the new model. Thus, they play the roles of influencers. The expert 
knowledge of the chief pilot and the airplane mechanic would make them 
 significant influencers on the purchase. The chief pilot might also serve as gate-
keeper by deciding which information and how much of his expertise he shares 
with others. A finance executive would also be likely to weigh in (another influ-
encer) with thoughts on costs and financing the purchase. An assistant to the 
purchasing manager (gatekeeper) does online searches for information and 
 decides what information to put into a report. After recommendations have been 
made, a large multimillion-dollar purchase like a corporate jet might go before 
the board of directors (deciders) for final approval. After all these buying influ-
ences are considered and a particular jet is selected, one of the purchasing agents 
for the firm (the buyer) works with the chosen supplier to arrange the terms of 
the sale, including delivery dates, payment, installation, and after-sale service. 

 It is helpful to think of a  buying center    as all the people who participate in (or 
influence) a purchase. Because different people may make up a buying center 
from one decision to the next, the salesperson must study each case carefully. 
Just learning whom to talk with may be hard, but thinking about the various 
roles in the buying center can help. 

 The salesperson may have to talk to every member of the buying center—
stressing different topics for each. This not only complicates the promotion job 
but also lengthens it. Approval of a routine order may take anywhere from a day 
to several months. On very important purchases—a new building, major equip-
ment, or a new information system—the selling period may take a year or more. 5  

 Buying organizations often establish formal procedures governing how pur-
chases are made. For example, if a contract exists with an office supply vendor, 
everyone in the organization may be required to make their purchases through 
a special website. A person who needs to purchase something may have to com-
plete a  requisition —a request to buy something. For larger purchases, there may 
be rules requiring that multiple suppliers are contacted so that prices can be 
compared. 

 If a large organization has facilities at dispersed locations, much of the purchas-
ing work may be done at a central location. With centralized buying, a sales rep 
may be able to sell to facilities all over a country—or even across several countries—
without leaving the base city. Walmart handles most of the purchase decisions for 
stores in its retail chain from its headquarters in Arkansas. Many purchasing deci-
sions for agencies of the U.S. government are handled in Washington, D.C. 

 The general procedures for organizational buying are outlined in the 
next section. 

 A Model of Business and Organizational Buying 

 Business and organizational buying generally follows the three-step approach 
shown in  Exhibit 6-4. Depending on the nature of the purchase, how each step 
plays out can vary—and the third step is not always routinely reviewed. The next 
few sections of this chapter will examine more closely these three steps. Let’s 
begin by looking at how organizations define the problem by narrowing down 
from problem recognition to specifying a particular solution. 6  

 Step 1: Defi ne the Problem 

 Organizations make purchases to satisfy needs. Generally speaking, most orga-
nizations make purchases for the same basic reason: They buy goods and 
 services that will help them meet the demand for the goods and services that 

 Buying procedures 
are standardized 

 LO 6.3 
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they in turn supply to their markets. In other words, their basic need is to satisfy 
their own customers and clients. A producer buys because it wants to earn a 
profit by making and selling goods or services. A wholesaler or retailer buys 
products it can profitably resell to its customers. A town government wants to 
meet its legal and social obligations to citizens. 

 At their earliest stages, problems may not be well understood. A manufac-
turer might be seeking a way to speed up production. A dentist might wonder if 
there is a better way to bill her customers. A clothing retailer may be looking for 
spring fashions to appeal to its target market. A school district may be seeking a 
way to provide more students with access to computers. Each of these realiza-
tions may trigger the organization to seek more details about the problem
at hand. 

 Ultimately, the problem should be narrowed down to a more specific need. 
What product or service can solve the client’s problem? Selling organizations 
will often try to get in at this stage. Some sellers might even help the buyer 
realize they have a problem—for example, a seller of software might send di-
rect mail to dentists telling them of a medical office management software 
package. 

 Smaller organizations may simply decide what they want and move quickly 
through this stage. Larger organizations, with formal procedures, spend more 
time describing the exact product. In this case, organizational buyers may buy on 
the basis of a set of  purchasing specifications —a written description of what the 
firm wants to buy. When quality is highly standardized, as is often the case with 
manufactured items, the specification may simply consist of a brand name or 
part number. 

 Often, however, when the purchase requirements are more complicated, the 
specifications may set out detailed information about the performance stan-
dards the product must meet. Purchase specifications for services tend to be 
detailed because services are less standardized and usually are not performed 
until after they’re purchased. 

 From recognizing 
problems to describing 
needs 

 Specifications describe 
the product 

Exhibit 6–4 
A Model of 
Organizational Buying

Step 1: Defining the Problem

• Problem recognition
•  Describing the need
•  Specifying the product

Step 2: Buying Process  

• Establish buying process
•  Gather information
•  Solicit proposals/bids
•  Select the supplier

Step 3: Managing the Buyer–
Seller Relationship  

• Structure the relationship
•  Monitor supplier
 performance
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 Organizational customers considering a new supplier or one from overseas 
may be concerned about product quality. However, this is becoming less of an 
obstacle because of ISO 9000.  ISO 9000    is a way for a supplier to document its 
quality procedures according to internationally recognized standards. 

 ISO 9000 assures a customer that the supplier has effective quality checks in 
place, without the customer having to conduct its own costly and time-consuming 
audit. Some customers won’t buy from any supplier who doesn’t have it. To get 
ISO 9000 certified, a company must prove to outside auditors that it docu-
ments how the company operates and who is responsible for quality every step of 
the way. 7  

 Step 2: The Buying Process 

 After the buying organization defines the problem, describes the need, and 
specifies the product, the next step involves the buying process. In this step buy-
ers gather information, solicit proposals from suppliers, and finally choose a 
supplier. The buying process can vary depending on the nature of the purpose—
so we start by looking at different buying processes. See Exhibit 6-5. 8  

 Customers may expect 
quality certification 

 LO 6.4 

Characteristics

Time Required

Multiple Influence

Review of Suppliers

Information Needed

Type of Process

New-Task
Buying

Modified
Rebuy

Straight
Rebuy

Much Medium Little

Much Some Little

Much Some None

Much Some Little

Exhibit 6–5
Organizational Buying 
Processes

Eastman Chemical Co. 
developed Eastman Tritan, 
an innovative copolyester 
(plastic-like) material. Tritan is 
durable, heat resistant, and 
offers design flexibility and 
ease of processing. It is ideal 
for the molded parts needed 
by kitchen appliance 
manufacturers. Promotion 
from Eastman Chemical, 
possibly through ads like this 
one or a salesperson calling 
on a buyer, will help the 
buying firm recognize a need 
and see that Tritan is the 
solution.
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New-task buying  occurs when a customer organization has a new need and 
wants a great deal of information. New-task buying can involve setting product 
specifications, evaluating sources of supply, and establishing an order routine 
that can be followed in the future if results are satisfactory. Multiple buying in-
fluence is most often found in new-task buying. 

 A  straight   rebuy  is a routine repurchase that may have been made many times 
before. Buyers probably don’t bother looking for new information or new 
sources of supply. Most of a company’s small or recurring purchases are of this 
type—but they take only a small part of an organized buyer’s time. Important 
purchases may be made this way too—but only after the firm has decided what 
procedure will be “routine.” 

 The  modified   rebuy  is the in-between process where some review of the buying 
situation is done—though not as much as in new-task buying. Sometimes a com-
petitor will get lazy enjoying a straight rebuy situation. An alert marketer can 
turn these situations into opportunities by providing more information or a 
 better marketing mix. 

 E-commerce computer systems  automatically  handle a large portion of straight 
rebuys. Buyers program decision rules that tell the computer how to order and 
leave the details of following through to the computer. For example, when an 
order comes in that requires certain materials or parts, the computer informa-
tion system automatically orders them from the appropriate suppliers, sets the 
delivery date, and schedules production. 

 If conditions change, buyers modify the computer instructions. When noth-
ing unusual happens, however, the computer system continues to routinely re-
buy as needs develop—electronically sending purchase orders to the regular 
supplier. 

 While buyers want to stay current on all facets of purchasing, new-task buying 
situations motivate them to seek specific information. Often a new-task buy starts 
with a  user  who becomes aware of a need and begins researching solutions. Even 
though a wide variety of information sources are available (see Exhibit 6-6), 
business buyers will use the sources they trust. To build trust, a marketer must 
make sure its information is reliable. 

 How much information a customer collects depends on the importance of 
the purchase and the level of uncertainty about what choice might be best. The 
time and expense of searching for information may not be justified for a minor 
purchase. But a major purchase often involves real detective work by the buyer. 

 New-task buying situations provide a good opportunity for a new supplier to 
make inroads with a customer. With a buyer actively searching for information, 

 Three kinds of buying 
processes are useful 

 Straight rebuys often 
use e-commerce order 
systems 

 New-task buying 
requires the most 
information 

Exhibit 6–6
Major Sources of 
Information Used by 
Organizational Buyers

Marketing sources Nonmarketing sources

• Salespeople
• Others from supplier firms
• Trade shows

• Online events and virtual
   trade shows
• Sales literature and catalogs
• E-mails and newsletters
• Website content including
   blogs, video, case studies,
   and white papers

• Buying center members
• Outside business associates
• Consultants and outside
   experts

• Online searches
• Rating services
• Trade associations
• News publications
• Product directories
• Online communities

Personal
sources

Impersonal
sources
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the seller’s promotion has a much greater chance of being noticed and having 
an impact. Advertising, trade show exhibits, e-mails, and salespeople can all 
help build the buyer’s attention, but an informative website may be essential for 
getting attention in the first place. 9  

Most purchasing managers start with an Internet search when they need to 
identify new suppliers, better ways to meet needs, or information to improve 
decisions. Buyers often rely on highly specialized search engines—like one that 
finds all types of steel that meet certain technical specifications and then com-
pares delivered prices. But buyers also use general-purpose search engines like 

Google. A search across the whole web can often lo-
cate off-the-shelf products that eliminate the need to 
buy expensive, custom-made items. For example, a 
firm in Saudi Arabia ordered $1,000 worth of tiny 
rubber grommets from Allstates Rubber & Tool, a 
small firm in the suburbs of Chicago. If the buyer’s 
search hadn’t located the Allstates website, the only 
alternative would have been to pay much more for 
custom-made grommets—and Allstates wouldn’t 
have picked up a new customer. 10  

 Marketing managers know that it is critical to have a 
website that buyers can find. That’s why suppliers of-
ten pay for a sponsored link (an ad) that appears when 
certain keywords are included in a search. A supplier 
might also change its website so that it is more likely to 
appear high on a list of searches. 

 Having useful content on a website not only moves it higher on the buyer’s 
search results, but also gives buyers a reason to stick around the seller’s website. 
Instead of trying to sell the customer, a supplier needs to educate buyers about 
their needs and present the advantages and disadvantages of the seller’s prod-
ucts. Buyers like to read targeted  white papers  (reports designed to help them 
make decisions about a particular topic). White papers often advocate a seller’s 
solution; but they also help establish a firm as a thought leader in a particular 
area. Buyers also like to read  case studies  to learn about how other companies 
have addressed similar needs. Video content and blogs can also make a seller’s 
website more useful. 

 Consider the online content that Kadient created for its target customers. 
Kadient makes software that helps firms improve the performance of their sales 
force. The firm created e-books that were distributed freely  online— including 
Dive Deeper   into   Your Sales Metrics . Kadient also created a funny video, “Confes-
sions of a Sales VP,” which showed a sales manager confessing to a priest about 
how he lies to his CEO about the number of leads he has. The video highlights 
challenges facing sales managers and shows how Kadient can help solve 
those  problems. This type of information brings interested buyers to the 
seller’s website. 

 Buyers especially value recommendations from others who have already dealt 
with a similar need. Now online social networks are springing up to make 
 connecting with other buyers easier. For example, at Spiceworks Community 
(www.spiceworks.com), IT professionals ask and answer technical questions, 
 research best practices, and learn what others think about a product or service 
they are considering. Buyers trust this source of information, and similar online 
communities have developed around other industries. As buyers rely more on 
social networks, communications from marketers may have less influence on 
buyers’ attitudes and choices. 11  

 Search engines—a first 
step to gathering 
information 

 Buyers want sites with 
useful content 

 Buyers share 
experiences in 
online communities 

Internet Exercise

Go to the Buyer Zone website (www.buyerzone

.com). Type “office chairs” into the search box. On 
this page, look at the Buyer’s Guide—there are 
several links. Look at the Buyer’s Guides for other 
products as well. What other features are available 
on this site? What can be learned about buying 
different products from BuyerZone.com? For a 
marketing manager targeting small businesses, how 
could this site be useful?
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When buyers in B2B markets identify potential 
suppliers, they contact one or more suppliers for 
proposals. A supplier may simply send a brochure or 
product catalog, or it may have a salesperson con-
tact the buyer over the phone. In more complex 
buying situations, there may be formal presentations 
from different suppliers that also submit detailed 
proposals. 

 Sometimes buyers will ask suppliers to submit a 
competitive bid —the terms of sale offered by the sup-
plier in response to the purchase specifications 
posted by a buyer. If different suppliers’ quality, de-
pendability, and delivery schedules all meet the specs, 
the buyer will select the low-price bid. But a creative 
marketer needs to look carefully at the buyer’s specs—and the need—to see if 
other elements of the marketing mix could provide a competitive advantage. 

 Rather than search for suppliers, buyers sometimes post their requirements 
and invite qualified suppliers to submit a bid. Some firms set up or participate 
in a procurement website that directs suppliers to companies (or divisions of a 
company) that need to make purchases. These sites make it easy for suppliers 
to find out about the purchase needs of the organizations that sponsor the 
sites. This helps increase the number of suppliers competing for the business 
and that can drive down prices or provide more beneficial terms of sale. For 
example, when the California Department of Transportation was planning 
$4 billion in new construction projects, it established a procurement site so 
that potential suppliers knew each project’s requirements for submitting a 
competitive bid. 

Considering all of the factors relevant to a purchase decision can be very 
complex. A supplier or product that is best in one way may not be best in others. 
To try to deal with these situations, many firms use  vendor analysis —a formal 
 rating of suppliers on all relevant areas of performance. The purpose isn’t just 
to get a low price from the supplier on a given part or service. Rather, the goal 
is to lower the  total costs  associated with purchases. Analysis might show that the 
best vendor is the one that helps the customer reduce costs of excess inventory, 
retooling of equipment, or defective parts. 12  

 From our earlier discussion, you can see that buyers make important decisions 
about how to deal with one or more suppliers. At one extreme, a buyer might 
want to rely on competition among all available vendors to get the best price on 
each and every order it places. At the other extreme, it might just routinely buy 
from one vendor with whom it already has a good relationship. In practice, there 
are many important and common variations between these extremes. To better 
understand the variations, let’s take a closer look at the benefits and limitations 
of different types of buyer–seller relationships. 

 Step 3: Managing Buyer–Seller Relationships 
in Business Markets 

 After selecting a supplier, the buyer and seller must figure out how to structure 
and manage the relationship. Many organizational purchases are ongoing—a 
buyer will make regular purchases. Other purchases, say for large equipment, 
might take months to deliver. Buyers and suppliers should work closely to figure 

 Solicit proposals from 
suppliers 

 Buyers ask for 
competitive bids to 
compare offerings 

 Evaluating and selecting 
suppliers 

 Which buying procedure 
becomes routine is 
critical 

LO 6.5
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out the best way to structure the relationship. In this section we look more closely 
at the many different considerations for managing buyer–seller relationships. 

 There are often significant benefits of a close working relationship between 
a supplier and a customer firm. And such relationships are becoming common. 
Many firms are reducing the number of suppliers with whom they work— 
expecting more in return from the suppliers that remain. The best relation-
ships involve real partnerships where there’s mutual trust and a long-term 
outlook. Closely tied firms often share tasks at lower total cost than would be 
possible working at arm’s length. 

 The partnership between AlliedSignal and Betz Laboratories, for example, 
shows the benefits of a good relationship. A while back, Betz was just one of 
several suppliers that sold Allied chemicals to keep the water in its plants from 
gunking up pipes and rusting machinery. But Betz didn’t stop at selling com-
modity powders. Teams of Betz experts and Allied engineers studied each plant 
to find places where water was being wasted. In less than a year, a team in one 
plant found $2.5 million in potential cost reductions. For example, by adding a 
few valves to recycle the water in a cooling tower, Betz was able to save 300 gal-
lons of water a minute, which resulted in savings of over $100,000 a year and 
reduced environmental impact. Because of ideas like this, Allied’s overall use of 
water treatment chemicals decreased. However, Betz sales to Allied doubled be-
cause it became Allied’s sole supplier. 13  

 As the Allied–Betz Laboratories collaboration shows, some buyer–seller rela-
tionships can involve more than just a purchasing agent and a salesperson. To 
develop effective solutions, those closest to the problems should be directly 
involved. This may mean bringing people together from accounting, finance, 
production, information systems, and/or other functional areas of both the 
buyer and seller firms. 

 Although close relationships can 
produce benefits, they are not always 
best. For buyers, long-term commit-
ments can also reduce flexibility. 
When competition drives down prices 
and spurs innovation, customers may 
be better off letting suppliers com-
pete for their business. It may not be 
worth the customer’s investment to 
build a relationship for purchases 
that are not particularly important or 
made that frequently. Besides that, 
close relationships take time and at-
tention to build and manage. 

 Sellers don’t usually want closer re-
lationships with all of their customers 
either. Some customers may place or-
ders that are too small or require so 
much special attention that the rela-
tionship would never be profitable for 
the seller. Also, in situations where a 
customer doesn’t want a relationship, 
trying to build one may cost more than 
it’s worth. Buyers and sellers should 
choose closer relationships where the 
benefits outweigh the costs. 14  

 Close relationships may 
produce mutual benefits 

 Relationships can 
involve many from 
both sides 

 Relationships may 
not make sense 

In today’s business markets, suppliers of both 
goods and services are working to build 
closer relationships with their business 
customers—to meet needs better and create 
a competitive advantage. Aflac provides 
cost-effective insurance products that help 
companies attract and retain employees.
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Relationships are not “all or nothing” arrangements. Many firms may have a 
close relationship in some ways and not in others. Thus, it’s useful to think 
about five key dimensions that help characterize most buyer–seller relation-
ships: cooperation, information sharing, operational linkages, legal bonds, and 
relationship-specific adaptations. Purchasing managers for the buying firm and 
salespeople for the supplier usually coordinate the different dimensions of a 
relationship. However, as shown in Exhibit 6-7, close relationships often involve 
direct contacts between a number of people from other areas in both firms. 16  

 In cooperative relationships, the buyer and seller work together to achieve 
both mutual and individual objectives. The two firms treat problems that arise 
as a joint responsibility. National Semiconductor (NS) and Siltec, a supplier of 
silicon wafers, found clever ways to cooperate and cut costs. Workers at the NS 
plant used to throw away the expensive plastic cassettes that Siltec uses to ship 
the silicon wafers. Now Siltec and NS cooperate to recycle the cassettes. This 
helps the environment and also saves more than $300,000 a year. Siltec passes 
along most of that to NS as lower prices. 17  

Some relationships involve open sharing of information. This might include 
the exchange of proprietary cost data or demand forecasts or working jointly on 
new product designs. Information might be shared in discussions  between 

 Relationships have many 
dimensions 

 Cooperation treats 
problems as joint 
responsibilities 

 Shared information is 
useful but may be risky 

With increased attention on global warming and the 
environment, managers in many organizations are wonder-
ing what their responsibility should be. It’s true that the 
first focus of most organizational buying decisions is on 
green—dollars, that is. However, when purchasing manag-
ers consider sustainability as part of their vendor analysis, 
green choices often prove to be winners.

Attention to sustainability often identifies savings that 
previously were not obvious. Sometimes all that is involved 
is a simple change from what’s routine. For example, when 
Falconbridge Limited’s aluminum smelter changed to more 
efficient (but more expensive) lightbulbs, it saved almost 
$100,000 per year in energy bills. When the Fairmont Ho-
tel in Vancouver searched for alternative chemicals to use 
in its pool, it found new ones that were healthier for guests 
and cut costs by $2,000. Hotels everywhere cleaned up 
when they stopped rewashing all of their linens every day. 
All it took was a card in the bath that says, “If you’d like us 
to replace a towel with a clean one, put it on the floor.” The 
cards cost pennies, whereas the hot water, detergent, la-
bor, and wear on linens cost millions.

Retailers and wholesalers must be guided by what cus-
tomers want; putting green products on their shelves will 
just rack up losses unless there’s customer demand. But 
firms like Walmart and Home Depot advertise their 

 sustainable choices because many con-
sumers do want them. Walmart took 
note when—in one year—its customers 

bought 100 million eco-friendly fluorescent lightbulbs. 
Home Depot has identified more than 4,000 Eco Option 
products that meet government specifications for water 
conservation, energy efficiency, clean air, and sustainable 
forestry. Both retailers are building more energy-efficient 
stores and prodding their suppliers to think green by using 
less packaging.

In California, some city governments are cooperating 
with energy firms to develop generators powered by 
ocean waves. Across the Atlantic, the mayor of London re-
quires city agencies to buy recycled goods whenever pos-
sible. And federal agencies in the United States must buy 
energy-efficient PCs and monitors made without toxins 
that could later pollute landfills.

Some progressive firms don’t need to see financial ben-
efits; they simply make sustainability an essential buying 
criterion. New Belgium Brewing Company puts sustain-
able values in its mission statement; that means its pur-
chasing people select more energy efficient (but 
higher-priced) brew kettles, use wind-powered electricity, 
and build facilities that are more costly but use the latest 
green ideas. Many nonprofit organizations take this altruis-
tic approach. It’s hard to imagine an environmental organi-
zation like the Sierra Club not having sustainability as a 
value when it’s time to make purchases.15

Warming up to sustainable purchasing
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 personnel, or through information systems connected via the Internet, a key 
facet of B2B e-commerce. The electronic approach has a big advantage in that 
it is fast and easy to update the information. It also saves time. A customer can 
check detailed product specs or the status of a job on the production line with-
out having to wait for someone to respond. 

 Information sharing can lead to better decisions and better planning. How-
ever, firms don’t want to share information if there’s a risk that a partner might 
misuse it. For example, some suppliers claim that a former General Motors’ 
purchasing chief showed blueprints of their secret technology to competing 
suppliers. Violations of trust in a relationship are an ethical matter and should 
be taken seriously. 

 Suppliers can be wary of sharing bad news with an important customer. For 
example, a supplier may wait to tell a customer of financial problems—and that 
can cause trouble. When Edscha, a German supplier of sunroofs to BMW, unex-
pectedly filed for insolvency, BMW had a crisis in the making. BMW was about 
to launch its new Z4 convertible—and Edscha supplied all the tops. Getting a 
new supplier up-to-speed would have taken six months, so BMW scrambled to 
support Edscha and launch the Z4 on schedule. A more trusting and open rela-
tionship might have provided more lead time to work out problems. 18  

 Operational linkages are direct ties between the internal operations of the 
buyer and seller firms. These linkages usually involve ongoing coordination of 
activities between the firms. Shared activities are especially important when nei-
ther firm, working on its own, can perform a function as well as the two firms 
can working together. 

 Business customers often require operational linkages to reduce total inven-
tory costs, maintain adequate inventory levels, and keep production lines moving. 
On the other hand, keeping too much inventory is expensive. Providing a cus-
tomer with inventory when it’s needed may require that a supplier be able to 
provide  just-in-time delivery —reliably getting products there  just  before the cus-
tomer needs them. We’ll discuss just-in-time systems in more detail in Chapter 12. 
For now, it’s enough to know that closer relationships between buyers and sellers 
involve operational linkages that lower costs and increase efficiency. 

 Many purchases in business markets are simple transactions. The seller’s 
 responsibility is to transfer title to goods or perform services, and the buyer’s 
 responsibility is to pay the agreed price. However, more complex relationships 

 Operational linkages 
share functions between 
firms 

 Contracts spell out 
obligations 

Exhibit 6–7
Key Dimensions of 
Relationships in Business 
Markets

RelationshipSupplier Customer

R&D

R&D

Quality Quality
Finance

Purchasing managerSalesperson

Marketing

Production

Production

Engineering

Accounting
Accounting

Information sharing 

Operational linkages 

Legal bonds Relationship-specific adaptations 

Cooperation 
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may be spelled out in detailed legal contracts. An agreement may apply only for 
a short period, but long-term contracts are also common. 

 For example, a customer might ask a supplier to guarantee a 6 percent price 
reduction for a particular part for each of the next three years and pledge to 
virtually eliminate defects. In return, the customer might offer to double its or-
ders and help the supplier boost productivity. 

 Sometimes the buyer and seller know roughly what is needed but can’t fix all 
the details in advance. For example, specifications or total requirements may 
change over time. Then the relationship may involve  negotiated contract buying , 
which means agreeing to contracts that allow for changes in the purchase ar-
rangements. In such cases, the general project and basic price is described but 
with provision for changes and price adjustments up or down. 

 Some managers figure that even a detailed contract isn’t a good substitute 
for regular good-faith reviews to make sure that neither party gets hurt by 
changing business conditions. Harley-Davidson used this approach when it 
moved toward closer relationships with a smaller number of suppliers. Purchas-
ing executives tossed out detailed contracts and replaced them with a short 
statement of principles to guide relationships between Harley and its suppliers. 

Relationship-specific adaptations involve changes in a firm’s product or proce-
dures that are unique to the needs or capabilities of a relationship partner. Indus-
trial suppliers often custom design a new product for just one customer; this may 
require investments in R&D or new manufacturing technologies. MetoKote, in its 
relationship with John Deere described at the beginning of this chapter, made a 
specific adaptation by building its coating plant right next door to Deere’s factory. 

 Buying firms may also adapt to a particular supplier; When Apple designed 
MacBook computers with an Intel computer chip, it made it difficult later to 
change to a different chipmaker. However, buyers are often hesitant to make 
big investments that increase dependence on a specific supplier. Typically, they 
do it only when there isn’t a good alternative—perhaps because only one or a 
few suppliers are available to meet a need—or if the benefits of the investment 
are clear before it’s made. 

 Specific adaptations are usually made when the buying organization chooses 
to  outsource —contract with an outside firm to produce goods or services rather 

 Specific adaptations 
invest in the relationship 

EmpordAigua believes that 
no two drops of water are 
alike—nor are any two 
customers’ water needs. So 
EmpordAigua develops close 
buyer–seller relationships 
based on cooperation, 
information sharing, and 
relationship-specific 
adaptations to develop 
custom water solutions for 
each of its client’s needs.
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than to produce them internally. Many firms have turned to outsourcing to cut 
costs—and that’s why much outsourcing is handled by suppliers in countries 
where labor costs are lower. For example, many American companies are out-
sourcing production to firms in China and customer service to India. 19  

 Although a marketing manager may want to work in a cooperative partnership, 
that may be impossible with large customers who have the power to dictate how 
the relationship will work. Often a powerful customer negotiates lower prices 
from suppliers. For example, when Hewlett-Packard started selling personal com-
puters through Walmart stores, it knew a rock-bottom price would be required. So 
it used its large sales volume to demand lower prices from its suppliers and the 
contract manufacturers that assembled the PCs. This helped H-P offer lower 
priced computers while maintaining higher profit margins than its competition. 20  

 Even if a marketing manager develops the best marketing mix possible and 
cultivates a close relationship with the customer, the customer may not give  all  of 
its business to one supplier. Buyers often look for several dependable sources of 
supply to protect themselves from unpredictable events such as strikes, fires, or 
floods in one of their suppliers’ plants. For example, Western Digital, the world’s 
largest provider of hard-disk drives, produces most of its drives in Thailand. 
When flooding in Thailand closed down many of Western Digital’s manufactur-
ing plants, it significantly tightened the world’s supply of personal computers. 21  

 Even when buyers don’t want a single source of supply, a good marketing mix is 
still likely to win a larger share of the total business—which can prove to be very 
important. From a buyer’s point of view, it may not seem like a big deal to give a par-
ticular supplier a 40 percent share of the orders rather than a 20 percent share. But 
for the seller that doubles their sales with that one customer—a 100 percent increase. 

 Organizations routinely monitor supplier performance. Suppliers that fail to 
meet a buyer’s performance expectations may be dropped. The process can be 
good for both buyer and supplier. Suppliers that perform well may find their 
share of a buyer’s purchases go up. Suppliers that listen to feedback from cus-
tomers can learn how to improve and increase the value of the relationship. 
Good buying organizations provide regular feedback to their suppliers without 
being asked—and smart suppliers listen closely and respond to them. Honda, 
for example, provides a monthly report card that details the supplier’s perfor-
mance in five areas: quality, delivery, quantity delivered, performance history, 
and any special incidents. The report fosters an ongoing dialogue between 
Honda and its suppliers and improves supplier performance. 22  

 We’ve been discussing aspects of relationships and buying approaches that 
generally apply with different types of customer organizations—in both the 
United States and internationally. However, it’s also useful to have more detail 
about specific types of customers. Knowing the size, number, geographic loca-
tion, and buying procedures of manufacturers, service firms, retailers, wholesal-
ers, and governments help marketing managers to segment markets, identify 
targets, and create more effective marketing mixes. 

 Manufacturers Are Important Customers 

 One of the most striking facts about manufacturers is how few there are com-
pared to final consumers. This is true in every country. In the United States, for 
example, there are about 330,000 factories. Exhibit 6-8 shows that the majority 
of these are quite small—over half have less than 10 workers. But output from 
these small firms accounts for less than 3 percent of manufacturing value. In 

 Powerful customer may 
control the relationship 

 Buyers usually use 
several sources to 
spread their risk 

 Buyers monitor supplier 
performance 

 Variations in buying 
by customer type 

LO 6.6

There are not many 
big ones
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small plants, the owners often do the buying. And they buy less formally than 
buyers in the relatively few large manufacturing plants—which employ most of 
the workers and produce a large share of the value added by manufacturing. 
For example, only about 3 percent of all plants have 250 or more employees, yet 
they employ about 44 percent of the production workers and produce about 58 
percent of the value added by manufacturers. 

In addition to concentration by company size, industrial markets are concen-
trated in certain geographic areas. Internationally, industrial customers are con-
centrated in countries that are at the more advanced stages of economic 
development. From all the talk in the news about the United States shifting 
from an industrial economy to a service and information economy, you might 
conclude that the United States is an exception—that the industrial market in 
this country is shrinking. It is true that the number of people employed in man-
ufacturing has been shrinking, but U.S. manufacturing output is higher than at 
any other time in the nation’s history. The rate of growth, however, is fastest in 
countries where labor is cheap. 23  

 Within a country, there is often further concentration of manufacturing in 
specific areas. In the United States, many factories are concentrated in big metro-
politan areas—especially in New York, Pennsylvania, Ohio, Illinois, Texas, and 
California. There is also concentration by industry. In Germany, for example, the 
steel industry is concentrated in the Ruhr Valley. Similarly, U.S. manufacturers of 
high-tech electronics are concentrated in California’s famous Silicon Valley near 
San Francisco. 

 The products an in-
dustrial customer needs 
to buy depend on the 
business it is in. Because 
of this, sales of a product 
are often concentrated 
among customers in 
similar businesses. For 
example, apparel manu-
facturers are the main 
customers for zippers. 
Marketing managers 

 Customers cluster in 
geographic areas 

 Business data often 
classify industries 

Exhibit 6–8 Size Distribution of Manufacturing Establishments

(small)

(large)

1–9

2.9%

10–19

20–49

50–249

250 or
more

Number of
employees
(firm size) 

Percentage of
total firms in

each size group

Percentage of
total dollar value added

by each size group

Percentage of all
employed people by

each size group

0 8 16 24 32

Percent

40 48 56 64

55.0%

14.1%

14.7%

13.3%

0 8 16 24 32

Percent

40 48 56 64

2.7%

3.0%

7.6%

29.1%

0 8 16 24 32

Percent

40 48 56 64

4.8%

4.8%

11.5%

35.2%

57.6% 43.7%

Internet Exercise

Comprehensive information about NAICS codes is 
available online (www.naics.com). At the website, 
select “Code Search” and when the search page 
appears submit a query for the keyword “welding.” 
If your firm was interested in selling its lasers to 
manufacturers of laser welding equipment, what is 
the NAICS code of the industry for which you would 
want to get a list of manufacturers?
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must focus their marketing mixes on prospective customers who exhibit charac-
teristics similar to their current customers. 

 Detailed information is often available to help a marketing manager learn more 
about customers in different lines of business. The U.S. government collects and 
publishes data by the  North American Industry Classification System (NAICS) codes — 
groups of firms in similar lines of business. (NAICS is pronounced like “nakes.”) 
The number of establishments, sales volumes, and number of employees—broken 
down by geographic areas—are given for each NAICS code. A number of other 
countries collect similar data, and some of them try to coordinate their efforts with 
an international variation of the  NAICS system. However, in many countries data 
on business customers are incomplete or inaccurate. 

   So let’s take a closer look at how the NAICS codes work. The NAICS code 
breakdowns start with broad industry categories such as construction (23), manu-
facturing (31), retail trade (44), and so on. See Exhibit 6-9. Within each two-digit 
industry breakdown, much more detailed data may be available for three-digit 

A firm like Alcoa Aluminum is likely to find that the majority of its customers are concentrated within a few industries that it 
can identify by North American Industry Classification System code number.

Retail
(44)

Construction
(23)

Manufacturing
(31)

Food
(311)

Apparel
(315)

Knitting mills
(3151)

Cut and sew apparel
(3152)

Apparel accessories
(3159) others…

others…

others…

Men’s & boys’
(31522)

Women’s & girls’
(31523)

Other cut & sew
(31529) others…

others…Dresses
(315233)

Blouses
(315232)

Lingerie
(315231)

Leather
(316)

Exhibit 6–9 Illustrative NAICS Code Breakdown for Apparel Manufacturers
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industries (that is, subindustries of the two-digit industries). For example, within 
the two-digit manufacturing industry (code 31) there are manufacturers of food 
(311), leather (316), and others, including apparel manufacturers (315). Then 
each three-digit group of firms is further subdivided into more detailed four-, 
five-, and six-digit classifications. For instance, within the three-digit (315) ap-
parel manufacturers there are four-digit subgroups for knitting mills (3151), cut 
and sew apparel (3152), and producers of apparel accessories (3159).  Exhibit 6-9 
illustrates that breakdowns are more detailed as you move to codes with more 
digits. However, detailed data (say, broken down at the four-digit level) aren’t 
available for all industries in every geographic area. The government does not 
 provide detail when only one or two plants are located in an area. 

 Many firms find their  current  customers’ NAICS codes and then look at NAICS-
coded lists for similar companies that may need the same goods and services. 
Other companies look at which NAICS categories are growing or declining to 
discover new opportunities. 24  

 Producers of Services—Smaller and More Spread Out 

 The service side of the U.S. economy is large and has been growing fast. Service 
operations are also growing in some other countries. There are many good 
 opportunities to provide these service companies with the products they need 
to support their operations. But there are also challenges. 

 The United States has almost 6 million service firms—more than 17 times as 
many as it has manufacturers. Some of these are big companies with interna-
tional operations. Examples include AT&T, Hilton Hotels, Prudential  Insurance, 
PricewaterhouseCoopers, Wells Fargo, and Accenture. These firms have pur-
chasing departments that are like those in large manufacturing organizations. 
But as you might guess given the large number of service firms, most of them 
are small. They’re also more spread out around the country than manufactur-
ing concerns. Factories often locate where transportation facilities are good, raw 
materials are available, and it is less 
costly to produce goods in quantity. 
Service operations, in contrast, often 
have to be close to their customers. 

 Purchases by small service firms 
are often handled by whoever is in 
charge or their administrative assis-
tant. This may be a doctor, lawyer, 
owner of a local insurance agency, ho-
tel manager, or their secretary or of-
fice manager. Suppliers who usually 
deal with purchasing specialists in 
large organizations may have trouble 
adjusting to this market. Personal sell-
ing is still an important part of pro-
motion, but reaching these  customers 
in the first place often requires more 
advertising. And small service firms 
may need much more help in buying 
than a large corporation. 

 Small service companies that don’t 
attract much personal attention from 
salespeople often rely on e-commerce 

 LO 6.7 

 Buying may not be 
as formal 

 Small service customers 
like Internet buying 

Small businesses can enjoy the

benefits that Hertz provides.

Like double Frequent Flyer Miles.

Plus, get your first year of Hertz

#1 Club Gold membership on us.

W hether you work for a small business or you

own one, Hertz understands your needs. And to

prove it. we’re offering some great incentives.

Like  double  frequent  flyer  miles  on  most

major U.S. airlines for qualifying rentals now

through 10/31/00. When you mention CDP#

1188888, you’ll get a special, low rate. plus,

mention    your    frequent    flyer   membership

number and we’ll give you twice the miles you

normally earn for putting your trust in Hertz.

 D on’t  miss  your  chance  to  take  advantage

of   Hertz #1   Club  Gold,®   our   fastest   and

easiest  way  to get from  the plane  to your car

and  out  of  the  airport.  for a  limited time, all

you  or  your  travel  agent  has  to do is log  on

to    http://offers.hertz.com/smallbusiness

and   complete   the #1  Club  Gold  enrollment

form  and  we’ll  waive the membership fee for

one  year  (a $50 value).  The  offer  expires

on    10/31/00,    so    sign    up    online    today.

Putting you on the road to success. Another

reason  nobody  does  it  exactly  like  Hertz.

In a smaller service organization, purchases 
may be made by the person who is in 
charge rather than a person with full-time 
responsibility for purchasing.
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for many of their purchases. Purchases by small customers can add up—so for 
many suppliers these customers are an important target market. Increasingly 
suppliers cater to the needs of these customers with specially designed websites. 
A well-designed website can be efficient for both customers and suppliers. Cus-
tomers can get information, place orders, or follow up with a call or e-mail for 
personal attention from a salesperson or customer service rep when it’s needed. 

 Retailers and Wholesalers Buy for Their Customers 

 Most retail and wholesale buyers see themselves as purchasing agents for their 
target customers—remembering the old saying that “Goods well bought are 
half sold.” For example, the buying specialist at Walgreens Drugstores who 
handles products targeted at ethnic consumers is a real expert. He knows what 
ethnic customers want and won’t be persuaded by a sales rep for a manufac-
turer who can’t provide it. Of course, there is a place for collaboration, as 
when the Walgreens buyer works with people at Soft Sheen Products to de-
velop a new product for the African American target market. That’s profitable 
for both firms. 

 Space in retail stores is limited, and buyers for retail chains simply are not inter-
ested in carrying every product that some salesperson wants them to sell. In an av-
erage week, 150 to 250 new items are offered to the buying offices of a large chain 
like Safeway. If the chain accepted all of them, it would add 10,000 new items dur-
ing a single year! Obviously, these firms need a way to deal with this overload. 

 The entrepreneurs who started PenAgain, for example, had to have more 
than a unique product to get shelf space at Walmart. Their presentation to 
Walmart had to include hard data that showed their marketing mix was already 
working well in other retail stores and evidence of their ability to supply the 
large quantities a retailer the size of Walmart would need. 25  

 Decisions to add or drop lines or change buying policies may be handled by 
a  buying committee.  The seller still calls on and gives a pitch to a buyer—but the 
buyer does not have final responsibility. Instead, the buyer prepares forms sum-
marizing proposals for new products and passes them on to the committee for 
evaluation. The seller may not get to present her story to the buying committee 
in person. This rational, almost cold-blooded, approach certainly reduces the 
impact of a persuasive salesperson. On the other hand, it may favor a firm that 
has hard data on how its whole marketing mix will help the retailer to attract 
and keep customers. 

 Most larger firms use sophisticated computerized inventory replenishment 
systems. Scanners at retail checkout counters keep track of what goes out the 
door—and computers use these data to update the records. Even small retailers 
and wholesalers use automated control systems that create daily reports show-
ing sales of every product. Buyers with this kind of information know, in detail, 
the profitability of the different competing products. If a product isn’t moving, 
the retailer isn’t likely to be impressed by a salesperson’s request for more in-
store attention or added shelf space. 

 Retailers and wholesalers usually carry a large number of products. A drug 
wholesaler, for example, may carry up to 125,000 products. Because they deal 
with so many products, most intermediaries buy their products on a routine, 
automatic reorder basis—straight rebuys—once they make the initial decision 
to stock specific items. Automatic computer ordering is a natural outgrowth of 
computerized checkout systems. Sellers to these markets must understand the 
size of the buyer’s job and have something useful to say and do when they call. 

 Committee buying is 
impersonal 

 Buyers watch computer 
output closely 

 Reorders are straight 
rebuys 
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 The Government Market 

 Some marketers ignore the government market because they think that govern-
ment red tape is more trouble than it’s worth. They probably don’t realize how 
big the government market really is. Government is the largest customer group 
in many countries—including the United States. About 30 percent of the U.S. 
gross domestic product is spent by various government units. Different 
 government units buy almost every kind of product. They run not only schools, 
police departments, and military organizations, but also supermarkets, public 
utilities, research laboratories, offices, hospitals, and even liquor stores. These 
huge government expenditures cannot be ignored by an aggressive marketing 
manager. 

Government buyers in the United States are expected to spend money 
wisely—in the public interest—so their purchases are usually subject to much 
public review. To avoid charges of favoritism, most government customers buy 
by specification using a mandatory bidding procedure. Often the government 
buyer must accept the lowest bid that meets the specifications. You can see how 
important it is for the buyer to write precise and complete specifications. Other-
wise, sellers may submit a bid that fits the specs but doesn’t really match what is 
needed. By law, a government unit might have to accept the lowest bid—even 
for an unwanted product. 

 Writing specifications is not easy—and buyers usually appreciate the help of 
well-informed salespeople. Salespeople  want  to have input on the specifications 
so their product can be considered or even have an advantage. A contract can 
be landed without the lowest bid when lower bids don’t meet minimum or re-
quested specifications. 

 Specification and bidding difficulties aren’t problems in all government or-
ders. Items that are bought frequently—or for which there are widely accepted 
standards—are purchased routinely. The government unit simply places an or-
der at a previously approved price. To share in this business, a supplier must be 
on the list of approved suppliers and agree on a price that will stay the same for 
a specific period—perhaps a year. 26  

 Size and diversity 

 Competitive bids may 
be required 

 The approved 
supplier list 

Retailers see themselves as 
buying agents for their target 
customers–but they also 
have to determine what they 
can profitably sell. Buyers 
are attracted to well-known 
brands like Dove. And Chiquita 
wants to remind convenience 
stores that selling bananas can 
bring profits.
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 In the United States, there are more than 89,527 local government units 
(school districts, cities, counties, and states) as well as many federal agencies that 
make purchases. Some firms sell directly to government agencies; others work 
with prime contractors that resell to the government. Both are good  opportunities 
for many businesses. Often small and medium-size businesses find it easier to sell 
to prime contractors rather than win a contract with a large government agency. 
Potential suppliers should focus on the government units or prime contractors 
they want to cater to and learn the bidding methods of those units. Then, they 
should monitor websites where government contracts are advertised. Target mar-
keting can make a big contribution here—making sure the marketing mixes are 
well matched with the different bid 
procedures. 

 Because government agencies want 
to promote competition for their 
 business, marketers are provided with 
a lot of information—in print form 
and online. The U.S. government has 
a central source and USA.gov is a 
great place to start. There are also 
 resources at FedBizOpps.gov (www
.fbo.gov),  including videos, publica-
tions, and a search tool to find oppor-
tunities to fit a firm’s strategy. The 
General Services Administration han-
dles vendor contracts for off-the-shelf 
goods and services; information for 
vendors is available at www.gsa.gov. 
Every federal government agency has 
a separate office devoted to small 
businesses with direct links to prime 
contractors  (osdbu.gov/offices.html). 

 Learning what 
government wants 

The City of San Jose worked with a number of suppliers when it built the Lake Cunningham 
Regional Skate Park. California Skateparks of Upland, California, used 800 cubic yards of a special 
spray concrete mixture to create the park’s bowls, halfpipes, and walls. To light the park evenly, 
without shadows, the city turned to Musco Lighting from Oskaloosa, Iowa. It lit the park with 
10 50-foot poles, each bearing three 1500-watt fixtures. To give the park’s 50,000 annual visitors a 
shady place to rest, Robert A. Bothman, Inc. from San Jose, California, created five planters that 
were filled with wildflowers, native grasses, and palms.
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Various state and local governments also offer guidance, as do government 
units in other countries. 

 Foreign governments offer a good opportunity for some organizations. But 
sellers should recognize that selling to government units in foreign countries 
can be a real challenge, one that should be approached with caution. In many 
cases, a firm must get permission from the government in its own country to 
sell to a foreign government. Moreover, most government contracts favor do-
mestic suppliers if they are available. Even if such favoritism is not explicit, 
public sentiment may make it very difficult for a foreign competitor to get a 
contract. Or the government bureaucracy may simply bury a foreign supplier 
in so much red tape that there’s no way to win. 

 In some countries, government officials expect small payments (grease 
money) just to speed up processing of routine paperwork, inspections, or 
 decisions from the local bureaucracy. Outright influence peddling—where gov-
ernment officials or their friends request bribe money to sway a purchase deci-
sion—is common in some markets. In the past, marketers from some countries 
have looked at such bribes as a cost of doing business. However, the  Foreign 

Corrupt Practices Act  ,  passed by the U.S. Congress in 1977, prohibits U.S. firms 
from paying bribes to foreign officials. A person who pays bribes, or authorizes 
an agent to pay them, can face stiff penalties. However, the law was amended in 
1988 to allow small grease money payments if they are customary in a local cul-
ture. Since 1998, the law applies to foreign firms or foreign individuals who ac-
cept payments while in the United States. In recent years, prosecutions under 
this statute have increased thanks to more rigorous enforcement and greater 
cooperation with foreign governments. For example, in 2012 more than 80 
firms were under investigation for violating the Foreign Corrupt Practices Act. 
This included Walmart Stores, which was alleged to have bribed officials in 
 Mexico to quickly obtain permits to open stores. The Sarbanes-Oxley Act of 
2002 makes individual executives responsible for their company’s financial dis-
closures; and a bribe mischaracterized as a legitimate expense may violate the 
law. Managers need to be careful and up-front about such payments. 27  

Dealing with foreign 
governments

Is it unethical to 
“buy help”?

169

 In this chapter, we examined organizational buying and 
how it differs from final consumer buying. We saw that organi-
zational buyers rely heavily on economic factors and cost–
benefit analysis to make purchase decisions. This chapter 
showed how multiple influences are important in buying 
 decisions—and how marketing managers must recognize and 
 attend to the needs of all members of the buying center. 

 Buying behavior—and marketing opportunities—may 
change when there’s a close relationship between a supplier 
and a customer. However, close relationships are not all or 
nothing. There are different ways that a supplier can build 
close relationships with its customers. We identified key di-
mensions of relationships and their benefits and limitations. 

 This chapter also showed how buying differs with the buy-
ing situation. The problem-solving modes used by final con-
sumers and discussed in Chapter 5 also apply here—with some 
modification. 

 E-commerce plays a key role in organizational buying and 
B2B marketing. We discussed some of the different ways that 
these technologies are being used. 

 We saw that organizational buyers buy for resale or to pro-
duce other goods and services—and include manufacturers, 
farmers, distributors, retailers, government agencies, and non-
profit organizations. There are many similarities in how these 
organizations buy—but also differences. The chapter concludes 
by providing insights about buying practices particular to man-
ufacturers, service firms, intermediaries, and governments. 

 Understanding how organizations buy can help marketing 
managers identify logical dimensions for segmenting markets 
and developing marketing mixes. But the nature of products 
being offered may require further adjustments in the mix. Dif-
ferent product classes are discussed in Chapter 8. Variations 
by product may provide additional segmenting dimensions to 
help a marketing manager fine-tune a marketing strategy. 

 CONCLUSION 
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 QUESTIONS AND PROBLEMS 
  1. In your own words, explain how buying behavior of business 

customers in different countries may have been a factor in 
speeding the spread of international marketing. 

  2. Compare and contrast the buying behavior of final con-
sumers and organizational buyers. In what ways are they 
most similar and in what ways are they most different? 

  3. Briefly discuss why a marketing manager should think 
about who is likely to be involved in the buying center for a 
particular purchase. Is the buying center idea useful in con-
sumer buying? Explain your answer. 

  4. If a nonprofit hospital were planning to buy expensive MRI 
scanning equipment (to detect tumors), who might be in-
volved in the buying center? Explain your answer and de-
scribe the types of influence that different people might have. 

  5. Describe the situations that would lead to the use of the 
three different buying processes for a particular product—
lightweight bumpers for a pickup truck. 

  6. Why would an organizational buyer want to get competi-
tive bids? What are some of the situations when competi-
tive bidding can’t be used? 

  7. How likely is it that each of the following would use com-
petitive bids? ( a ) a small town that needs a road resur-
faced, ( b ) a scouting organization that needs a printer to 
print its scouting handbook, ( c ) a hardware retailer that 
wants to add a new lawn mower line, ( d ) a grocery store 
chain that wants to install new checkout scanners, and 
( e ) a sorority that wants to buy a computer to keep track 
of member dues. Explain your answers. 

  8. Discuss the advantages and disadvantages of just-in-time 
supply relationships from an organizational buyer’s point 
of view. Are the advantages and disadvantages merely 
 reversed from the seller’s point of view? 

  9. Explain why a customer might be willing to work more 
cooperatively with a small number of suppliers rather 
than pitting suppliers in a competition against each other. 
Give an example that illustrates your points. 

  10. Would a tool manufacturer need a different marketing 
strategy for a big retail chain like Home Depot than for 
a single hardware store run by its owner? Discuss your 
answer. 

  11. How do you think a furniture manufacturer’s buying habits 
and practices would be affected by the specific type of 
product to be purchased? Consider fabric for upholstered 
furniture, a lathe for the production line, cardboard for 
shipping cartons, and lubricants for production machinery. 

  12. Discuss the importance of target marketing when analyz-
ing organizational markets. How easy is it to isolate homo-
geneous market segments in these markets? 

  13. Explain how NAICS codes might be helpful in evaluating 
and understanding business markets. Give an example. 

  14. Considering the nature of retail buying, outline the basic 
ingredients of promotion to retail buyers. Does it make 
any difference what kinds of products are involved? Are 
any other factors relevant? 

  15. The government market is obviously an extremely large 
one, yet it is often slighted or even ignored by many firms. 
Red tape is certainly one reason, but there are others. Dis-
cuss the situation and be sure to include the possibility of 
segmenting in your analysis. 

  16. Some critics argue that the Foreign Corrupt Practices Act 
puts U.S. businesses at a disadvantage when competing in 
foreign markets with suppliers from other countries that do 
not have similar laws. Do you think that this is a reasonable 
criticism? Explain your answer. 
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 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. 

Hillside decided to focus on final consumers and their pets rather than include organizational customers who might need 
veterinary care for animals. Such customers might range from dog breeders and farmers to animal protection shelters and law 
enforcement agencies who work with dogs. Would it be easy or hard for Hillside to expand its focus to serve customers who 
are not final consumers? Explain your thinking. 

 QQ

170

 business and organizational 
customers,  146  

 purchasing managers,  150  

 multiple buying influence,  151  

 buying center,  152  

 requisition,  152  

 purchasing specifications,  153  

 ISO 9000,  154  

 new-task buying,  155  

 straight rebuy,  155  

 modified rebuy,  155  

 competitive bid,  157  

 vendor analysis,  157  

 just-in-time delivery,  160  

 negotiated contract buying,  161  

 outsource,  161  

 North American Industry 
Classification System (NAICS) 
codes,  164  
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 KEY TERMS  LO 6.8 
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 SUGGESTED CASES 
 5. Polystyrene Solutions  6. Applied Steel 

 COMPUTER-AIDED PROBLEM 
costs. CompuTech figures inventory costs—the expenses of 
 finance and storage—as a percentage of the total order cost. 

 To make its vendor analysis easier, CompuTech’s purchasing 
agent has entered data about the two suppliers on a spread-
sheet. He based his estimates on the quantity he thinks he will 
need over a full year. 

  a. Based on the results shown in the initial spreadsheet, which 
supplier do you think CompuTech should select? Why? 

  b. CompuTech estimates it will need 100,000 chips a year if 
sales go as expected. But if sales are slow, fewer chips will 
be needed. This isn’t an issue with Supplier 2; its price is 
the same at any quantity. However, Supplier 1’s price per 
chip will be $1.95 if CompuTech buys less than 90,000 dur-
ing the year. If CompuTech only needs 84,500 chips, which 
supplier would be more economical? Why? 

  c. If the actual purchase quantity will be 84,500 and Supplier 
1’s price is $1.95, what is the highest price at which Supplier 
2 will still be the lower-cost vendor for CompuTech? (Hint: 
You can enter various prices for Supplier 2 in the spread-
sheet—or use the analysis feature to vary Supplier 2’s price 
and display the total costs for both vendors.)     

 6. VENDOR ANALYSIS 

 CompuTech, Inc., makes circuit boards for microcomputers. It 
is evaluating two possible suppliers of electronic memory chips. 

 The chips do the same job. Although manufacturing quality 
has been improving, some chips are always defective. Both sup-
pliers will replace defective chips. But the only practical way to 
test for a defective chip is to assemble a circuit board and “burn 
it in”—run it and see if it works. When one chip on a board is de-
fective at that point, it costs $2.00 for the extra labor time to 
replace it. Supplier 1 guarantees a chip failure rate of not more 
than 1 per 100 (that is, a defect rate of 1 percent). The second 
supplier’s 2 percent defective rate is higher, but its price is lower. 

 Supplier 1 has been able to improve its quality because it uses 
a heavier plastic case to hold the chip. The only disadvantage of 
the heavier case is that it requires CompuTech to use a connec-
tor that is somewhat more expensive. 

 Transportation costs are added to the price quoted by either 
supplier, but Supplier 2 is further away so transportation costs 
are higher. And because of the distance, delays in supplies reach-
ing CompuTech are sometimes a problem. To ensure that a suf-
ficient supply is on hand to keep production going,  CompuTech 
must maintain a backup inventory—and this increases inventory 
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  Improving Decisions 
with Marketing 
Information 
 In 1946 Bill Rosenberg launched Industrial Luncheon Services, 
delivering meals, snacks, and coffee to factory workers in the 
Boston area. From his daily sales totals Rosenberg knew his 
working class customers loved his coffee and doughnuts. 
Rosenberg thought a sit-down restaurant with these two 
menu items could be a success, and a few years later Dunkin’ 
Donuts was born. Back then Dunkin’ charged just 5 cents for 
one of its 52 varieties of doughnuts. Dunkin’s 10 cent cup of 
coffee sounds like a bargain today, but it was double the going 
rate. Nevertheless, customers saw its higher quality coffee–
that was always served fast and hot—as a good value. 

 By 2005 Dunkin’ had about 5,000 franchised locations in the 
U.S. and 1,000 more in 29 other countries—and management 
wanted to triple in size in the next 10 years. Coffee represented 
almost two-thirds of its sales, while doughnuts and sandwiches 
each accounted for about 17 percent. Dunkin’s flavored coffees, 
lattes, Chai, iced coffee, and other beverages put it in direct 
competition with Starbucks, the heavy hitter in the coffee mar-
ket. With 90 percent of its stores in the northeastern United 
States, it saw a big opportunity for growth. Yet Dunkin’s market-
ing managers wondered if they should change its marketing 
strategy to better fit evolving customer behavior, changing 
competition, and new target markets. 

 Dunkin’ managers knew they had many options: for example, 
adding new sandwiches, offering catering and delivery ser-
vices, and providing cozier seating were just some of the 
choices. Copernicus Marketing conducted research and de-
signed Dunkin’s “store of the future.” Product design software 
evaluated more than two billion combinations by varying por-
tion sizes, exterior store design, interior music selection, and 
more. Using data from a nationally representative sample of 
more than 1,000 customers and prospects, sales and costs were 
forecast for each combination and the most profitable options 
identified. This research guided the construction of experimen-
tal prototype stores—which emphasized Dunkin’s quality coffee 
and its speed of service at the counter and at the drive-through 
windows. When the new stores exceeded sales and profit tar-
gets, its managers knew they had a future direction. 

 Dunkin’ didn’t need to conduct marketing research to 
know its New York customers would enjoy having Eli Manning 
serve them at the drive-through window, but his day job as 

quarterback of the New York Giants kept this from happening 
on a regular basis. On the other hand, research would help 
Dunkin’ Donuts understand its most loyal coffee drinkers—and 
those of its rival, Starbucks. So, the company paid dozens of its 
loyal customers to buy coffee at Starbucks—while simultane-
ously paying a similar number of Starbucks loyalists to come to 
Dunkin’  Donuts. After debriefing, the two groups were found to 
be so different that Dunkin’ researchers dubbed them “tribes.” 

 What each tribe detested about its rival’s store was exactly 
what made it love its usual outlet. For example, Starbucks reg-
ulars found Dunkin’ outlets boring, austere, and unoriginal. 
They also didn’t like that workers dumped standard amounts 
of milk and sugar in their drinks—they didn’t feel special at 
Dunkin’ Donuts. While Dunkin’ tribe members wanted newer 
looking stores, the Starbucks experience turned them off. All 
those laptop users made it hard to find a seat—and they won-
dered why coffee shops needed couches. They complained 
about Starbucks’ higher prices and the slower speed of ser-
vice. They didn’t like Starbucks’ “tall,” “grande,” and “venti” 
lingo; just give us “small,” “medium,” and “large” please! This 
exercise convinced Dunkin’ that there were customers out 
there who wanted an alternative to Starbucks—and it could 
fine-tune a marketing strategy to provide it. 

 A psychographic survey offered further insight on the atti-
tudes, values, and interests of Dunkin’ tribe members. They’re 
busy, love routine, prefer simple with no frills, and see them-
selves as down-to-earth folks without pretentions. One-third 
of Americans fit this profile, but these people are more com-
mon in the Midwest and South than in the Northeast. So 
Dunkin’ quickly targeted cities in Ohio, Tennessee, and  Florida. 
This research also guided the “America Runs on Dunkin’” ad-
vertising campaign featuring office and construction workers 
getting through their days with the chain’s help. 

 Dunkin’ Donuts also wanted to refine its menu. It knew that 
many busy customers were turning to snacks versus meals and 
using drive-through windows to get food on-the-go. So 
Dunkin’ chefs created and tested a new line of hearty snacks. 
Focus groups liked the smoothies and hot flatbreads, but the 
tiny stuffed pinwheels did not satisfy their hunger. They liked 
it better when Dunkin’ came back with larger size “bites” filled 
with pork and other ingredients. 

per61043_ch07_172-201.indd Page 173  19/12/13  8:48 AM user per61043_ch07_172-201.indd Page 173  19/12/13  8:48 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



174

 Dunkin’ encourages customer feedback and listens closely 
for ideas to fine-tune its marketing strategy. A group of its 
best customers serve on the Dunkin’ Advisory Panel where 
they regularly complete online surveys and participate in on-
line focus groups. The company also closely monitors its web-
site and social media  efforts—reading what Facebook fans and 
Twitter followers write and us-
ing analytical software that 
collects and analyzes buzz on 
the Internet and how people 
come to its website. 

 This feedback led Dunkin’ 
to drop plans for a stuffed 
melt sandwich after customers 
commented that it sounded 
messy. When new stores were 
painted in coffee color hues, 
customers again complained, 
and Dunkin’ responded by 
splashing on more of the tradi-
tional bright pink and orange. 
In addition, when customers 
requested music in its stores, 
Dunkin’ created a distinctly 
non-Starbucks sound that was 
upbeat but not annoying. 

 Dunkin’ is still growing, with more than 10,000 stores in 
32 countries, though a tough economy moved the “triple in 
size” goal back to 2020. To achieve that goal Dunkin’ Do-
nuts marketing managers will keep relying on continuous 
information to aid their marketing strategy planning and its 
implementation and control. 1  

 LEARNING OBJECTIVES 

 The Dunkin’ Donuts case shows that successful marketing strategies require information 
about potential target markets and their likely responses to marketing mixes—as well as 
information about competitors and other market environment variables. Managers also 
need information for implementation and control. Without good information, managers are 
left to guess—and in today’s fast-changing markets, that invites failure. In this chapter, we 
discuss how marketing managers get the information that they need. 

 When you finish this chapter, you should be able to: 
  1 discuss marketing information systems. 

  2 understand the scientific approach to marketing research. 

  3 cite methods for collecting secondary and primary data. 

  4 understand the role of observing, questioning, and using experimental  
methods in marketing research. 

  5 understand the challenges to interpreting marketing research data. 

  6 recognize how market research information aids marketing planning in  
international markets. 

  7 understand important new terms (shown in red). 

 Effective Marketing Requires Good Information 

 To make good marketing decisions, managers need accurate information about 
what is happening in the market. They usually can’t get all of the information 
they’d like, but part of their job is to find cost-effective ways to get the informa-
tion that is imperative. 

 In this chapter, we’ll focus on the two sources that marketing managers utilize for 
information to help them make better decisions. One source is  marketing  research —
procedures that develop and analyze new information about a  market. Marketing 
research involves a wide range of techniques, including Internet searches, customer 
surveys, experiments, direct observation of customers, and many more. Marketing 
managers often find that one-at-a-time marketing  research projects can be too costly 
or take too long to get the desired  information. So, in many companies, marketing 
managers also routinely get help from a  marketing information  system (MIS) —which 
is an organized way of continually gathering, accessing, and analyzing information 
that marketing managers need to make ongoing decisions. 

 Marketing managers may need marketing research, an MIS, or a combination of 
both to get the information they need to make decisions during any step in the 
marketing strategy planning process—or to improve implementation and control. 
See Exhibit 7-1. In this chapter, we’ll discuss ways to make marketing research and 
an MIS more useful, and the key issues that marketing managers face in using them. 

 LO 7.1 

 Information is a bridge 
to the market 
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 Most large companies have a separate marketing research department to 
plan and manage research projects. People in these departments usually rely on 
outside specialists to carry out the work on particular projects. Further, they 
may call in specialized marketing consultants and marketing research organiza-
tions to take charge of a whole project. 

 Smaller companies usually don’t have separate marketing research depart-
ments. They depend on their salespeople or managers to conduct what research 
they do. Nonprofit organizations rarely did market research in the past, but 
more have begun to see its value and often use outside specialists. 

 When it comes to setting up an MIS, a company usually turns to information 
technology (IT) experts. Sometimes this expertise resides in an organization’s IT 
department. Even small firms may have a person who handles most of the technical 
work on its computer systems. Many small and large firms look to outside consul-
tants and service providers for help with increasingly complex information systems. 

 Whether these activities are conducted inside the company or outsourced, it 
is very important that marketing managers be closely involved in the design of 
marketing research or an MIS. Specialists in research and IT can make sure that 
the technical aspects are handled correctly, but marketing managers need to 
make sure they can access information to guide marketing strategy planning or 
implementation and control. 

 Changes Are Under Way in Marketing Information Systems 

 Marketing managers for some companies make decisions based heavily on their 
own judgment—with very little hard data. The manager may not even know that 
he or she is about to make the same mistake that the previous person in that job 

 Success requires 
cooperation with 
specialists 

Exhibit 7–1 Marketing Information Inputs to Marketing Strategy Planning Decisions
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   1. Define problem
   2. Analyze situation
   3. Gather problem-specific data
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already made! When it’s time to make a decision, they may wish they had more 
information. But by then it’s too late, so they do without. 

 Many firms realize that it doesn’t pay to wait until you have important questions 
you can’t answer. They anticipate the information they will need. They work to 
develop a continual flow of informa-
tion that is available and quickly acces-
sible from an MIS when it’s needed. 

 We won’t cover all of the technical 
details of planning for an MIS. But 
you should understand what an MIS is 
so you know some of the possibilities. 
We’ll be discussing the elements of a 
complete MIS as shown in Exhibit 7-2. 
As part of that review, we’ll highlight 
how new sources of data and technol-
ogy are changing MIS use. 

 Many of today’s businesses are 
awash in data. It has been estimated 
that organizations today process 
1,000 times as much data as they did 
in the year 2000. The explosion of 
data comes as organizations collect 
and store more information from in-
ternal sources (for example, e-mails, 
spreadsheets, documents, financial 
 reports, and clickstreams—which 
track customers as they move through 
a company’s website), external sources 
(for example, from  government 

 An MIS makes 
information available 
and accessible 

 The big data explosion 

Many firms look to outside experts, like Adobe, 
to help them analyze and draw insights from 
big data.

Powerful intranets, computer software, and mobile devices like tablet computers and smartphones make it easier and less 
expensive for companies to gather, analyze, and access marketing information.
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sources like the U.S. Census, social media websites like Facebook and LinkedIn, 
and digital sensors which can be found on industrial equipment, automobiles, 
and shipping crates), and market research studies (for example, previously con-
ducted surveys, experiments, or other reports). The amount of data that organi-
zations collect doubles every two years—so more and more data will continue to 
be available to marketing managers. This explosion is often referred to as  big 

data —or data sets too large and complex to work with typical database manage-
ment tools. Along with the growth of big data come new tools to analyze and sort 
these data. For example, machine learning systems are taught how to “read” and 
interpret messages and photos on social media websites. 

 An MIS organizes all of this incoming data and information into a  data 

 warehouse —a place where databases are stored so that they are available when 
needed. You can think of a data warehouse as an electronic library, where all of the 
information is indexed. With big data, firms have had to build larger data ware-
houses and find new ways to store, index, and access a wide variety of data. 2  

 All that  data  in its raw form is not useful to a marketing manager. So an MIS 
includes software programs that convert the data to information that is useful to 
managers. Sales data becomes  information  when it provides answers to questions 
of “who,” “what,” “where,” “how much,” and “when.” So for example, sales data 
might be presented in a table that shows the sales of different products over 
time and in different parts of the country. Photos of in-store displays (data) be-
come information when combined with data that compares the sales increases 
generated by each display. 

 Information becomes  knowledge  when it helps a marketing manager answer 
“how” and “why” questions. Marketing managers can combine their experience 
in a market with information to generate knowledge. Or, the marketing man-
ager might use the information to design a new marketing research project to 
generate knowledge. For example, a marketing manager at Frito-Lay might 
have information that customers in the northeast United States are not satisfied 
with a recently launched snack food. This might cause the marketing manager 
to engage in a marketing research project to find out the reasons (why) for the 
dissatisfaction. As a marketing manager gains experience and understanding of 

 From data to 
information, 
knowledge, and 
wisdom 

Exhibit 7–2 Elements of a Complete Marketing Information System
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why things happened in the past, she can put that together to build  wisdom  and 
better estimates about what will happen in the future. This helps the marketing 
manager to better evaluate possible marketing strategy decisions. 3  

 Accessing all the information in an MIS is not easy—especially with the wide 
variety of different types of data and information. Fortunately, advances in in-
formation technology have ushered in improvements in marketing information 
systems. With good search software, much of the information is instantly avail-
able, often just a mouse click away. Many firms, even small ones, have their own 
 intranet —a system for linking computers  within  a company. An intranet works 
like the Internet. However, to maintain security, access to websites or data on an 
intranet is usually limited to employees. Even so, information can be searched 
and available on demand. Further, it’s a simple matter to “publish” new infor-
mation to a website as soon as it becomes available. 

 With so much information available, marketing managers look to software 
programs for aid in interpreting what they find in the MIS. It can be helpful to 
have a  decision support system (DSS) —a computer program that makes it easy for 
a marketing manager to obtain and use information. These types of programs 
help marketing managers convert information into knowledge that allows them 
to make informed marketing strategy decisions. Let’s look at a couple of types of 
decision support systems. 

 One way to interface with a data warehouse and DSS is through a  marketing 

dashboard , which displays up-to-the-minute marketing data in an easy-to-read 
 format—much like a car’s dashboard shows the speedometer and fuel gauge. Mar-
keting dashboards are usually customized to a manager’s areas of responsibility. 
For example, a dashboard for a customer service manager at Verizon Wireless 
might show the percentage of customer calls dropped by cell towers, the location 
of repair trucks in the field, and the number of callers “on hold” waiting for cus-
tomer service help. With early warning about potential problems, the manager can 
quickly make corrections. For example, a manager might call in extra customer 
service help if too many customers are “on hold.” 4  

 Some decision support systems go even further—helping a marketing man-
ager improve all aspects of their planning—blending individual Ps, combining 
the four Ps into mixes, and developing and selecting plans. Further, they can 
monitor the implementation of current plans, comparing results against plans 
and making necessary changes more quickly. Drawing on data showing how 
a  marketing  strategy 
worked in the past, a DSS 
can make sales estimates 
using a marketing model. 
A  marketing model  is a 
statement of relation-
ships among marketing 
variables. It enables a 
manager to look at the 
sales (and costs)  expected 
with different types of 
promotion and select the 
marketing mix that is best 
for a particular target 
market. 5  

 For example, optical 
retailer LensCrafters, 

 Get more accurate 
information faster 
and easier 

 Decision support 
systems can convert 
information to 
knowledge 

 Marketing dashboards 
monitor the market 

 Information for 
planning, 
implementation, and 
control 

Marketing managers want the ability to monitor the market 
and success of marketing strategies anywhere and anytime 
with marketing dashboards.
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Advances in technology are fueling a revolution in mar-
keting research around big data. We are witnessing an ex-
plosion in the availability of a wide range of different types 
of data. Each time you buy something with a credit card, 
surf the web, watch a video on YouTube, or post a picture 
on Facebook, you create “data exhaust.” Purchases tie into 
your name, age, and home address, and the web records 
where you go on the Internet and what you do there. Now 
firms are sucking up that exhaust from a variety of sources 
to learn more about you. While more data are being pro-
duced, these data are also becoming much cheaper (practi-
cally free) to store and process. Finally, advances in machine 
learning allow computers to comb through all these data—
videos, Instagram pictures, Facebook status updates, on-
line, reviews, and more—to better predict customers’ wants 
and needs. Together, these trends allow marketing manag-
ers access to more information and knowledge more quickly 
than ever before. Let’s look at how some organizations are 
using these data in marketing strategy planning.

Online dating service Match.com uses big data to im-
prove the quality of the algorithm it uses to match people 
seeking love at the site. Match.com scours the data posted 
by its customers to see which matches are working and 
why; this feedback improves the success of future matches.

Auto parts retailer AutoZone uses big data to make de-
cisions about what inventory to carry at each store. While 

AutoZone offers more than a million items, each store can 
only hold about 40,000. So it helps to know what custom-
ers might be looking for when they come in. AutoZone 
now supplements sales histories at each outlet with out-
side databases. For example, it knows what types of cars 
are being driven in the local areas around each outlet. This 
information helps AutoZone decide just what products to 
carry at each store.

Google examined billions of flu-related web searches 
over a five-year period and found that it could predict 
where flu outbreaks were occurring two weeks before pub-
lished reports from the Centers for Disease Control and 
Prevention. Google Flu Trends allows anyone to access this 
information. Marketing managers for Vicks Behind Ear 
Thermometer saw an opportunity to leverage Google’s big 
data. Vicks managers targeted mothers. So they placed 
ads in apps like Pandora, which have basic data from users, 
including their gender and whether they have kids. Vicks 
further segmented moms by delivering ads in areas of 
the country experiencing flu outbreaks with the message: 
“Flu levels in your area are high. Be prepared with Vicks 
revolutionary Behind Ear Thermometer.” Tapping the ad 
would direct the mom to the nearest store that sold the 
 thermometer—”Buy at Walgreens .5 miles away.” Big data 
allowed Vicks to narrowly segment the market and deliver 
relevant messages that moms were grateful to receive.

As big data continues to get bigger, smart marketing 
managers are leveraging it to create big opportunities for 
their customers.6

Big data. Big opportunity.

with 965 North American stores, carries a very large selection of frame styles, 
lenses, and sunglasses tailored not only to the age, gender, and ethnic makeup 
of the local market but also to what is selling at that particular store. Shifts in 
eyewear fashions can come fast. So managers at LensCrafters routinely analyze 
sales data in the firm’s marketing information system. Using a marketing model, 
they break down sales by product, store, and time period and compare them to 
past results to help spot buying trends early and plan for them. In China, where 
LensCrafters has used different types of promotion over the years, a different 
marketing model identifies the best promotions to use when opening a new 
store. For example, scratch-off cards that give various levels of discounts are 
popular in some areas with price-sensitive Chinese families. 7  

 Of course not every organization has a useful MIS. The challenge and cost of 
setting up an MIS has been prohibitive for some firms. Some marketing managers 
just aren’t comfortable with data and don’t push for an MIS. But falling data stor-
age costs and low-cost, easy-to-use analytical tools are changing things quickly. For 
example, the free program Google Analytics allows a firm to gather and analyze 
data about visitors to its website. Marketing managers can find out which sites 
bring traffic to their own site, which pages are most popular, how long visitors 
spend on each page, and much, much more. 

 Many firms resist adding 
an MIS 
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 The Scientifi c Method and Marketing Research 

 Marketing research—combined with the strategy planning framework we dis-
cussed in Chapter 2—can also help marketing managers make better decisions. 

 Marketing research is guided by the  scientific method , a decision-making ap-
proach that focuses on being objective and orderly in  testing  ideas before accepting 
them. With the scientific method, managers don’t just  assume  that their intuition is 
correct. Instead, they use their intuition and observations to develop  hypotheses —
educated guesses about the relationships between things or about what will hap-
pen in the future. Then they test their hypotheses before making final decisions. 

 A manager who relies only on intuition might introduce a new product without 
testing consumer response. But a manager who uses the scientific method might 
say, “I think (hypothesize) that consumers currently using the most popular brand 
will prefer our new product. Let’s run some consumer tests. If at least 60 percent 
of the consumers prefer our product, we can introduce it in a regional test mar-
ket. If it doesn’t pass the consumer test there, we can make some changes and try 
again.” With this approach, decisions are based on evidence, not just hunches. 

 The scientific method forces an orderly research process. Some managers 
don’t carefully specify what information they need. They blindly move 
ahead—hoping that research will provide “the answer.” Other managers may 
have a clearly defined problem or question but lose their way after that. These 
hit-or-miss approaches waste both time and money. 

 Five-Step Approach to Marketing Research 

 The  marketing research process  is a five-step application of the scientific method 
that includes: 

 1. Defining the problem 
 2. Analyzing the situation 
 3. Getting problem-specific data 
 4. Interpreting the data 
 5. Solving the problem 

 Exhibit 7-3 shows the five 
steps in the process. Note that 
the process may lead to a solu-
tion before all of the steps are 
completed. Or as the feedback 
arrows show, researchers may 
return to an earlier step if 
needed. For example, the inter-
preting step may point to a new 
question—or reveal the need 
for additional information— 
before a final decision can be 
made. 

 Good marketing research re-
quires cooperation between re-
searchers and marketing 
managers. Researchers must be 
sure their research focuses on 
real problems. 

 LO 7.2 

 Effective research 
usually requires 
cooperation 

Exhibit 7–3 Five-Step Scientific 
Approach to Marketing Research Process
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 Marketing managers must be able to explain what their problems are and 
what kinds of information they need. They should be able to communicate with 
specialists in the specialists’ language. Marketing managers may only be “con-
sumers” of research. But they should be informed consumers—able to explain 
exactly what they want from the research. They should also know about some of 
the basic decisions made during the research process so they know the limita-
tions of the findings. 

 For this reason, our discussion of marketing research won’t emphasize me-
chanics but rather how to plan and evaluate the work of marketing researchers. 8

 Defi ning the Problem—Step 1 

 Defining the problem is often the most difficult step in the marketing research 
process. But it’s important for the objectives of the research to be clearly de-
fined. The best research job on the wrong problem is wasted effort. 

 Our strategy planning framework is useful for guiding the problem defini-
tion step. It can help the researcher identify the real problem area and what 
information is needed. Do we really know enough about our target markets to 
work out all of the four Ps? Before deciding how to position our product, do 
we understand our competitor’s strengths and weaknesses? Do we know 
enough to decide what celebrity to use in an ad or how to handle the price 
war in New York City or Tokyo? If not, we may want to do research rather than 
rely on intuition. 

 The problem definition step sounds simple—and that’s the danger. It’s 
easy to confuse problems with symptoms. Marketers for Kiwi shoe polish en-
countered this situation. Kiwi’s palm-size tin, embossed with the image of a 
Kiwi bird, is already the market leader in many countries. So, to get more 
growth, Kiwi managers did a number of consumer studies focused on the 
problem of how to improve the polish. Yet none of the new product ideas 
clicked with consumers. Things changed when a new CEO realized that the 
lack of interest in new polish products was just a symptom of the fact that to-
day’s footwear is made less from leather and more from synthetic materials. 
Further, Kiwi had traditionally targeted men rather than women, who tend to 
toss out worn shoes rather than work to keep them in good condition. So the 
CEO changed the focus of research to another problem—figuring out what 
feet- and footwear-related needs were not currently being met. That research 
showed that having comfortable, fresh-smelling shoes was the top priority for 
women. Further research focusing on how to solve that problem led to the 
development of several new products, including Kiwi Fresh’ins, which are 
lightly scented disposable and ultrathin shoe inserts that keep feet feeling 
fresh and comfortable all day. 9  

 Sometimes the research objectives are very clear. A manager wants to know 
if the targeted households have tried a new product and what percent of 
them bought it a second time. But research objectives aren’t always so simple. 
The manager might also want to know  why  some didn’t buy or whether they 
had even heard of the product. Companies rarely have enough time and 
money to study everything. A manager must narrow the research objectives. 
One good way is to develop a list of research questions that includes all the 
possible problem areas. Then the manager can consider the items on the list 
more  completely—in the situation analysis step—before narrowing down to 
final research objectives. 

 Pinpointing and 
identifying the problem 
is half the battle 

 Don’t confuse problems 
with symptoms 

 Setting research 
objectives may require 
more understanding 
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 Analyzing the Situation—Step 2 
 When the marketing manager thinks the real problem has begun to surface, a 
situation analysis is useful. A  situation analysis  is an informal study of what infor-
mation is already available in the problem area. It can help define the problem 
and specify what additional information, if any, is needed. 

 The situation analysis may begin with quick research—perhaps an Internet 
search; a closer look at information in an MIS; and phone calls or informal talks 
with people familiar with the industry, problem, or situation. 

 Let’s consider a situation facing the marketing manager for the Hershey’s 
candy company. She reviews last month’s sales and finds that sales in the 
 Chicago region are down by 5 percent, which concerns her. She could begin a 
situation analysis by digging deeper into the MIS and discover that sales of 
Hershey chocolate bars at one large grocery store chain are down by 25  percent. 
Otherwise sales in this region are up. Her next step might be an  e-mail or 
phone call to the salesperson who calls on this grocery store chain. A phone 
call might reveal that last month the store had a big promotion  going with a 
competitor’s candy bars. Through this type of situation analysis, you can see 
that the marketing manager turned data into information and knowledge—
she now knows why sales are down. This type of analysis might lead to an early 
solution—perhaps talking with the salesperson about how to set up a future 
promotion to try to gain back lost sales. 

 The situation analysis is especially important if the marketing manager is 
dealing with unfamiliar areas or if the researcher is a specialist who doesn’t 
know much about the management decisions to be made. They  both  must be 
sure they understand the problem area—including the nature of the target 
market, the marketing mix, competition, and other external factors. Other-
wise, the researcher may rush ahead and make costly mistakes or simply dis-
cover facts that management already knows. The following case illustrates this 
danger. 

 A marketing manager at the home office of a large retail chain hired a re-
search firm to do in-store interviews to learn what customers liked most, and 
least, about some of its stores in other cities. Interviewers diligently filled out 
their questionnaires. When the results came in, it was apparent that neither 
the marketing manager nor the researcher had done their homework. No 
one had even talked with the local store managers! Several of the stores were 
in the middle of some messy remodeling—so all the customers’ responses 
 concerned the noise and dust from the construction. The research was a 
waste of money. 

 The situation analysis should also find relevant  secondary data —information 
that has been collected or published already. Later, in Step 3, we will cover 
  primary data —information specifically collected to solve a current problem. Too 
often researchers rush to gather primary data when much relevant secondary 
information is already available—at little or no cost! See Exhibit 7-4. 

 Ideally, much secondary data are already available from the firm’s MIS. Data 
that have not been organized in an MIS may be available from the company’s 
files and reports. Secondary data also are available from libraries, trade associa-
tions, government agencies, and private research organizations; increasingly, 
these organizations put their information online. So one of the first places a 
researcher should look for secondary data is on the Internet. 

 Marketing managers can find a treasure trove of useful information on the 
Internet. It’s all readily accessible from a computer, tablet, or smartphone. 

 LO 7.3 

What information do 
we already have?

 Situation analysis helps 
educate a researcher 

 Secondary data may 
provide the answers—
or some background 

 Much secondary data 
are available 

 Search the web better 
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But available is not the same as reliable. Anyone can post anything on the 
 Internet. So, as with any other research source, you should carefully evaluate 
the accuracy of Internet sources. 

 The key to the Internet is finding what’s needed. If you have a pretty clear 
idea about what you are seeking, search engines like Google are a good place 
to start. If you are looking for general information about a broader topic 
area, search directories like Yahoo’s (dir.yahoo.com) may be more helpful. 
A major problem is that searches often identify too many irrelevant sources. 
There are techniques to getting better search results. If you have not had 
 formal training on Internet search, you might look for an online tutorial to 
sharpen your search skills. At Google Inside Search (www.google.com/ 
insidesearch/) you can learn how search works, search tips and tricks, and 
more. Check it out! 

 Many managers don’t realize that much of the information stored on the 
Internet is in database formats that standard website search engines can’t find. 
To search for information in those databases you must first locate the website 
with the relevant database and then use software at the site to search inside the 
database. Directories that describe database sites help with the first step. Com-
plete Planet (www.completeplanet.com), for example, provides an organized 
listing of more than 70,000 searchable databases. 

 Sometimes it can be useful to review or monitor what others are saying about 
your company or its products. There are useful tools that allow a marketing 
manager to quickly access what is being said online. For example, a marketing 
manager can simply enter a brand name at search.twitter.com or socialmen-
tion.com to find tweets, blog posts, comments, and other online mentions of 
that brand. By scanning these online posts, a marketing manager can get a 
sense of how customers feel about the brand. Social Mention takes this a step 
further and aggregates all kinds of content from users—bookmarks, blog posts, 
Twitter, Facebook, and many more. Social Mention’s software automatically 

 Search engines miss 
important databases 

Monitor chatter on 
the web

Exhibit 7–4  Examples of Sources, Techniques, and Tools for Gathering Secondary and Primary Data

Secondary 
data

Secondary 
data

All data
 types

Inside 
company

Review company files, intranet, reports.
Search marketing information systems.
Analyze sales and cost data.

Outside 
company

Search the Internet, library, and government
databases. Talk to researchers at universities 
and private research organizations.

Observation
Use video to observe customers shopping.
Track consumer clicks on a website. 
Purchase loyalty card data from retailers.

Questioning
Conduct focus group or in-depth interviews
with customers to learn their needs. Use
online, phone, or surveys of customers to
measure customer satisfaction.
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analyzes all of these sources and performs a  senti-
ment analysis  that categorizes each mention as posi-
tive, negative, or neutral. 

 These monitoring tools are alluring; they gener-
ate a lot of information very quickly and many are 
free. Yet this information is selective—choosing 
 Internet users who choose to be vocal—and may not 
accurately reflect the sentiment of the target 
 market. When Skittles launched a new website, its 
marketing managers were alarmed by early criticism 
of the site in social media outlets including blogs, 
Facebook, and Twitter. When Skittles managers 
tapped a broader set of customers, they found little 
need for concern. 

 However, online monitoring may provide a 
“head’s up” about consumer attitudes or problems. 
If Kryptonite had monitored the web, it might have 
responded more quickly to YouTube videos showing 
how easy it was to pick its bicycle locks. When the 
videos went viral, the company’s reputation was 
badly damaged. 10  

 Federal and state governments publish data on many subjects. Govern-
ment data are often useful in estimating the size of markets. In Chapters 3 
and 5 we gave a number of examples of the different types of data that are 
available. Almost all government data are immediately usable in inexpensive 
print and digital publications, on websites, and in downloads ready for fur-
ther analysis. 

 Sometimes it’s more practical to use summary publications with links or ref-
erences that lead to more detailed reports. For the U.S. market, one of the most 
useful summary references is the  Statistical Abstract of the United States,  which 
provides a summary of statistics on the social, political, and economic organiza-
tion of the United States. It is issued annually and can also be accessed online 
(www.census.gov/compendia/statab/). Similarly, the  United Nations Statistical 
Yea  r  book  is one of the best summaries of worldwide data; it can be downloaded 
in PDF format (http://unstats.un.org/unsd/syb/). 

Government data are 
inexpensive

Catalina Marketing helps 
retailers deliver personalized 
promotions to customers’ 
smartphones based on the 
customers’ past purchases 
and even their location in 
stores. 

Internet Exercise

Marketing managers like to know what is being said 
online about their brand—and their competitors. 
Social Mention is a service that searches social 
media and aggregates the content it finds. Go to 
www.socialmention.com and compare three tablet 
computers. Conduct three separate searches using 
“Apple iPad,” “Kindle Fire,” and “Microsoft Surface”—
for each search in “All.” Which tablet has the most 
positive sentiment? Negative sentiment? What is the 
ratio of positive to negative sentiment for each tablet? 
Click on “negative” for each to learn the reasons for 
negative comments. Look at the measures of strength, 
sentiment, passion, and reach (hover over each to 
learn what it means) for each brand. How could this 
information be used by a marketing manager for the 
Microsoft Surface tablet computer?
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 Secondary data are very limited on some international markets. However, 
most countries with advanced economies have government agencies that help 
researchers get the data they need. For example,  Statistics Canada  (www.statcan
.gc.ca/) compiles a great deal of information on the Canadian market.  Eurostat
(http://epp.eurostat.ec.europa.eu/), the statistical office for the European 
Union countries, offers many publications packed with data on Europe, and 
data.australia.gov.au is an online source for the Australian government’s public 
information datasets. In the United States, data.gov is an initiative to make a 
wide variety of government data more readily accessible. Some city and state 
governments have similar agencies for local data. 

 The virtue of a good situation analysis is that it can be very informative and 
takes little time. It’s also inexpensive compared with more formal research 
 efforts—like a large-scale survey. A phone, access to the Internet, and time 
might be all a marketing manager needs to gather a lot of insight. Situation 
analysis can help focus further research or even eliminate the need for it 
 entirely. The situation analyst is really trying to determine the exact nature of 
the situation and the problem. This can lead the researcher back to step 1, de-
fining the problem, to an early identification of the solution, or to identifying 
problem-specific data needs. 

 At the end of the situation analysis, you can see which research questions—
from the list developed during the problem definition step—remain unanswered. 
Then you have to decide exactly what information you need to answer those ques-
tions and how to get it. This may require discussion between technical experts 
and the marketing manager. Often companies use a written  research proposal —a 
plan that specifies what information will be obtained and how—to be sure no 
misunderstandings occur later. The research plan may include information about 
costs, what data will be collected, how it will be collected, who will analyze it and 
how, and how long the process will take. 

 Getting Problem-Specifi c Data—Step 3 

 There are different methods for collecting primary data. Which approach to 
use depends on the nature of the problem and how much time and money 
are available. 

 In most primary data collection, the researcher tries to learn what customers 
think about some topic or how they behave under some conditions. There are 
two basic methods for obtaining information about customers:  questioning  and 
observing . Questioning can be qualitative or quantitative; observing can take 
many forms. 

Qualitative research  seeks in-depth, open-ended responses, not yes or no answers. 
The researcher tries to get people to share their thoughts on a topic—without 
 giving them many directions or guidelines about what to say. 

 One qualitative research method uses  non-directive interviews,  where an inter-
viewer asks questions that encourage the interviewee to provide details. For ex-
ample, a researcher might ask, “Please tell me about your last grocery shopping 
trip.” While some respondents talk about their preparation for the trip (prepar-
ing a list), another might talk about characteristics of the store, and another 
about prices and selection. Follow-up questions might just ask the respondent to 
elaborate. The real advantage of this approach is  depth . Each person can be asked 
follow-up questions so the researcher really understands what  that  respondent is 

 Situation analysis yields 
a lot—for very little 

 Determine what else is 
needed 

 LO 7.4 

 Gathering primary data 

 Qualitative 
questioning—open-
ended with a hidden 
purpose 
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thinking. The depth of the qualitative approach gets at the details—even if the 
researcher needs a lot of judgment to summarize it all. 

 One widely used form of qualitative questioning in marketing research is 
the  focus group interview , which involves simultaneously interviewing 6 to 10 
people in an informal group setting. A focus group also uses open-ended 
questions, but here an interviewer seeks group interaction—to stimulate 
thinking and get immediate reactions. Focus groups can be conducted 
 in-person or online. 

 MOD-PAC, a large printing company, faced a problem: business from its tra-
ditional large customers was drying up. MOD-PAC managers wanted to know if 
there were niche markets willing to buy printing services over the Internet. So 
they conducted online focus groups, each with prospects from a different target 
market. The focus groups helped MOD-PAC managers see that each group had 
different needs and used different terms to discuss its problems. Each focus 
group also indicated that there was interest in buying printing services online. 
In response, MOD-PAC developed its “Print Lizard” website; the home page 
uses tabs to route customers from different segments to the part of the site that 
caters to their specific needs. 11  

 Online focus groups help offset some of the limitations of traditional face-to-
face focus groups. Participants who meet online usually feel freer to express their 
honest thoughts—and an aggressive individual is less likely to dominate the 
group. Regardless of how a focus group is conducted, conclusions reached from 
a session usually vary depending on who watches it. A typical problem—and seri-
ous limitation—with qualitative research is that it’s hard to measure the results 
objectively. The results seem to depend largely on the viewpoint of the researcher. 
In addition, people willing to participate in a focus group— especially those who 
talk the most—may not be representative of the broader target market. 

 Focus groups can be conducted quickly and at relatively low cost—on aver-
age about $4,000 each. This is part of their appeal. But focus groups are proba-
bly being overused. It’s easy to fall into the trap of treating an idea arising from 
a focus group as a “fact” that applies to a broad target market. To avoid this 
trap, some researchers use qualitative research to prepare for quantitative 

 Focus groups stimulate 
discussion 

Online communities and panels as well as webcam interviews may be used to conduct qualitative or 
quantitative research.
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 research. Qualitative research can provide good ideas—hypotheses. But we of-
ten need other approaches—based on more representative samples and objec-
tive measures—to test the hypotheses. 

 When researchers use identical questions and response alternatives, they can 
summarize the information quantitatively. Samples can be larger and more rep-
resentative, and various statistics can be used to draw conclusions. For these 
reasons, most survey research is  quantitative research —which seeks structured 
responses that can be summarized in numbers, like percentages, averages, or 
other statistics. For example, a marketing researcher might calculate what per-
centage of respondents have tried a new product and then figure an average 
score for how satisfied they were. 

 Survey questionnaires usually provide fixed responses to questions to simplify 
analysis of the replies. This multiple-choice approach also makes it easier and 
faster for respondents to reply. Simple fill-in-a-number questions are also widely 
used in quantitative research. Fixed responses are also more convenient for 
computer analysis, which is how most surveys are analyzed. 

 Decisions about what specific questions to ask and how to ask them usually 
depend on how respondents will be contacted—by mail, e-mail, on the phone, 
or in person. What question and response approach is used may also affect 
the survey. There are many possibilities. For example, whether the survey is 
self-administered or handled by an interviewer, the questionnaire may be on 
paper or online. The computerized or online survey can be programmed to 
skip certain questions, depending on answers given. Online surveys also allow 
the researcher to show pictures or play audio/video clips (for example, to get 
reactions to an advertising jingle). In an automated telephone interview, 
questions may be prerecorded and a subject responds by pushing touch-tone 
buttons on a phone. 

 Mail and online surveys are common and convenient 
 A questionnaire distributed by mail, e-mail, or online is useful when exten-

sive questioning is necessary.  Respondents can complete the questions at their 
convenience. They may be more willing to provide 
personal information—since a questionnaire can 
be completed anonymously. But the questions must 
be simple and easy to follow since no interviewer is 
there to help. If the respondent is likely to be a com-
puter user, a questionnaire on a website can include 
a help feature with additional directions for people 
who need them. 

 A big problem with questionnaires is that many 
people don’t complete them. The  response rate —the 
percentage of people contacted who complete the 
questionnaire—is often low and respondents may not 
be representative. Mail,  e-mail, and online surveys are 
economical if a large number of people respond. But 
they may be quite expensive if the response rate is low. 
Worse, the results may be misleading if the respon-
dents are not representative. For example, people 

who complete online questionnaires tend to be younger, better educated, or dif-
ferent in other ways that impact how they answer. 

 Distributing questionnaires by e-mail, or at a website, is popular. It is quick, 
and the responses come back in computer form. Surveys sent by regular mail 
usually take a lot longer. 

 Structured questioning 
gives more objective 
results 

 Fixed responses speed 
answering and analysis 

 Surveys come in many 
forms 

Internet Exercise

Survey Monkey is one of several websites that host 
and help you create an online survey. Go to Survey 
Monkey’s website (www.surveymonkey.com) and 
click on the “Take a Tour” link. Click through the tour 
to learn more about how the product works. What 
are some advantages of using Survey Monkey versus 
hiring an outside firm to develop a survey? What are 
some disadvantages? What types of research 
problems might be addressed with this type of 
survey?
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 Regardless of how quickly a questionnaire is distributed, it often takes a month 
or more to get the data back. That is too slow for some decisions. Moreover, it is 
difficult to get respondents to expand on particular points. In markets where 
 illiteracy is a problem, it may not be possible to get any response. In spite of these 
limitations, the convenience and economy of self-administered surveys makes 
them popular. 

 Telephone surveys—fast and effective 
 Telephone interviews are also popular. They are effective for getting quick an-

swers to simple questions. Telephone interviews allow the interviewer to probe and 
really learn what the respondent is thinking. In addition, with  computer-aided 
telephone interviewing, answers are immediately recorded on a computer, result-
ing in fast data analysis. On the other hand, many consumers find calls intrusive—
and about a third refuse to answer any questions. Moreover, respondents can’t be 
certain who is calling or how personal information might be used. 

 Personal interview surveys—can be in-depth 
 A personal interview survey is usually much more expensive per interview than 

e-mail, mail, or telephone surveys. But it’s easier to get and keep the respondent’s 
attention when the interviewer is right there. The interviewer can also help ex-
plain complicated directions and perhaps get better responses. For these reasons, 
personal interviews are commonly used for research on business customers. To 
reduce the cost of locating consumer respondents, interviews are sometimes 
done at a store or shopping mall. This is called a mall intercept interview because 
the interviewer stops a shopper and asks for responses to the survey. 

 Researchers have to be careful that having an interviewer involved doesn’t 
affect the respondent’s answers. Sometimes people won’t give an answer they 
consider embarrassing. Or they may try to impress or please the interviewer. 
Further, in some cultures people don’t want to give any information. For ex-
ample, many people in Africa, Latin America, and Eastern Europe are reluc-
tant to be interviewed. This is also a problem in many low-income, inner-city 

Southwest uses surveys and 
other types of research to 
“listen” to customer inputs. 
It also has a blog at www
.blogsouthwest.com where it 
encourages customers and 
employees to share their 
opinions. For example, when 
Southwest changed how its 
frequent flyer loyalty program 
worked, the blog allowed 
customers to ask questions 
and comment on the change.
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areas in the United States; even Census Bureau interviewers have trouble get-
ting cooperation. 12  

 The Internet enables firms to explore and use a variety of research techniques. 
One technique combines qualitative and quantitative approaches in private online 
communities. A  market research online community (MROC)  is an online group of 
participants who are joined together by a common interest and who participate in 
ongoing research. Online communities are recruited to fit a desired psycho-
graphic, lifestyle, or demographic profile and may be comprised of 50 to several 
hundred members. Members spend months, possibly years, online together brain-
storming ideas and conversing with other customers and the firm’s marketing 
managers. Communities often include online focus groups and question-and- 
answer sessions, as well as quantitative approaches like polls and surveys. 

 Hallmark Cards is one of the pioneers in this area. In the “Hallmark Idea 
Exchange,” an online group of 200 mothers of young children are asked about 
everything from Hallmark’s merchandising strategy to its pricing. Participants 
meet for at least a half hour each week and discuss their wants, needs, and pref-
erences. Hallmark marketing managers stimulate discussion of relevant topics 
by posting questions. Sometimes they take polls to get a wider range of opin-
ions on what it thinks are some of the best ideas. Hallmark Idea Exchange gen-
erates at least 10 to 15 concrete ideas each month. 

 Marketing managers need to be cautious when gathering data online. “Tri-
cia,” that 41-year-old mother from Wisconsin, may actually be “Jake,” a 24-year-
old bartender in Oregon who is just looking to score a few free gift cards or 
some extra cash by joining an online community. Nevertheless, with careful 
monitoring online communities can provide valuable insights. 13  

 Questioning—whether qualitative or quantitative—has its limitations. Re-
spondents sometimes give answers that they think the questioner wants to hear, 
or they may not accurately recall past events. When that is the case, observing 
may be more accurate or economical. 

 Observing—as a method of collecting data—focuses on a well-defined prob-
lem. Here we are not talking about the casual observations that may stimulate 
ideas in the early steps of a research project. With the observation method, re-
searchers try to see or record what the subject does naturally. They don’t want 
the observing to  infl  u  ence  the subject’s behavior. 

 For example, marketing managers for Heinz Ketchup knew they had an 
 opportunity if they could make it easier to eat French fries while driving. To 
learn more, marketing managers sat behind a one-way mirror and watched 
consumers sitting in minivans put ketchup on fries, burgers, and chicken nug-

gets during a simulated driving 
 experience. They saw some people 
tear the corners off packets with their 
teeth and others squirt ketchup in 
their mouth before adding fries. 
 Insights from this research fueled 
 development of Heinz “Dip and 
Squeeze” ketchup packets, which can 
be squeezed from one end like the 
traditional foil pouch or opened by 
peeling back the lid, for those who 
prefer dipping.  Consumers like the 
new packaging and fast-food restau-
rants are selling more French fries out 
of the drive-through window. 14  

 Market research online 
communities combine 
qualitative and 
quantitative research 
methods 

 Questioning has 
limitations 

 Observing—what you 
see is what you get 
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 Ethnographic research has its 
roots in anthropology, which stud-
ies different cultures by observing 
participants in their natural  habitat. 
In marketing research, ethnogra-
phy involves studying customers in 
their homes or at work. Procter & 
Gamble managers used ethnogra-
phy to learn about consumer needs 
in very poor parts of the world, 
places where people live on $2 a 
day or less. By spending time with 
these consumers, P&G found that 
these women value beauty and ap-
preciate products that help them 
look good. So P&G doesn’t want 
to simply  dilute higher-end prod-
ucts to bring down costs; it wants 
to address these customers’ par-
ticular needs. For example, in 
parts of rural China, water is very 
scarce—a woman may have only 
a  few cups of water to rinse hair 
that extends to the middle of her 
back, or a cup of water to wash 
with. So P&G developed a leave-in 
hair conditioner and face soaps 
and hair dyes that require little or 
no water. 15  

 Video cameras can be useful for ethnography because subjects often don’t 
know their behavior is being recorded. Some researchers use this technique to 
study the routes consumers follow through a store or how they select products. A 
dog food manufacturer put video cameras on the pet food aisle in supermarkets 
to learn more about how people choose dog food and treats. The videos showed 
that kids often picked the treats, but that the kids’ parents chose the food. The 
videos also revealed that kids couldn’t reach treats when they were on higher 
shelves. Sales increased when the treats were moved to lower shelves. 16  

 Sometimes the best way to observe a customer is for a marketing manager to 
become a customer. By calling his firm’s own customer service number and pre-
tending to be a customer, a marketing manager can discover how long it takes 
someone to answer the phone—or the ability of a customer service rep to po-
litely and efficiently solve a problem. 

 Marketing managers at Walgreens drugstores wanted to better understand the 
challenges facing senior citizens—an important and growing target market. So 
they donned glasses that blurred vision and wore large rubber gloves that simu-
lated arthritic hands. After experiencing firsthand the difficulties facing seniors, 
Walgreens managers began to use larger print in the weekly circular and installed 
call buttons near heavy items like bottled water and laundry detergent. 17  

 Observation methods are common in advertising research. For example, 
Nielsen Media Research (www.nielsenmedia.com) uses a device called the “people 
meter” that adapts the observation method to television audience  research. This 
device is attached to the TV set in the homes of selected  families. It records when 
the set is on and what station is tuned in. Similarly, Arbitron developed its Portable 
People Meter (PPM) to automatically measure radio listening habits. 18  

 Ethnographic research 
looks at customers in 
their own environment 

 Walk a mile in the 
customer’s shoes 

 Observing is common in 
advertising research 

Because today’s consumers use TV, radio, and 
other media differently than in the past, 
advertisers want to follow those consumers in 
their home, at work, in a car—or anywhere they 
go. Arbitron’s Portable People Meter (PPM) 
technology enables advertisers to do that.
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 Website analysis software allows marketing managers to observe customer 
behavior at a firm’s website. For example, there are tools that help marketing 
managers understand how a customer came to a website—was it the keyword 
used in a Google search, a response to an e-mail promotion, or a link from an 
online review site? Reports show the series of clicks made by visitors and how 
long they stayed on each page. This information can help marketing manag-
ers make changes to the site so that it attracts the right customers and offers 
useful information so they stay and make purchases. 

 Online retailer Shipwreck Beads wanted to promote a summer sale of fire- 
polished beads, so it e-mailed 76,000 customers and placed banner ads on the 
websites for  BeadStyle  and  Bead and Button  magazines. Web analysis tools showed 
which promotions and which keywords generated the most leads. Because the 
answers were available very quickly, the firm revised the advertising copy to 
 include more instances of the phrase “fire-polished beads.” This simple change 
improved placement on search pages and, within a month, hits to its website 
increased fourfold. 

 Computerized scanners at retail checkout counters help researchers collect 
very specific, and useful, information. Often this type of data feeds directly into 

a firm’s MIS. Managers of a large chain of 
stores can see exactly what products have 
sold each day and how much money each 
department in each store has earned. But 
the scanner also has wider applications for 
marketing research. 

 Information Resources, Inc. (www. infores
.com), and ACNielsen (www. acnielsen.com) 
use  consumer panels —a group of consumers 
who provide information on a continuing 
basis. Whenever a panel member shops for 
groceries, he or she gives an ID card to the 
clerk, who scans the number. Then the scan-
ner records every purchase—including 
brands, sizes, prices, and any coupons used. 
In a variation of this approach, consumers 
use a handheld scanner to record purchases 
once they get home. Sometimes members of 
a panel answer questions and the answers 
are merged with the scanner data. 

 Analysis of panel data revealed that Ocean Spray was seeing sales slip to 
competitors. Households with kids are the heaviest purchasers of juice; yet they 
were purchasing Ocean Spray on a less frequent basis. Further research with 
these panel members revealed this was due to its “too tart” taste and tendency 
to stain. To combat this, the company focused its energies on developing White 
Cranberry Juice Drinks by harvesting the berries before they develop their tra-
ditional red color and pungent taste. An ad for the new product depicted a 
mom and her small son enjoying the taste of the new White Cranberry juice. 
When the boy accidentally spills it on the floor, it’s also clear that it doesn’t 
stain. Now that the “no stain” message has sunk in, Ocean Spray’s ads put more 
emphasis on the idea that kids love the taste. 19  

 Data captured by electronic scanners are equally important to e-commerce in 
business-to-business markets. Increasingly, firms mark their shipping cartons 
and packages with computer-readable bar codes that make it fast and easy to 
track inventory, shipments, orders, and the like. As information about product 
sales or shipments becomes available, it is instantly included in the MIS and ac-
cessible over the Internet. 

 Observing website 
visitors 

 Checkout scanners 
see a lot 
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 A marketing manager can get a different kind of information—with either 
questioning or observing—using the experimental method. With the   experimental 

method , researchers compare the responses of two (or more) groups that are 
similar except on the characteristic being tested. The experimental method is 
sometimes called A/B testing, because it compares options labeled A and B. 
 Researchers want to learn if the specific characteristic—which varies among 
groups— causes  differences in some response among the groups. For example, a 
researcher might be interested in comparing responses of consumers who had 
seen an ad for a new product with consumers who had not seen the ad. The 
 “response” might be an observed behavior—like the purchase of a  product—or 
the answer to a specific question—like “How interested are you in this new 
 product?” See Exhibit 7-5. 

 Marketing managers for Mars—the company that makes Snickers candy bars—
used the experimental method to help solve a problem. They wanted to know if 
making their candy bar bigger would increase sales enough to offset the higher 
cost. To decide, they conducted a marketing experiment in which the company 
carefully varied the size of candy bars sold in  different  markets. Otherwise, the mar-
keting mix stayed the same. Then researchers tracked sales in each market area to 
see the effect of the different sizes. They saw a big difference immediately; the 
added sales more than offset the cost of a bigger candy bar. 

 Online companies can conduct experiments and often get answers in just a few 
days. An online retailer might try two different versions of a web page and then see 
which one generates more sales. For example, online retailer Zappos thought that 
adding short product demonstration videos to each product page would increase 
sales (a hypothesis). Zappos knew that there would be some cost to creating so 
many videos, so it needed to know whether the videos would increase sales. Cus-
tomers that linked on the tested products were randomly shown a product page 
with a video or an identical page without a video. Zappos found that purchases in-
creased about 10 percent when pages included the video  description. That experi-
ment justified the production of more than 50,000  videos—and higher sales. 

 Test-marketing of new products is another type of marketing experiment. In 
a typical approach, a company tries variations on its planned marketing mix in 
a few geographic market areas. The results of the tests help to identify problems 
or refine the marketing mix—before the decision is made to go to broader 
 distribution. However, alert competitors may disrupt such tests—perhaps by in-
creasing promotion or offering retailers extra discounts. 20  

Experimental method 
controls conditions

 Online experiments 
can quickly generate 
knowledge 

Average product interest rating by group

Difference in
response between

the two groups

Conclusion:
Ad #2
causes

people to
have more

product
interest

Average for group
who saw Ad #1 = 3.2

Half of the
people see

Ad #2

Half of the
people see

Ad #1

Average for group who
saw Ad #2 = 4.6

1 2 3 4 5

Groups of people
are similar except

for the ad they see

Representative
group of
customers

Exhibit 7–5 Illustration of Experimental Method in Comparing Effectiveness of Two Ads
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 Some private research firms specialize in collecting data and then sell them 
to managers in many different client firms. Often the marketing manager sub-
scribes to the research service and gets regular updates. About 40 percent of 
marketing research spending is for syndicated research, and this helps explain 
why it can be an economical approach when marketing managers from many 
different firms need the same type of data. For example, many different auto 
producers use J. D. Power’s (www.jdpa.com) surveys of customer satisfaction—
often as the basis for advertising claims. Subscription data services are available 
for many different industries— ranging from food services to prescription drugs 
to microelectronic devices. 21  

 Using one research method to solve an initial problem may identify new 
questions that are best answered with different research methods. Consider 
WD-40, a popular all-purpose lubricant sold in a blue-and-yellow spray can. 
To find  potential new uses of WD-40, researchers visited mechanics and 
watched them as they worked. These observers realized that even small cans 
of WD-40 were difficult for mechanics to handle in tight spaces. In addition, 
the spray created drips and messes because it was difficult to control the 
amount being applied. 

 To address these problems, the new-product team developed a prototype for 
the No Mess Pen, a small marker that delivers a precise amount of the lubricant. 
Then, researchers held focus groups to get reactions from  mechanics. They 
weren’t encouraging. Mechanics didn’t think that the small unit would handle 
their large application needs. Yet many thought their spouses might like the 

 Syndicated research 
shares data collection 
costs 

 A combination of 
research methods may 
be needed 

Hidden Valley Ranch uses its Facebook page to whet its customers appetites and show them new ways to use the company’s 
ranch dressing. It will run A/B tests to compare how much traffic different Facebook posts generate for its website. Guess 
which of the two Facebook posts above generated the most clicks to the Hidden Valley website? For the answer, see the 
footnote on the bottom of the following page.* 
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pen for small household lubrication 
jobs. To follow up on this idea, WD-40 
 conducted online surveys. More than 
two-thirds of the women respondents 
said they would buy the product. To 
fine-tune targeting and promotion, 
WD-40 then conducted more than 40 
in-home studies to learn how families 
actually used the No Mess Pen. This re-
search confirmed that women were the 
primary target market, but that men 
used the pens as well. Moreover, the 
pen didn’t replace the can of WD-40 
already found in most households; 
rather, pens were stored in desk draw-
ers, cars, and toolboxes so they’d 
be  handy.  WD-40 used different re-
search methods to address different 
 problems, but in combination they 
contributed to making the No Mess 
Pen a great success. 22  

 Whether collecting secondary data 
for a situation analysis or primary data 
from a focus group or survey, marketing 
research takes time and money. A good 
marketing manager knows that the 
value of additional information lies in 
the ability to design more effective marketing strategies. Similarly, different research 
methods provide different insights—and come at different costs. Marketing man-
agers do not need to spend $100,000 to determine whether to spend $50,000 
on  advertising. 

 There are also benefits to getting information quickly—particularly in some 
markets. For example, competition and customer behavior can change quickly 
in high-technology markets. If a study takes six months to complete, the market-
ing manager may be developing a marketing strategy for a market that no longer 
exists—or, at best, looks quite different. 

 Small companies with limited budgets must be especially creative in identifying 
low-cost ways to get the information they need. Marketing managers can learn a 
lot by simply making sure they listen to what their firm’s customers have to say. 
Even when doing informal research, marketers should have objectives for their 
questions. They can also learn a lot by studying competitors’ websites and 
 promotional materials or by shopping in their stores. When conducting formal 
 research, they should be careful not to be too frugal. Skipping the pretesting of 
a questionnaire or using employees instead of real customers in a focus group 
may give managers a false sense of confidence—and worse, the wrong solution 
to a problem. 23  

 Interpreting the Data—Step 4 

 After someone collects the data, they have to be analyzed to decide what they 
all mean. In quantitative research, this step usually involves statistics.  Statistical 

packages —easy-to-use computer programs that analyze data—have made this 

 Understand the costs 
and benefits of research 

 LO 7.5 

 What does it really 
mean? 

When marketing managers at an ice cream 
manufacturer wanted consumers to pick the 
favorite of 48 proposed flavor names, they 
backed up mall intercept interviews with a 
quantitative online survey. Both methods 
produced the same favorite flavor—but 
online was faster and more cost efficient.

*According to highervisibility.com, the image on the left generated almost five times as many clicks 
as the image on the right. 
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step easier. As we noted earlier, some firms provide  decision support systems  so 
managers can use a statistical package to interpret data themselves. More  often, 
however, technical specialists are involved at the interpretation step. 

 Cross-tabulation is one of the most frequently used approaches for analyzing 
and interpreting marketing research data. It shows the relationship of answers to 
two different questions. Exhibit 7-6 is an example. The cross-tab analysis shows that 
younger people are much more likely to own a smartphone than older people. 

 There are many other approaches for statistical analysis—the best one de-
pends on the situation. The details of statistical analysis are beyond the scope of 
this book. But a good manager should know enough to understand what a re-
search project can and can’t do. 24  

 It’s usually impossible for marketing managers to collect all the informa-
tion they want about everyone in a  population —the total group they are inter-
ested in. Marketing researchers typically study only a  sample , a part of the 
relevant population. How well a sample  represents  the total population affects 
the results. Results from a sample that is not representative may not give a 
true picture. 

 The manager of a retail store might want a phone survey to learn what consum-
ers think about the store’s hours. If interviewers make all of the calls during the 
day, consumers who work outside the home during the day won’t be represented. 
Those interviewed might say the limited store hours are “satisfactory.” Yet it would 
be a mistake to assume that  all  consumers are satisfied. 

 An estimate from a sample, even a representative one, usually varies 
 somewhat from the true value for a total population. Managers sometimes 
forget this. They assume that survey results are exact. Instead, when inter-
preting sample estimates, managers should think of them as  suggesting  the 
approximate value. 

 If random selection is used to develop the sample, researchers can use statis-
tical methods to help determine the likely accuracy of the sample value. This is 
done in terms of  confidence intervals —the range on either side of an estimate 
that is likely to contain the true value for the whole population. Some managers 
are surprised to learn how wide that range can be. 

 Consider a wholesaler who has 2,000 retail customers and wants to learn how 
many of these retailers carry a product from a competing supplier. If the whole-
saler randomly samples 100 retailers and 20 say yes, then the sample estimate is 
20 percent. But with that information the wholesaler can only be 95 percent 
confident that the percentage of all retailers is in the confidence interval be-
tween 12 and 28 percent. The larger the sample size, the greater the accuracy of 
estimates from a random sample. With a larger sample, a few unusual responses 
are less likely to make a big difference. 25  

 Even if the sampling is carefully planned, it is also important to evaluate the 
quality of the research data itself. 

 Is your sample really 
representative? 

 Research results are 
not exact 

 Validity problems can 
destroy research 

Exhibit 7–6  Cross-Tabulation Breakdown of Responses to a Smartphone Maker Consumer Survey

What is your age?

18–24 25–34 35–44 45–54 55–64 651 Total sample

Do you own a 
smartphone?

Yes 68.3% 64.1% 52.0% 41.5% 28.3% 21.8% 49.7%

No 31.7% 35.9% 48.0% 58.5% 71.7% 78.2% 50.3%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Interpretation: In the survey, 49.7% of people said that they owned a smartphone. However, smartphone ownership varies significantly by age. For example, while 68.3% 
of the 18–24 year olds in the sample owned a smartphone, only 21.8% of those over age 65 owned one.
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 Managers and researchers should be sure that research data really measure 
what they are supposed to measure. Many of the variables marketing managers 
are interested in are difficult to measure accurately. Questionnaires may let us 
assign numbers to consumer responses, but that still doesn’t mean that the re-
sult is precise. An interviewer might ask, “How much did you spend on soft 
drinks last week?” A respondent may be perfectly willing to cooperate—and be 
part of the representative sample—but just not be able to remember. Or the 
respondent may contribute to inaccurate data by just “guessing.” 

  Validity  concerns the extent to which data measure what they are intended to 
measure. Validity problems are important in marketing research because many 
people will try to answer even when they don’t know what they’re talking about. 
Further, a poorly worded question can mean different things to different peo-
ple and invalidate the results. Often, pretests of a research project are required 
to evaluate the quality of the questions and measures and to ensure that poten-
tial problems have been identified. 

 Data and analysis are important inputs to decision making, but judgment is 
important, too. Research has found that managers use one of three distinct ap-
proaches to data and analytics. One group distrusts data and analytics while 
another completely trusts data, even over their own judgment. The study found 
that the most effective managers are comfortable with data and analytics, while 
also applying their own judgment when interpreting analytical findings. These 
managers actively seek input from a range of people and listen to opinions that 
differ from their own. With the growth of big data, there will be greater pres-
sure to rely on data for decision making. While it is an important input, a man-
ager’s experience and judgment should also play a role. 26  

 Marketing managers want information they can trust when they make mar-
keting decisions. But research often involves many hidden details. A person 
who wants to misuse research to pursue a personal agenda can often do so. 

 Perhaps the most common ethical issues concern decisions to withhold cer-
tain information about the research. For example, a manager might selectively 
share only those results that support his or her viewpoint. Others involved in a 
decision might never know that they are getting only partial truths. 27  

 Interpretation balances 
analysis and judgment 

 Ethics involved in 
interpreting and 
presenting results 

Survey Sampling and 
i.think_inc. help marketing 
researchers develop samples 
that are highly representative 
of the target market.
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 Solving the Problem—Step 5 

 In the problem solution step, managers use the research results to make mar-
keting decisions. 

 Some researchers, and some managers, are fascinated by the interesting 
 tidbits of information that come from the research process. They are excited if 
the research reveals something they didn’t know before. But if research doesn’t 
have action implications, it has little value and suggests poor planning by the 
researcher and the manager. 

 When the research process is finished, the marketing manager should be 
able to apply the findings in marketing strategy planning—the choice of a 
target market or the mix of the four Ps. If the research doesn’t provide infor-
mation to help guide these decisions, the company has wasted research time 
and money. 

 We emphasize this step because it is the reason for and logical conclusion to 
the whole research process. This final step must be anticipated at each of the 
earlier steps. 

 International Marketing Research 

 Marketing research on overseas markets is often a major contributor toward inter-
national marketing success. Conversely, export failures are often due to a lack of 
home office expertise concerning customer interests, needs, and other segment-
ing dimensions as well as environmental factors such as competitors’ prices and 
products. Effective marketing research can help to overcome these problems. 

 In many countries, it is difficult—especially for a foreigner—to gather ac-
curate information. Let’s look at the challenge in China. Because the econ-
omy is growing so rapidly, secondary data that are out of date may be much 
more inaccurate than would be the case in a country with slow growth. Some 
important secondary data (such as the  China Statistical Yearbook ) are now avail-
able in an English language version, but that is often not the case. There are 
other problems, such as no explanation of the methods used to collect the 
data. That’s important because the Chinese market is both large and compli-
cated. Imagine how you would try to do a competitor analysis when there are 
over 1,000 Chinese firms that brew beer! Collecting primary data is difficult, 
too. Western researchers feel that Chinese managers and consumers are not 
very receptive to direct questioning. Those who agree to cooperate may be 

 The last step is solving 
the problem 

 Research contributes to 
international success 

 LO 7.6 

 Accurate data may be 
hard to find 

You’re the new marketing manager for a small firm that offers computer repair services. 
The company’s owner approves your proposal for a telephone survey to learn more about 
the needs of firms that are not current customers. You identify local firms for the sample 
and hire a researcher to call them. The interviewer tells respondents that their answers 
will be anonymous and used only for research purposes. About halfway through the data 
collection, the interviewer tells you that respondents are confused by one of the ques-
tions and that their answers to that question are probably useless. The question concerns 
the issue that is most important to your new boss. Do you admit the problem to others in 
your company? If the sales manager asks for the completed questionnaires, including all 
the names and responses, what would you say?
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 Marketing managers face difficult decisions in select-
ing target markets and managing marketing mixes, but 
they rarely have all the information they would like to 
have before making those decisions. Even less informa-
tion may be available in international markets. This doesn’t 

mean that managers have to rely solely on intuition; they 
can usually obtain some good information that will im-
prove the quality of their decisions. Both large and small 
firms can take advantage of Internet and intranet capa-
bilities to develop marketing information systems (MIS) 

 CONCLUSION 
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hesitant to say anything negative about their own companies or anything fa-
vorable about competitors. So it takes experienced interviewers to carefully 
interpret responses. 28  

 Whether a firm is small and entering overseas markets for the first time or 
already large and well established internationally, there are often advantages to 
working with local marketing research firms. They know the local situation and 
are less likely to make mistakes based on misunderstanding the customs, lan-
guage, or circumstances of the customers they study. 

 Many large research firms have a network of local offices around the world 
to help with such efforts. Similarly, multinational or local advertising agencies 
and intermediaries can often provide leads on identifying the best research 
suppliers. 

 When a firm is doing similar research projects in different markets around 
the world, it makes sense for the marketing manager to coordinate the efforts. 
If the manager doesn’t establish some basic guidelines at the outset, the differ-
ent research projects may all vary so much that the results can’t be compared 
from one market area to another. Such comparisons give a home office man-
ager a better chance of understanding how the markets are similar and how 
they differ. 29  

 Avoid mistakes with 
local researchers 

 Some coordination and 
standardization makes 
sense 
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There are a large number of 
international marketing 
research firms that offer 
specialized services to 
marketing managers.
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that help to ensure routinely needed data are available 
and quickly accessible. 

 Some questions can only be answered with marketing re-
search. Marketing research should be guided by the scien-
tific method. This approach to solving marketing problems 
involves five steps: (1) defining the problem, (2) analyzing 
the situation, (3) obtaining data, (4) interpreting data, and 
(5) developing and implementing a solution. This objective 
and organized approach helps to keep problem solving on 
task. It reduces the risk of doing costly and unnecessary re-
search that doesn’t achieve the desired end—solving the 
marketing problem. 

 Our strategy planning framework can be very helpful in 
evaluating marketing research. By finding and focusing on 
real problems, researchers and marketing managers may be 
able to move more quickly to a useful solution during the 
situation analysis stage—without the costs and risks of gath-
ering primary data. With imagination, they may even be able 
to find answers in their MIS or in readily available secondary 
data. However, primary data from questioning, observing, or 
conducting experiments may be needed. Qualitative data 
often provide initial insights or hypotheses—which might be 
tested with more representative samples and quantitative 
approaches. 

 marketing research,  174  

 marketing information system (MIS),  174  

 big data,  177  

 data warehouse,  177  

 intranet,  178  

 decision support system (DSS),  178  

 marketing dashboard,  178  

 marketing model,  178  

 scientific method,  180  

 hypotheses,  180  

 marketing research process,  180  

 situation analysis,  182  

 secondary data,  182  

 primary data,  182  

 research proposal,  185  

 qualitative research,  185  

 focus group interview,  186  

 quantitative research,  187  

 response rate,  187  

 market research online community 
(MROC),  189  

 consumer panels,  191  

 experimental method,  192  

 statistical packages,  194  

 population,  195  

 sample,  195  

 confidence intervals,  195  

 validity,  196  

 KEY TERMS LO 7.7

 QUESTIONS AND PROBLEMS 
  1. Discuss the concept of a marketing information system 

and why it is important for marketing managers to be in-
volved in planning the system. 

  2. In your own words, explain why a decision support system 
(DSS) can add to the value of a marketing information sys-
tem. Give an example of how a decision support system 
might help. 

  3. Discuss how output from a marketing information system 
(MIS) might differ from the output of a typical marketing 
research department. 

  4. Discuss some of the likely problems facing the marketing 
manager in a small firm who plans to search the Internet 
for information on competitors’ marketing plans. 

  5. Explain the key characteristics of the scientific method 
and show why these are important to managers concerned 
with research. 

  6. How is the situation analysis different from the data col-
lection step? Can both these steps be done at the same 
time to obtain answers sooner? Is this wise? 

  7. Distinguish between primary data and secondary data and 
illustrate your answer. 

  8. With so much secondary information now available free or 
at low cost over the Internet, why would a firm ever want 
to spend the money to do primary research? 

  9. If a firm were interested in estimating the distribution of 
income in the state of California, how could it proceed? Be 
specific. 

  10. If a firm were interested in estimating sand and clay pro-
duction in Georgia, how could it proceed? Be specific. 

  11. Go to the library (or get on the Internet) and find (in some 
government publication or website) three marketing-oriented 
“facts” on international markets that you did not know existed 
or were available. Record on one page and show sources. 

  12. Explain why a company might want to do focus group in-
terviews rather than individual interviews with the same 
people. 

  13. Distinguish between qualitative and quantitative ap-
proaches to research—and give some of the key advan-
tages and limitations of each approach. 

  14. Define response rate and discuss why a marketing man-
ager might be concerned about the response rate achieved 
in a particular survey. Give an example. 
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 COMPUTER-AIDED PROBLEM 
 7. MARKETING RESEARCH 

 Texmac, Inc., has an idea for a new type of weaving machine 
that could replace the machines now used by many textile man-
ufacturers. Texmac has done a telephone survey to estimate 
how many of the old-style machines are now in use. Respon-
dents using the present machines were also asked if they would 
buy the improved machine at a price of $10,000. 

 Texmac researchers identified a population of about 5,000 
textile factories as potential customers. A sample of these were 
surveyed, and Texmac received 500 responses. Researchers 
think the total potential market is about 10 times larger than 
the sample of respondents. Two hundred twenty of the respon-
dents indicated that their firms used old machines like the one 
the new machine was intended to replace. Forty percent of 
those firms said that they would be interested in buying the 
new Texmac machine. 

 Texmac thinks the sample respondents are representative of 
the total population, but the marketing manager realizes that 

estimates based on a sample may not be exact when applied to 
the whole population. He wants to see how sampling error 
would affect profit estimates. Data for this problem appear in 
the spreadsheet. Quantity estimates for the whole market are 
computed from the sample estimates. These quantity estimates 
are used in computing likely sales, costs, and profit contribution. 

 a. An article in a trade magazine reports that there are about 
5,200 textile factories that use the old-style machine. If 
the total market is really 5,200 customers—not 5,000 as 
Texmac originally thought—how does that affect the total 
quantity estimate and profit contribution? 

 b. Some of the people who responded to the survey didn’t 
know much about different types of machines. If the actual 
number of old machines in the market is really 200 per 
500 firms—not 220 as estimated from survey responses—
how much would this affect the expected profit contribu-
tion (for 5,200 factories)? 
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  15. Prepare a table that summarizes some of the key advan-
tages and limitations of mail, e-mail, telephone, and 
personal interview approaches for administering ques-
tionnaires. 

  16. Would a firm want to subscribe to a shared cost data ser-
vice if the same data were going to be available to com-
petitors? Discuss your reasoning. 

  17. Explain how you might use different types of research  (focus 
groups, observation, survey, and experiment) to forecast 
market reaction to a new kind of disposable baby diaper, 
which is to receive no promotion other than what the retailer 
will give it. Further, assume that the new  diaper’s name will 
not be associated with other known products. The product 
will be offered at competitive prices. 

  18. Marketing research involves expense—sometimes consid-
erable expense. Why does the text recommend the use of 
marketing research even though a highly experienced 
marketing executive is available? 

  19. A marketing manager is considering opportunities to ex-
port her firm’s current consumer products to several dif-
ferent countries. She is interested in getting secondary 
data that will help her narrow down choices to countries 
that offer the best potential. The manager then plans to 
do more detailed primary research with consumers in 
those markets. What suggestions would you give her 
about how to proceed? 

  20. Discuss the concept that some information may be too ex-
pensive to obtain in relation to its value. Illustrate. 

 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Customers” and “Competitors” sections in the Situation Analysis and consider the following questions. 

 a. What different types of marketing research were conducted to fill out these sections of the marketing plan? 

 b. What are the strengths of the research conducted? What are the weaknesses? 

 c. Keeping in mind probable cost and time to complete, what additional research would you recommend? 

 SUGGESTED CASES 
 3. NOCO United Soccer Academy     8. Besitti’s Restaurant     9. Peaceful Rest Motor Lodge  

200
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 c. The marketing manager knows that the percentage of tex-
tile factories that would actually buy the new machine 
might be different from the 40 percent who said they 
would in the survey. He estimates that the proportion that 
will replace the old machine might be as low as 36 and as 
high as 44 percent—depending on business conditions. 
Use the analysis feature to prepare a table that shows how 

expected quantity and profit contribution change when 
the sample percent varies between a minimum of 36 and a 
maximum of 44 percent. What does this analysis suggest 
about the use of estimates from marketing research 
 samples? ( Note:  Use 5,200 for the number of potential 
customers and use 220 as the estimate of the number of 
old machines in the sample.)  
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  Elements of Product 
Planning for Goods 
and Services 
 Kevin Plank was a business major and football player at the 
University of Maryland when he spotted an opportunity. He 
and his teammates wore cotton T-shirts under their football 
pads, but the T-shirts quickly became sweat-soaked, heavy, 
and uncomfortable during practices and games. When Plank 
began looking for a product that would perform better than 
a T-shirt, he learned about new types of fabrics and perfor-
mance clothing for bicyclists and hikers. 

 In New York City’s garment district, Plank learned about a 
polyester-Lycra-blend fabric that didn’t trap moisture. He 
worked with a tailor to develop several prototype shirts and 
then asked friends who were players in the National Football 
League to try them. The players really liked the skintight 
compression shirts. They fit comfortably under football gear 
and wicked away sweat—keeping the players cooler, drier, 
and lighter. When Plank’s friends clamored for more shirts, 
he knew he was on to something. However, he couldn’t afford 
a big ad campaign to tout the benefits of his product, and he 
didn’t have relationships with retailers who could help build 
demand with final consumers. So Plank moved to commer-
cialize his shirts with a focus on a target market he knew: col-
lege football teams. 

 Plank went back to New York and ordered 500 shirts, the 
first products with the Under Armour brand name and the start 
of what became the Heat-Gear warm weather product line. 
Then he loaded his shirts in his SUV and traveled to colleges 
across the Southeast. He tried to persuade coaches, players, 
and equipment managers about the benefits of his unique 
shirts. Many were not initially convinced of the value—especially 
since the price was three to five times the price of a T-shirt. But 
its advantage was clear after a player would try one for a foot-
ball practice—and praise for the product spread quickly. 

 Success with college and professional athletes helped the 
company build credibility. It also led to relationships with 
specialty-sports retailers who could reach the larger and 
more profitable consumer market. Under Armour’s well-
known brand helped it gain exclusive display space in sports 
retailers like Dick’s Sporting Goods. The “store within a store” 
highlights the Under Armour brand—and draws customers 
who buy other high-margin Under Armour products. 

 Under Armour’s success attracted Nike and Adidas—and 
later dealer brands like Kohl’s Tek Gear and J.C. Penney’s 
Simply for Sports—to the performance clothing market. The 
dealer brands’ lower prices appealed to customers who saw 
all the brands as the same. So Under Armour put more em-
phasis on innovation and creative promotion to build cus-
tomer preference for the Under Armour brand. For example, 
Under Armour ran TV and print ads featuring professional 
athletes like Dallas Cowboy (and former Plank teammate) 
Eric Ogbogu. When the muscular Ogbogu barked the firm’s 
tag line, “Protect This House,” it instantly became a part of 
popular sports culture and a rallying cry of players and fans 
in football stadiums across the country. 

 Under Armour added new product lines where it could 
provide value. It saw an opportunity in athletic footwear. It’s 
tough to quickly steal away a large share of customers in a 
mature product-market, but that is just what Under Armour 
accomplished with its new design for football cleats. The 
new-product development team researched playing sur-
faces, player movements, and body types to design cleats 
that were more durable, lighter, and more breathable. Devel-
opers relied on 3-D design software to build virtual versions 
of shoes—and then rapidly prototyped models to be tested. 
Player feedback led to more refinements. Of course, it also 
took an innovative ad campaign and point-of purchase pro-
motion for the cleats to capture a 25 percent share of sales in 
this highly competitive market. Having NFL stars Tom Brady 
and Cam Newton on your team makes winning easier, too. 

 While Under Armour’s roots are in male team sports, it 
knows that future growth lies in figuring out the women’s 
market. Just a few years ago, Under Armour’s women’s line 
made up less than 20 percent of revenues. Its “shrink it and 
pink it” approach—simply making smaller sizes and pastel col-
ors of its men’s line—didn’t sell very well. Research showed 
that while women were aware of the Under Armour brand, it 
didn’t have the same appeal as Lululemon and Nike. The op-
portunity is great; the female market is actually larger 
(55 percent) than the male side. 

 So Plank stepped up investment in the women’s market. 
He hired a new product manager and built a marketing team 
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 The Product Area Involves Many Strategy Decisions 

 The Under Armour case highlights some of the important topics and strategy 
decision areas that we’ll discuss in this chapter and in Chapter 9. As shown in 
Exhibit 8-1, there are many strategy decisions in the Product area. They’re the 
focus of this chapter. Then, in Chapter 9, we’ll take a “how to” look at develop-
ing new products and also explain how strategy usually changes as products 
move through their life in the market. 

 We’ll start here by looking at Product through the eyes of the customer. This 
focuses attention on the total benefits provided by the Product—regardless of 
whether it is a physical good, a service, or both. Then we’ll review strategy deci-
sions for three important Product areas: branding, packaging, and warranties. 
We’ll conclude by considering product classes, which are based on how custom-
ers think about and shop for products. They help show how strategy decisions 
for Product relate to decisions for Place, Promotion, and Price. 

of 10 (up from one) and design team of 20 who focused 
solely on women’s apparel, accessories, and footwear. Under 
Armour signed female athletes, like tennis star Sloane 
 Stephens, to tout the brand. New products emerged that 
offered a better fit for the female body and that were fash-
ion forward. To appeal to women more likely to work out at 
the gym or do yoga, its “What’s Beautiful” advertising cam-
paign encouraged women with the “No matter what, sweat 
every day” tagline. Social media (Tumblr, Pinterest, and 
Facebook) promoted an online community where women 
created  profiles, set goals, and provided encouragement. A 
competition asked women to share their own stories, and 
the three most inspiring won 
a trip to Under Armour’s 
“Camp Sweat” in Costa Rica. 
Research, new products, and 
brand-building promotion 

helped the  women’s lines grow to 30 percent of Under 
 Armour’s sales in just a few years. 

 In less than 20 years, Under Armour went from a start-up 
in Plank’s grandmother’s basement to a firm with more than 
$2.5 billion in annual sales. Of course, growth in the perfor-
mance clothing market is slowing, and competition from 
Nike, Adidas, and a growing number of dealer brands creates 
price competition, but Kevin Plank is used to taking on 
big competitors. Once during his college football days, the 
5-foot 11-inch, 229-pound Plank was assigned to block his 
6-foot 4-inch, 269-pound buddy Ogbogu, and the bigger man 
ended up on his back with a concussion. Watch out Nike! 1  

 LEARNING OBJECTIVES 

 Developing a marketing mix that provides superior customer value for target customers is 
ultimately the focus of the marketing strategy planning process. To develop a successful 
marketing mix requires that each of the four Ps is carefully planned and works well with all 
the others. Many important strategy decisions are required. This chapter focuses on key 
ideas related to strategy planning for Product. 

 When you finish this chapter, you should be able to: 
  1 understand what “Product” really means. 

  2 cite the key differences between goods and services. 

  3 understand what branding is and how to use it in strategy planning. 

  4 understand the importance of packaging in strategy planning. 

  5 understand the role of warranties in strategy planning. 

  6 know the differences among various consumer and business product 
classes. 

  7 understand how product classes can help a marketing manager plan 
marketing strategies. 

  8 understand important new terms (shown in red). 
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 What Is a Product? 

 When Jif sells its peanut butter, is it just selling roasted peanuts, sugar, salt, 
and oil? 

 When Air Jamaica sells a ticket for a flight to the Caribbean, is it just selling 
wear and tear on an airplane and pilot fatigue? 

 The answer to these questions is  no.  Instead, what these companies are really 
selling is the satisfaction, use, or benefit the customer wants. 

 Consumers care that their Jif peanut butter tastes great, easily spreads on 
bread for a fast sandwich, and offers a source of protein in their diet. If they 
worry about too much fat or sugar in their diet, they can buy Jif Reduced Fat or 
Simply Jif. Of course retailers who sell peanut butter are satisfied, because Jif 
tells customers about the brand in advertising and packages the peanut butter 
in bright eye-catching colors that help the brand sell. 

 Similarly, Air Jamaica’s customers want a safe, comfortable on-time flight—
but they also want easy online reservations, low prices, smooth check-in at the 
airport, and luggage that arrives undamaged and on time. In other words, 
purchases deliver the highest level of satisfaction when the customer’s entire 
experience  with the product meets or exceeds the customer’s needs. 

 LO 8.1 

 Customers buy 
satisfaction 

Exhibit 8–1 Product Decisions for Marketing Strategy Planning

Customers

PR
O

DUCT

Chapter 8
Elements of Product Planning

for Goods and Services

Chapter 9
Product Management and
New-Product Development

Product idea
 • Physical good/
     service
 • Experience
 • Features
 • Benefits
 • Quality level
 • Installation
 • Instructions
 • Product line

Product classes
 • Consumer
      product
     classes
 • Business
      product
     classes

Branding
 • Individual or
     family
 • Manufacturer
     or dealer

Packaging
 • Protecting
 • Promoting
 • Enhancing
     product

Warranty
 • None
 • Limited
 • Full
 • Extended
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  Product  means the need-satisfying 
 offering of a firm. The idea of “Prod-
uct” as potential customer satisfaction 
or benefits is very important. Many 
business managers get wrapped up in 
the technical details involved in pro-
ducing a product. But most customers 
think about a product in terms of the 
total satisfaction it provides. That satis-
faction may require a “total” product 
offering that is really a combination of 
excellent service, a physical good with 
the right features, useful instructions, a 
convenient package, a trustworthy war-
ranty, and perhaps even a familiar 
name that has satisfied the consumer in 
the past. 

 Product quality should also be deter-
mined by how customers view the prod-
uct. From a marketing perspective,  quality  means a product’s ability to satisfy a 
customer’s needs or requirements. This definition focuses on the customer—
and how the customer thinks a product will fit some purpose. For example, the 
“best” satellite TV service may not be the one with the highest number of chan-
nels but the one that includes a local channel that a consumer wants to watch. 
Similarly, the best-quality clothing for casual wear on campus may be a pair of 
jeans, not a pair of dress slacks made of a higher-grade fabric. 

Product quality and 
customer needs

When Volkswagen launched 
its environmentally friendly 
Bluemotion Technology cars, 
it wanted customers to know 
that it could be fun to do the 
right thing. For example, 
Volkswagen installed a musical 
staircase next to an escalator 
and soon people were taking 
the stairs more than the 
escalator. See the video for 
this example and more at 
www.thefuntheory.com.
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 Among different types of jeans, the one with the most durable fabric might 
be thought of as having the highest grade or  relative quality  for its product type. 
Marketing managers often focus on relative quality when comparing their prod-
ucts to competitors’ offerings. However, a product with better features is not a 
higher-quality product if the features aren’t what the target market wants. 

 In Chapter 9, we’ll look at ways to manage product quality. For now, however, 
it is important to see that quality and satisfaction depend on the total product 
offering. If potato chips get stale on the shelf because of poor packaging, the 
consumer will be dissatisfied. A broken button on a shirt will disappoint the 
customer—even if the laundry did a nice job cleaning and pressing the collar. 2  

 A product may be a physical  good  or a  service,  or a  blend of both.  Exhibit 8-2 
shows that a product can range from a 100 percent emphasis on a physical 
good—for a commodity like steel pipe—to a 100 percent emphasis on service—
for a product like satellite radio from SiriusXM. Many products include a com-
bination of goods and services. When you eat out, you are buying food (a 
physical good) that is prepared and served by a restaurant’s staff (a service). 

 When competitors focus only on physical goods, a firm may differentiate its 
offering by adding a service valued by the target market. Many companies make 
high-quality HDTVs, but Panasonic’s research revealed that some consumers 
worried about how to set up an HDTV when they got it home. So Panasonic 
added Plasma Concierge service to support its HDTV customers with well-
trained advisors and priority in-home service. Software apps can offer services 
that add value to goods. Paint producer Benjamin Moore’s “ben Color Capture” 
allows iPhone users to take a picture of any color and automatically match it to 
a Benjamin Moore paint color. 

 Goods and/or services 
are the product 

100% physical
good emphasis

100% service
emphasis

Blend of physical
good and service

Restaurant meal, cell
phone, automobile

tune-up

Canned soup, steel
pipe, paper towels

Satellite radio, hair
styling, postal service

Exhibit 8–2 Examples of Possible Blends of Physical Goods and Services in a Product

Your construction firm was the low price bidder on a plan to build three new runways at an 
airport. After winning the contract, you assured the airport commissioner that your work 
would far exceed the minimum quality specs in the contract. However, a test of the batch 
of concrete for the second runway shows that it’s not as strong as the concrete you’ve 
been using. It does exceed the specs in the contract, but barely. Throwing the concrete 
away would eat up most of the profit expected from the job and also delay the airport in 
using the runway. There are various options. You could proceed with the project and be 
quiet about it, or perhaps call the commissioner and ask for quick approval. Alternatively, 
you could proceed but later admit what happened. With or without approval, you could 
offer a special warranty. Explain what you would do. What, if anything, would you say to 
your employees about your decision?3
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Differentiation by 
adding services 
to goods
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 Some companies gather big data and, as a service, repackage the data to pro-
vide value to their customers. For example, Monsanto, which sells seeds to farm-
ers, gathers extensive information about seeds, soil, and crop yields from 
computers installed in the cabs of farm equipment. Monsanto gathers this in-
formation from many farmers and uses it to provide advice to individual farm-
ers about what, where, and when to plant. 

 This idea also works when the emphasis is on services, where goods in the of-
fering provide differentiation. An overnight stay at a Westin Hotel has a service 

emphasis, but Westin’s ads highlight the Heavenly 
Bed—which includes a high-quality mattress, extra 
pillows, and luxury linens. 

 Regardless of the blend of goods and services in-
volved, the marketing manager must consider most 
of the same elements in planning products and mar-
keting mixes. Given this, we usually won’t make a dis-
tinction between goods and services but will call all of 
them Products. However, understanding key differ-
ences in goods and services can help fine-tune mar-
keting strategy planning. So let’s look at some of 
these differences next. 

 Differences between Goods and Services 

 Because a good is a physical thing, it can be seen and touched. You can try on a 
pair of Timberland shoes, smell Starbucks beans as they roast, and page through 
the latest issue of  People  magazine. A good is a  tang  i  ble  item. It’s usually easy to 
know exactly what you will get before you decide to buy it. And once you’ve 
bought it, you own it. 

 In contrast, services are not physical—they are  intangible . When you provide a 
customer with a service, the customer can’t keep it. Rather, a service is experi-
enced, used, or consumed. You go to a DreamWorks Pictures movie, but afterward 
all you have is a memory. You can buy a pass to ski at Vail and enjoy the experience, 
but you don’t own the ski lift. Sometimes it’s a challenge that customers can’t see, 
feel, or smell a service before they buy it. For example, a person who wants advice 
from an accountant doesn’t know in advance how good the advice will be. 

 LO 8.2 

 How tangible is the 
product? 

IKEA furniture usually needs 
to be assembled after a buyer 
gets it home. To make 
customers aware of its 
assembly service, those who 
requested delivery service 
were sent a puzzle. When the 
puzzle was put together, they 
could see that the item was 
put together the wrong way, 
providing a gentle reminder 
that the customer could still 
request an IKEA assembly 
professional.

Internet Exercise

To support runners, Nike created a website and 
online services devoted specifically to them. Go to 
the website (www.nikerunning.com) and explore its 
contents. Be sure to learn about Nike1. What 
services are available? How do these services create 
value for runners? How does Nike gain value from 
the site?
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 To reduce this uncertainty, service 
customers often seek referrals from 
friends or advice from online reviews. 
They may also look for cues to help 
them judge the quality of a service be-
fore they buy. That’s why some service 
providers emphasize physical evi-
dence of quality. A lawyer is likely to 
have diplomas on the wall, shelves 
loaded with books, and furnishings 
that suggest success. 

 Goods are typically mass-produced in 
a factory far away from the customer. A 
service is usually produced in person—
where the customer is  located— after  the 
customer has committed to buy. It is of-
ten difficult to achieve economies of 
scale with personal services. One reason 
is that service suppliers often need du-
plicate equipment and staff at places 
where the service is actually provided. 
Merrill Lynch sells investment advice 
along with financial products world-
wide. That advice could, perhaps, be 
produced more economically in a sin-
gle building in New York City and made 
available only on its website. But  Merrill Lynch has offices all over the world because 
many customers want a personal touch from their stockbroker. 

 A worker in a factory that makes Whirlpool appliances can be in a bad mood 
and customers will never know. Even if there are production problems, quality 
controls are likely to catch defective goods before they leave the  factory. Service 
quality often isn’t that consistent; one reason is that it’s hard to separate the ser-
vice experience from the person who provides it. A rude teller in a bank can drive 
customers away. Service providers also vary in their ability, and problems with the 
service they deliver are usually obvious to customers. In addition, when many 
people must all work well together—as in a hospital or on a cruise ship—it’s even 
more of a challenge to deliver consistent service quality. 

 Services are perishable. They can’t be produced and then stored to sell at 
some future time when more customers want to buy. This makes it difficult to 
balance supply and demand, especially if demand varies a lot. At Thanksgiving, 
Southwest Airlines has to turn away customers because most of its flights are 
fully booked; other airlines may get that business. Perhaps Southwest could buy 
more planes and hire more pilots, but most of the time that would result in 
costly excess capacity—planes flying with empty seats. The revenue that could 
have come from any empty seats is lost forever. 

 Because of problems like this, airlines, doctors, hotels, and other service 
firms sometimes charge fees to clients who don’t show up when they say they 
will. Service organizations also use a variety of approaches to shift customer de-
mand to less busy times. Movie tickets are cheaper for afternoon shows, restau-
rants offer early-bird specials, and hotels that cater to business travelers promote 
weekend getaways. Firms also try to reduce the dissatisfaction that customers 
may feel if they must wait for service. Golf courses provide practice greens, and 
some doctors’ offices provide comfortable seating and magazines. 4  

 Where the product is 
produced 

 Quality consistency 

 Services cannot 
be stored 

A consumer can’t hold a service and look at 
it before purchasing, so service firms often 
use messages and images in their promotion 
that help make the benefits of the service 
experience more vivid.
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 Whole Product Lines Must Be Developed Too 

 A  product assortment  is the set of all product lines and individual products that a 
firm sells. A  product line  is a set of individual products that are closely related. The 
seller may see the products in a line as related because they’re produced or oper-
ate in a similar way, sold to the same target market, sold through the same types of 
outlets, or priced at about the same level. Sara Lee, for example, has many product 
lines in its product assortment—including beverages, luncheon meats, desserts, 
insecticides, body care, air care, and shoe care. But Enterprise has one product 
line—different types of vehicles to rent. An  individual product  is a particular prod-
uct within a product line. It usually is differentiated by brand, level of service of-
fered, price, or some other characteristic. For example, each size and scent of a 
brand of soap is an individual product. Intermediaries usually think of each sepa-
rate product as a stock-keeping unit (SKU) and assign it a unique SKU number. 

 Marketing managers have several decisions to make about product lines. 
One strategy decision involves  product line length —the number of individual 
products in a product line. Sometimes extending the length of the product line 
offers marketing managers new opportunities. Firms can add more colors, fla-
vors, styles, and sizes to appeal to a wider range of customers. For example, 
Subway began to offer breakfast sandwiches to appeal to a new market segment. 
Coca-Cola in recent years has added Vanilla Coke, Cherry Coke, and Coke Zero 
to appeal to a wider range of customers. 

 Marketing managers should make product line length decisions with knowl-
edge about the needs and wants of both end customers and intermediaries—as 
well as the company’s own costs. Extending product line length can raise pro-
duction and distribution costs and might confuse customers. Apple’s narrow 
line of cell phones—just a few variations on the iPhone—have helped it keep 
costs low and consumer brand awareness high. 

 Each individual product and target market may require a separate strategy. 
For example, Clorox’s strategy for selling Clorox Scented Bleach will differ from 
its strategy for selling Clorox Regular Bleach. In this book and the first  marketing 
course, we’ll focus mainly on developing one marketing strategy at a time. But 
remember that a marketing manager may have to plan  several  strategies to de-
velop an effective marketing program for a product line or whole company. 

 Product lines require 
strategy decisions 

When an ad promotes several 
product lines, it can be difficult 
to allocate the correct portion 
of the cost to individual 
products.
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 Branding Is a Strategy Decision 

 There are so many brands—and we’re so used to seeing them—that we take 
them for granted. But branding is an important decision area, so we will treat it 
in some detail. 

Branding  means the use of a name, term, symbol, or design—or a combina-
tion of these—to identify a product. It includes the use of brand names, trade-
marks, and practically all other means of product identification. 

 Brand name has a narrower meaning. A  brand name  is a word, letter, or a 
group of words or letters. Examples include America Online (AOL), WD-40, 
3M Post-its, and PT Cruiser. 

 Trademark is a legal term. A  trademark  includes only those words, symbols, or 
marks that are legally registered for use by a single company. A  service mark  is 
the same as a trademark except that it refers to a service offering. 

 The word  FedEx  can be used to explain these differences. The FedEx over-
night delivery service is branded under the brand name FedEx (whether it’s 

 LO 8.3 

 What is branding? 

Think about some of the physical objects you see and 
use every day: a car tire, T-shirt, stop sign, thermostat, cof-
feemaker, smartphone, garage door, traffic light, or a sprin-
kler system. Inside each of these objects, a sensor, actuator, 
or data communications technology can be embedded to 
connect the object with the Internet or some other data 
network. Once connected, the objects can be tracked, 
 coordinated, and controlled. This collection of intercon-
nected objects is being called the “Internet of Things” 
(IoT). Let’s take a look at some of the features and benefits 
the IoT could soon deliver.

Imagine your alarm clock rings and tells your coffee-
maker to start brewing your morning cup so it is ready by 
the time you get to the kitchen. In fact the clock learns (by 
simply observing when it rings and when you grab the cof-
fee) that you take 20 minutes to shower and brush your 
teeth before you get to the coffee—so it delays the brew-
ing to be fresh and hot at that time. The sprinkler system in 
your yard knows how long and when to run—its sensors 
know about recent rainfall and the weather forecast for 
the next few days. As you leave home to go shopping, your 
house closes the garage door and turns off the lights.

As you enter the grocery store parking lot, cameras 
recognize your license plate and tie this data to your store 
loyalty card, and your phone receives coupons based on 

your past purchases. In the store your smartphone 
loads a shopping list prepared by your refrigerator 
and pantry—where sensors know what you like to 

keep on hand and can tell what’s there and what you need. 
Arriving at the cash register, you find that your cartload 
has already been rung up and charged to your bank 
 account—just bag it all up and be on your way. That eve-
ning, as you approach your favorite local watering hole for 
a drink, your phone warns you that your “ex” is inside. 
Uh oh, the next move is yours.

Businesses and governments already leverage IoT tech-
nology for sustainability and efficiency. Videocameras at 
businesses know when everyone has gone home; at that 
point, the building automatically turns out the lights and 
adjusts the heating or cooling to save energy. Delivery 
routes are programmed to minimize delay—and adjust on 
the fly as traffic patterns change throughout the day. Vi-
sual sensors on railroad cars inspect tracks in real time, 
providing feedback on sections of track most in need of 
repair. Sensors in roads adjust the timing of traffic lights to 
optimize traffic flow.

With sensor prices plummeting, analysts predict that by 
the early 2020s, 30–50 billion “things” will contain this 
technology. Enhancing goods with services has the poten-
tial to offer individuals, businesses, and governments more 
convenience and greater efficiency. The challenge for mar-
keting managers will be to recognize real customer 
needs—and figure out how the IoT can deliver them.5

What Is the Internet of Things?
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spoken or printed in any manner). When “FedEx” is printed in a certain type-
face, however, it becomes a trademark. A trademark need not be attached to 
the product. It need not even be a word—it can be a symbol. Exhibit 8-3 shows 
some common trademarks. 

 These differences may seem technical. But they are very important to busi-
ness firms that spend a lot of money to protect and promote their brands. 
Sometimes a firm’s brand name is the only element in its marketing mix that a 
competitor can’t copy. 

 Well-recognized brands make shopping easier. Think of trying to buy groceries, 
for example, if you had to evaluate each of 25,000 items every time you went to a 
supermarket. Many customers are will-
ing to buy new things—but having 
 gambled and won, they like to buy a 
sure thing the next time. Brand names 
connect a product with the benefits a 
customer can expect. The connection 
may be learned from past consumer ex-
perience, from the firm’s promotion, 
or in other ways. Customers  trust  the 
brand name if they consistently have a 
positive experience with the brand or 
they hear good things from the firm’s 
promotion or other customers. If their 
marketing mixes work, customers trust 
that every time they eat  Certified Angus 
Beef  it will be “tender, high-quality meat” 
and that their oil changes at  Jiffy Lube  
will always be “fast and convenient.” If a 
brand consistently delivers on a prom-
ise that target customers consider im-
portant, those customers will pay a 
premium price for the certainty that 
comes with that brand name. 

 Brand promotion has other advan-
tages for branders as well as customers. 
A good brand reduces the marketer’s 
selling time and effort. Good brands 

 Brands meet needs 

Exhibit 8–3 Recognized Trademarks and Symbols Help in Promotion

Tropicana wanted to update the packaging 
for its orange juice. So it ditched the 
longtime Tropicana brand symbol of a 
colorful orange pierced by a straw for the 
package on the right showing a muted glass 
of orange juice. Sales fell as some loyal 
Tropicana customers failed to recognize their 
regular brand on store shelves. Soon the 
original package design was back in stores.
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can also improve the company’s image—speeding acceptance of new products 
marketed under the same name. For example, many consumers quickly tried 
Listerine PocketPaks breath fresheners when they appeared because they al-
ready knew they trusted Listerine mouthwash. 6  

 While branding helps customers make buying decisions, branding is not al-
ways easy to do. Building a well-respected brand name can be costly. It doesn’t 
always make sense as part of a marketing strategy. In some industries, well-
known brands are just not that common. Think about it. Can you recall a brand 
name for file folders, bed frames, electric extension cords, or nails? The follow-
ing conditions are conditions that can make a market more favorable to success-
ful branding: 

 1. The product is easy to label and identify by brand or trademark. 
 2. The product quality is easy to maintain and the best value for the price. 
 3. Dependable and widespread availability is possible. When customers start 

using a brand, they want to be able to continue using it. 
 4. Demand is strong enough that the market price can be high enough to 

make the branding effort profitable. 
 5. There are economies of scale. If the branding is really successful, costs 

should drop and profits should increase. 
 6. Favorable shelf locations or display space in stores will help. This is some-

thing retailers can control when they brand their own products. 

 In general, these conditions are less common in developing economies, and 
that may explain why efforts to build brands in emerging markets often fail. For 
example, one study found Chinese consumers willing to pay a premium of only 
2 percent for branded products they regularly purchase—as compared to pre-
miums of 20 percent or more in developed countries. 7  

 Achieving Brand Familiarity Is Not Easy 

 Today, familiar brands exist for most product categories, ranging from cray-
ons (Crayola) to real estate services (RE/MAX). Nevertheless, brand accep-
tance must be earned with a good product and regular promotion.  Brand 

familiarity  means how well customers recognize and accept a company’s brand. 
The degree of brand familiarity affects the planning for the rest of the mar-
keting mix—especially where the product should be offered and what 
 promotion is needed.  

 Five levels of brand familiarity are useful for strategy planning: (1) rejection, 
(2) nonrecognition, (3) recognition, (4) preference, and (5) insistence. 

 Some brands have been tried and found wanting.  Brand rejection  means that 
potential customers won’t buy a brand unless its image is changed—or if the 
customers have no other choice. Rejection may suggest a change in the product 
or perhaps only a shift to target customers who have a better image of the 
brand. Overcoming a negative image is difficult and can be very expensive. 
Sometimes customers have no other choice. Many music and sports fans would 
like to reject Ticketmaster, which sells tickets to sports and music events. But 
customers often have little choice when it comes time to buy tickets to see their 
favorite band or team perform live. Recently, comedian Louis C.K. sold tickets 
directly to his fans to avoid associating with Ticketmaster. This attitude has 
helped jump-start competitors for Ticketmaster, though the company is work-
ing hard to reverse that negative customer attitude. 8  

 Brand rejection is a big concern for service-oriented businesses because it’s 
hard to control the quality of service. A business traveler who gets a dirty room 

What conditions favor 
branding?

 Five levels of brand 
familiarity 
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in a Hilton Hotel in Caracas, Venezuela, might not return to a Hilton any-
where. Yet it’s difficult for Hilton to ensure that every maid does a good job 
every time. 

 Some products are seen as basically the same.  Brand nonrecognition  means fi-
nal consumers don’t recognize a brand at all—even though intermediaries may 
use the brand name for identification and inventory control. Examples include 
school supplies, inexpensive dinnerware, many of the items that you’d find in a 
hardware store, and thousands of dot-coms on the Internet. 

  Brand recognition  means that customers remember the brand. This may not 
seem like much, but it can be a big advantage if there are many “nothing” brands 
on the market. Even if consumers can’t recall the brand without help, they may 
be reminded when they see it in a store among other less familiar brands. 

 Most branders would like to win  brand preference —which means that target 
customers usually choose the brand over other brands, perhaps because of 
habit or favorable past experience.  Brand insistence  means customers insist on a 
firm’s branded product and are willing to search for it. 

 A brand is likely to have target customers at each level of brand familiarity. 
Ideally, customers move to higher levels of brand familiarity (brand preference 
and brand insistence) over time. Marketing strategies often aim to encourage 
this movement. Consider the café-bakery chain Panera Bread. It’s possible that 
some target customers may reject the brand because of a bad previous experi-
ence. However, if Panera provides consistently excellent service and tries to rec-
ognize and compensate for (hopefully) rare instances of poor service, those 
who reject the brand should be a very small group. Other customers in the tar-
get market may not recognize the brand and need promotion that is directly 
aimed at them, possibly in the form of advertising. With successful promotion 
these customers will likely move to the brand recognition level. Because higher 
levels of brand familiarity will probably require first-hand experience, coupons 
or additional promotion efforts may encourage an actual visit to a café. If 
Panera delivers an enjoyable time (good food and service at a fair price), then 
more customers are likely to develop brand preference—and if customers are 
truly delighted, they may move to brand insistence. 9  

 A good brand name can help build brand familiarity. It can help tell some-
thing important about the company or its product. Exhibit 8-4 lists some char-
acteristics of a good brand name. Lululemon, Outback, Jelly Belly, Bonobos, 

 The right brand name 
can help 

Familiar brands convey trust. 
Customers may have past 
experience with the brand and 
expect new products to be of 
similar quality. When Morton 
developed a line of snow and 
ice melters and Bissell added 
more products to clean up 
after pets, both relied on 
brand familiarity to gain retail 
distribution and customer trial.
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and DieHard are examples of successful brand names that fit some of these 
criteria. Can you think of others? 

 Companies that compete in international markets face a special problem in 
selecting brand names. A name that conveys a positive image in one language 
may be meaningless in another. Or, worse, it may have unintended meanings. 
British food company Sharwood discovered this after spending millions of dol-
lars launching a curry sauce called  Bundh . Unfortunately many Punjabi speak-
ers, who were one of the target markets, thought the word sounded more like 
the Punjabi word for “backside.” IKEA uses Swedish and Norwegian words as 
brand names, bringing a unique character to the brand. But when IKEA opened 
a store in Thailand, it discovered the  Redalen  bed and  Jättebra  plant pot sounded 
a lot like crude Thai terms related to sex. 10  

 Because it’s costly to build brand recognition, some firms prefer to acquire 
established brands rather than try to build their own. The value of a brand to its 
current owner or to a firm that wants to buy it is sometimes called  brand equity —
the value of a brand’s overall strength in the market. For example, brand equity 
is likely to be higher if many satisfied customers insist on buying the brand and if 
retailers are eager to stock it. That almost guarantees ongoing profits. 

 The financial value of the Coca-Cola brand illustrates brand equity. What is 
Coca-Cola but water, sugar, and flavoring? There is a unique flavor, but much of 
the value comes from associations people have with the brand name. In a re-
search study, subjects’ brains were scanned while they drank Coke and Pepsi in 
a taste test. When they drank the two soft drinks unlabeled (not knowing the 
brand) the subjects’ preferences were evenly split. When the drinks were la-
beled, three-fourths chose Coke—and the brain scans suggested those favoring 
Coke used an area of the brain associated with memories. This suggested that 
Coke created pleasure because of people’s experience with the brand. That 
type of association creates a competitive advantage that cannot be easily over-
come. Many consumers have this positive association. Findings like these help 
explain the power of the Coca-Cola brand in building consumer preference 
and long-term profits. In 2012, the Coca-Cola brand was among the five most 
valuable in the world, estimated to be worth more than $75 billion. 11  

 Protecting Brand Names and Trademarks 

 U.S. common law and civil law protect the rights of trademark and brand name 
owners. The  Lanham Act  (of 1946) spells out what kinds of marks (including 
brand names) can be protected and the exact method of protecting them. The 
law applies to goods shipped in interstate or foreign commerce. 

 The Lanham Act does not force registration. But registering under the 
 Lanham Act is often a first step toward protecting a trademark to be used in 
international markets. That’s because some nations require that a trademark be 
registered in its home country before they will register or protect it. 

 A respected name 
builds brand equity 

• Short and simple

• Easy to spell and read

• Easy to recognize and remember

• Easy to pronounce

• Can be pronounced in only one way

•  Can be pronounced in all languages 
(for international markets)

• Suggestive of product benefits

•  Adaptable to packaging/labeling needs

• No undesirable imagery

• Always timely (does not go out of date)

• Adaptable to any advertising medium

•  Legally available for use (not in use by 
another firm)

Exhibit 8–4 
Characteristics of a 
Good Brand Name
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 A brand can be a real asset to a company. Each firm should try to see that its 
brand doesn’t become a common descriptive term for its kind of product. 
When this happens, the brand name or trademark becomes public property—
and the owner loses all rights to it. This happened with the names cellophane, 
aspirin, shredded wheat, and kerosene. 12  

 When introducing a new brand name, marketing managers must be sure to 
have rights to the trademark in all of its markets. Apple got into a dispute over 
the iPad trademark after the product was launched. Apple purchased rights to 
the name from a Taiwanese firm which held rights to the iPad name in several 
Asian countries—including, Apple believed, China. But when the iPad was 
launched, a Chinese firm claimed it still owned the rights to the iPad name. 
After battles in Chinese courts, Apple eventually settled by paying Proview Tech-
nology $60 million for the Chinese rights to the iPad name. 

   Even when products are properly registered,   counterfeiters may make unau-
thorized copies. Counterfeit products cause a brand to lose sales and jeopardize 
its reputation. Many well-known brands—ranging from Levi’s jeans to Rolex 
watches to Zantax medicine—face this problem. International trade in counter-
feit and pirated goods may exceed $500 billion annually. Counterfeiting contin-
ues to grow and is especially common in developing countries where regulation 
is weak or cultural values differ. In China, for example,   many DVDs,   CDs,   and 
software programs are bootleg copies. And counterfeiters are increasingly bra-
zen. In Azerbaijan and Bulgaria,   BP discovered counterfeit BP service stations—
with low-quality fuel. 13  

 What Kind of Brand to Use? 

 Branders of more than one product must decide whether they are going to use 
a  family brand —the same brand name for several products—or individual 
brands for each product. Examples of family brands are Keebler snack food 
products and Sears Kenmore appliances. 

 The use of the same brand for many products makes sense if all are simi-
lar in type and quality. The main benefit is that the goodwill attached to one 
or two products may help the others. Money spent to promote the brand 
name benefits more than one product, which cuts promotion costs for each 
product. 

 A special kind of family brand is a  licensed brand —a well-known brand that 
sellers pay a fee to use. For example, the familiar Sunkist brand name has been 
licensed to many companies for use on more than 400 products in 30 countries. 
Betty Crocker sells Sunkist Lemon Bar mix, Jelly Belly makes Sunkist Fruit Gems 
candy, and Dr Pepper produces Sunkist orange soda. Sunkist earns extra reve-
nue and its partners get instant brand recognition. That said, Sunkist must care-
fully choose partners that sell quality products and promote the brand in ways 
that won’t harm its carefully curated image. 14  

 A company uses  individual brands —separate brand names for each product—
when it’s important for the products to each have a separate identity, as when 
products vary in quality or type. 

 If the products are really different, such as Elmer’s glue and Borden’s ice cream, 
individual brands can avoid confusion. Some firms use individual brands with sim-
ilar products to make segmentation and positioning efforts easier. For example, 
when General Mills introduced a line of organic cereals, it used the Cascadian 
Farm name and the Big G logo was not on the box. The rationale was that consum-
ers who try to avoid additives might not trust a big corporate brand. 15  

 You must protect 
your own 

 Trademarks need to 
be protected around 
the globe 

Counterfeiting is 
accepted in some 
cultures

 Keep it in the family 

 Individual brands for 
outside and inside 
competition 
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 Products that some 
consumers see as com-
modities may be diffi-
cult or expensive to 
brand. Some manufac-
turers and intermediar-
ies have responded to 
this problem with   generic 

products —products that 
have no brand at all 
other than identification of their contents and the manufacturer or intermediary. 
Generic products are usually offered in plain packages at lower prices. They are 
quite common in less-developed nations. 16  

 Who Should Do the Branding? 

Manufacturer brands  are brands created by producers. These are sometimes 
called national brands because the brand is promoted all across the country or 
in large regions. Note, however, that many manufacturer brands are now dis-
tributed globally. Such brands include Nabisco, Colgate, Northwestern Mutual 
Life, Marriott, MasterCard, and McDonald’s. 

  Dealer brands , also called  private brands  (or private label), are brands created 
by intermediaries. Examples of dealer brands include Craftsman and Kenmore 
(Sears), Primo Taglio and Priority Pet (Safeway), Up & Up (Target), and Sam’s 
Choice and Equate (Walmart).  

Manufacturer and dealer brands often sell in the same retail stores. The  battle 

of the brands ,  the competition between dealer brands and manufacturer brands, 
is just a question of which brands will be more popular and who will be in control. 
At one time,  manufacturer brands 
were much more popular than dealer 
brands. In some categories like soft 
drinks,  they still are. But in categories 
like milk and cheese,  dealer brands 
are very strong contenders. In the 
United States,  almost 30 percent of 
grocery store purchases are now 
dealer brands,  with percentages 
higher in many European countries. 
Over the past 30 years,  dealer brands 
have been slowly gaining an upper 
hand. During the recent economic 
downturn,  more consumers were mo-
tivated to try dealer brands—and 
many were pleasantly surprised by the 
quality and the variety they found. 

 There is plenty of motivation for 
intermediaries to develop dealer 
brands. The intermediary usually 
earns a better margin on the sale of a 
dealer brand. Strong dealer brands 
also give an intermediary leverage in 
negotiations with the manufacturer 
brand. 

 Generic “brands” 

 Manufacturer brands 
versus dealer brands 

 Who’s winning the battle 
of the brands? 

f h i d h f i di

Internet Exercise

Go to the Procter & Gamble website (www.pg.com). 
Click on “Brands & Innovation,” and then “Household 
Care.” On this page, check out the following laundry 
brands: Cheer, Downy, Dreft Laundry, Gain, and Tide. 
How are the different brands positioned? To which 
target market does each appeal?

Del Monte wants retailers to remember that 
many consumers already know and trust its 
brand name. Establishing successful brand 
names in the produce section is no easy feat.
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 In the grocery trade, retailers are putting more attention behind new dealer 
brand products. Kroger and Safeway recently hired marketing managers with 
experience at major national brands. Recently, almost a third of all new product 
introductions were for dealer brands, up from less than 10 percent just a few 
years ago. Traditionally, dealer brands were knockoffs of manufacturer brands—
often of lower quality with lower prices. Now some dealer brands sell premium 
products. Kroger’s popular “Private Selection” line of frozen pizzas is priced the 
same as the national brand DiGiorno. Kroger conducts its own market research, 
which recently led to changes in the packaging of its Pet Pride pet food brand. 
It learned that dog owners like to see packages with dogs and owners playing 
together, while cat owners just want to see a happy cat. New packages reflect 
those changes. 

 Intermediaries have some advantages in this battle. With the number of 
large retail chains growing, they are better able to arrange reliable sources of 
supply at low cost. They can also give dealer brands special shelf position and 
promotion. Because manufacturer brands typically need to build strong brand 
preference or brand insistence through heavy promotion and quality 

 ingredients—both of 
which raise costs and 
lead to higher prices—
national brands’ prices 
are about 30 percent 
higher on average. Still, 
national brands are not 
going to disappear. In-
termediaries know that 
many customers are still 
attracted to Mountain 

Dew, Colgate, Tide, and 
Cheerios. 17  

 Packaging Promotes, Protects, and Enhances 

  Packaging  involves promoting, protecting, and enhancing the product. Packag-
ing can be important to both sellers and customers. See Exhibit 8-5. It can make 
a product more convenient to use or store. It can prevent spoiling or damage. 
Good packaging makes products easier to identify and promotes the brand at 
the point of purchase and even in use. 

 A new package can make  the  important difference in a new marketing 
 strategy—by meeting customers’ needs better. Sometimes a new package makes 
the product easier or safer to use. For example, Aleve’s new “Soft Grip Cap” 
makes it easier for aging customers with arthritis to open its bottle. And to 
 ensure safety, most drug and food products now have special seals to prevent 
product tampering. 

 Packaging can tie the product to the rest of the marketing strategy. Packaging 
for Energizer batteries features the pink bunny seen in attention-getting TV ads 
and reminds consumers that the batteries are durable. A good package some-
times gives a firm more promotional effect than it could get with advertising. 
Customers see the package in stores, when they’re actually buying. A consumer 
who needs a new showerhead is likely to pick the brand and style by comparing 
alternatives at a retail store. Waterpik’s package makes it easy for the consumer to 
see and evaluate the product and the curved design helps to focus attention on 
the flexible hose. 

 LO 8.4 

 Packaging can enhance 
the product 

 Packaging sends a 
message 

General Mills owns the 
Cascadian Farm brand name, 
but uses the separate name to 
reinforce the positioning of its 
organic line of cereals. Both 
General Mills cereals and 
Cascadian Farm cereals may 
have to compete for shelf 
space—and consumer attention—
against similar store (dealer) 
brands that often sell at lower 
prices.
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Opportunity to Add Value Some Decision Factors Examples

Promoting Link product to 
promotion

The bunny on the Energizer battery package is a reminder 
that it “keeps going and going.”

Branding at point of 
purchase or consumption

Coke’s logo greets almost everyone each time the 
refrigerator is opened.

Product information Nabisco’s nutrition label helps consumers decide which cookie 
to buy, and a UPC code reduces checkout time and errors.

Protecting For shipping and storing Cardboard inserts and a box protect the Roku streaming 
player.

From tampering Tylenol’s safety seal prevents tampering.

From shoplifting Cardboard hang-tag on Gillette razor blades is too large to 
hide in hand.

From spoiling Kraft’s shredded cheese has a resealable zipper package to 
keep it fresh.

Enhancing product The environment Tide detergent bottle can be recycled.

Convenience in use The package for Better Oats brand oatmeal includes a 
built-in measuring cup pouch so consumers don’t need a 
measuring cup.

Added product functions Plastic tub is useful for refrigerator leftovers after the Cool 
Whip is gone.

Exhibit 8–5 Some Ways Packaging Benefits Consumers and Marketers

When customers are likely to make a brand decision at the store shelf, packaging can call attention to a new product. 
Frontera promotes its line of corn chips by using bright bag colors, bold graphics, and chip viewing windows. The 
convenience of squeezeable packaging for baby food enhances the product for busy parents. The right packaging for 
watermelon makes it convenient and tamper evident and extends the product’s shelf life.
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 Better protective packaging is very important to manufacturers and 
wholesalers. They sometimes have to pay the cost of goods damaged in ship-
ment. Retailers need protective packaging too. It can reduce storing costs by 
cutting breakage, spoilage, and theft. Good packages also save space and 
weight so they are easier to transport, handle, and display—and better for 
the environment. 18  

 U.S. shoppers generate much more trash per person than anywhere else on 
earth. Much of what is tossed out is packaging. It overloads landfills, litters 
streets, and pollutes the environment. For years plastic seemed to be the per-
fect packaging material because it is clean, light, and durable; unfortunately, 
this means it’s everywhere and lasts forever. Even colorful package graphics are 
 troublesome. The ink to print them often has toxins that later creep into the 
soil and water. Firms should try to give consumers what they want, but in apply-
ing that logic to packaging many people have been short-sighted. Businesses 
and consumers alike have acted as if there was nothing an  individual  could do 
to reduce environmental problems. Now that attitude is changing. 

 Growing numbers of consumers are interested in making greener choices. 
Firms are making packaging choices that are better for the environment. For 

example, Timberland makes its shoe boxes with 
100 percent recycled materials, soy-based inks, and 
water-based glues. Whole Foods Market uses salad 
bar containers made from sugar-cane waste that 
they safely turn into compost within about 90 days. 
It makes sense for firms to publicize such efforts to 
attract like-minded consumers. Publicity also calls 
attention to the idea that even small changes can 
add up to big improvements. 

 Most sustainable packaging initiatives lower costs 
for producers too. For big brands, small changes 
can have huge impacts—on the environment and 
 bottom line. Unilever has been a leader in this 
area. When it changed shipping cases for its Wish-
bone salad dressing, Unilever saved 21 metric tons 
of cardboard. A redesigned bottle and cap for 
Suave shampoo and conditioner is 15 percent 

lighter—reducing annual resin needed by 670 tons a year in the United States 
alone. Appliance manufacturers have eliminated cardboard in packaging, re-
placing it with foam blocks on corners. The foam is lighter and reduces shipping 
costs and damages that occur during loading, unloading, and transportation. 19  

 The  Federal Fair Packaging and Labeling Act  (of 1966) requires that consumer 
goods be clearly labeled in easy-to-understand terms to give consumers more 
information. The law also calls on industry to 
try to reduce the confusing number of pack-
age sizes and make labels more useful. Since 
then, there have been further guidelines. The 
most far-reaching are based on the Nutrition 
Labeling and Education Act of 1990. It re-
quires food manufacturers to use a uniform 
format that allows consumers to compare the 
nutritional value of different products. Re-
cently there have been more changes, includ-
ing requirements to clearly show the fat 
content of food and ingredients that trigger 
common food allergies. 20  

 Packaging can lower 
distribution costs 

 Greener packaging 
creates value for 
buyers and sellers 

 Laws reduce confusion 

Frito-Lay made news when it 
packaged Sun Chips in the 
world’s first 100 percent 
compostable chip package. 
Many consumers praised the 
eco-friendly packaging, but 
others were turned off by the 
bags’ distinct crackling noise. In 
the U.S., Frito-Lay put all flavors 
except for “Original” back in 
standard packaging. In Canada, 
the packaging was retained—
and Frito-Lay offered ear plugs 
to skeptical consumers who 
valued the sound of the 
package over its environmental 
benefits. Frito-Lay found truth 
in Kermit the Frog’s song, “It’s 
not easy being green.”
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 Although various laws provide guidance on many packaging issues, many 
areas still require marketing managers to make ethical choices. For example, 
some firms have been criticized for designing packages that conceal a down-
sized product, giving consumers less for their money. Similarly, some retailers 
design packages and labels for their private-label products that look just like, 
and are easily confused with, manufacturer brands. Are efforts such as these 
unethical, or are they simply an attempt to make packaging a more effective 
part of a marketing mix? Different people will answer differently. 

 Many critics think that labeling information is too often incomplete or mis-
leading. For example, what does it really mean if a label says a food product is 
“organic” or “low fat”? How far should a marketing manager go in putting 
potentially negative information on a package? Should Häagen-Dazs affix a 
label that says “this product will clog your arteries”? That sounds extreme, but 
what type of information  is  appropriate? 

 Many consumers like the convenience that accompanies the myriad product 
and packaging choices available. Is it unethical for a marketing manager to give 
consumers with different preferences a choice? Some critics argue that it is. 
Others praise firms that give consumers choices. 21  

 Warranty Policies Are a Part of Strategy Planning 

 A  warranty  explains what the seller promises about its product. A marketing man-
ager should decide whether to offer a specific warranty, and if so what the warranty 
will cover and how it will be communi-
cated to target customers. This is an 
area where the legal environment—as 
well as customer needs and competi-
tive offerings—must be considered. 

 U.S. common law says that producers 
must stand behind their products—
even if they don’t offer a specific war-
ranty. A written warranty provided by 
the seller may promise more than the 
common law provides. However, it may 
actually  reduce  the responsibility a pro-
ducer would have under common law. 

 The federal  Magnuson-Moss Act  
(of 1975) says that producers must 
provide a clearly written warranty if 
they choose to offer any warranty. 
The warranty does not have to be 
strong. However, Federal Trade Com-
mission (FTC) guidelines try to en-
sure that warranties are clear and 
definite and not deceptive or unfair. 
A warranty must also be available for 
inspection before the purchase. 

 A company has to make it clear 
whether it’s offering a full or limited 
warranty—and the law defines what 
full  means. Most firms offer a limited 
warranty if they offer one at all. In 
recent years, many firms have 
 reduced the period of warranty 
 coverage. Apple’s popular iPod 

 Ethical decisions remain 

 LO 8.5 

 Warranty puts promises 
in writing 

In a competitive market, a product’s 
warranty or guarantee can be the critical 
difference in a firm’s marketing mix.

per61043_ch08_202-231.indd Page 221  11/12/13  12:49 AM user per61043_ch08_202-231.indd Page 221  11/12/13  12:49 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



222

 music player, for example, has a standard one-year warranty on hardware, but 
only a 90-day warranty on phone support. Apple  sells  a supplemental warranty 
to extend hardware and phone coverage for two years from date of purchase. 

 Service guarantees are becoming more common as a way to attract, and keep, 
customers. Some Pizza Hut locations guarantee a luncheon pizza in five minutes 
or it’s free. General Motors set up a fast-oil-change guarantee to compete with 
fast-lube specialists who were taking customers away from dealers. If the dealer 
doesn’t get the job done in 29 minutes or less, the next oil change is free. 22  

 Product Classes Help Plan Marketing Strategies 

 So far in this chapter, we’ve focused on key strategy decisions for Product (see 
Exhibit 8-1). Managers usually try to blend those decisions in a unique way to 
differentiate the firm’s offering and create superior customer value. However, 
you don’t have to treat  every  product as unique when planning strategies—some 
classes of products benefit from similar marketing mixes. So now we’ll intro-
duce these product classes and show why they are a useful starting point for 
developing marketing mixes for new products and for evaluating present mixes. 

 All products fit into one of two broad groups—based on the type of customer 
that will use them.  Consumer products    are products meant for the final consumer. 
 Business products  are products meant for use in producing other products. 

 The same product—like Bertolli Olive Oil— might  be both a consumer 
product and a business product. Consumers buy it to use in their own kitch-
ens, but food processing companies and restaurants buy it in large quanti-
ties as an ingredient in the products they sell. Selling the same product to 
both final consumers and business customers requires (at least) two differ-
ent strategies. 

 There are product classes within each group. Consumer product classes are 
based on   how consumers think about and shop for products. Business product 
classes are based on   how buyers think about products and how they’ll be used. 

 Consumer Product Classes 

 Consumer product classes divide into four groups: (1) convenience, (2) shop-
ping, (3) specialty, and (4) unsought.  Each class is based on the way people   think 
about and shop for   products.  See Exhibit 8-6 for a summary of how these product 
classes relate to marketing mixes. 23  

  Convenience products  are products a consumer needs but isn’t willing to 
spend much time or effort shopping for. These products are bought often, 
require little service or selling, don’t cost much, and may even be bought by 
habit. A convenience product may be a staple, impulse product, or emer-
gency product. 

  Staples  are products that are bought often, routinely, and without much 
thought—like breakfast cereal, canned soup, and most other packaged foods 
used almost every day in almost every household. 

  Impulse products  are products that are bought quickly—as  unplanned  
 purchases—because of a strongly felt need. True impulse products are items 
that the customer hadn’t planned to buy, decides to buy on sight, may have 
bought the same way many times before, and wants right now. If the buyer 
doesn’t see an impulse product at the right time, the sale may be lost. 24  

 Service guarantees 

 LO 8.6 

 Product classes start 
with type of customer 

LO 8.7

 Convenience products—
purchased quickly with 
little effort 
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Emergency products  are products that are purchased immediately when the 
need is great. The customer doesn’t have time to shop around when a traffic 
accident occurs, a thunderstorm begins, or an impromptu party starts. The 
price of the ambulance service, raincoat, or ice cubes won’t be important. 

Shopping products    are products that a customer feels are worth the time and effort 
to compare with competing products. Shopping products can be divided into two 
types, homogeneous or heterogeneous, depending on what customers are compar-
ing. The exact same products can be homogeneous or heterogeneous. It just de-
pends on how a particular target market thinks about and shops for the product. 

Homogeneous shopping products    are items the customer sees as basically the 
same and wants at the lowest price. So, for example, a target market that believes 
“all gasoline is the same” seeks out and buys gas at the station with the lowest 
prices. Another target market could believe that all 32-inch LED televisions are 
basically the same—so they shop the Internet for the lowest price. A low cost pro-
ducer might try to promote that its products are “just as good as” higher priced 
alternatives. Vizio has used this strategy for success in the television market. 

Heterogeneous shopping products    are items the customer sees as different and 
wants to inspect for quality and suitability—furniture, clothing, and  membership 

 Shopping products—are 
compared 

Consumer Product

Class Marketing Mix Considerations Consumer Behavior

Convenience products

 Staples Maximum exposure with widespread, low-
cost distribution; mass selling by producer; 
usually low price; branding is important.

Routinized (habitual); low effort; frequent 
purchases; low involvement.

 Impulse Widespread distribution with display at 
point of purchase.

Unplanned purchases bought quickly.

 Emergency Need widespread distribution near 
probable point of need; price sensitivity low.

Purchase made with time pressure when a 
need is great.

Shopping products

 Homogeneous Need enough exposure to facilitate price 
comparison; price sensitivity high.

Customers see little difference among 
alternatives and seek lowest price.

 Heterogeneous Need distribution near similar products; 
promotion (including personal selling) to 
highlight product advantages; less price 
sensitivity.

Extensive problem solving; consumer may 
need help in making a decision (salesperson, 
website, etc.).

Specialty products Price sensitivity is likely to be low; limited 
distribution may be acceptable, but should 
be treated as a convenience or shopping 
product (in whichever category product 
would typically be included) to reach 
persons not yet sold on its specialty 
product status.

Willing to expend effort to get specific 
product, even if not necessary; strong 
preferences make it an important purchase; 
Internet becoming important information 
source.

Unsought products

 New unsought Must be available in places where similar 
(or related) products are sought; needs 
attention-getting promotion.

Need for product not strongly felt; unaware of 
benefits or not yet gone through adoption 
process.

 Regularly unsought Requires very aggressive promotion, 
usually personal selling.

Aware of product but not interested; attitude 
toward product may even be negative.

Exhibit 8–6 Consumer Product Classes and Marketing Mix Planning
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For some consumers a caffeine pill that helps them stay awake is a convenience product. These pills may be purchased 
spontaneously so it is important they are displayed where easily seen by the target market. Fresh Brothers hopes that many 
of its customers view its pizza as a specialty product and customers make a special effort to find one of its restaurants. Fresh 
Brothers’ Facebook page reminds its biggest fans about the pizza and communicates specials. Other customers might view 
pizza as a heterogeneous shopping product, and if they see a friend “Like” Fresh Brothers on Facebook, they may be more 
likely to choose to go there.

in a spa are good examples. In this situation, target consumers seek  information 
from a knowledgeable salesperson or a reputable website. Case in point:  Some  
customers that  do  see 32-inch televisions as different will visit a local store to see 
various models and talk to a salesperson, then go to websites like CNET.com to 
read professional and user reviews. 

 For heterogeneous shopping products, quality, features, and style matter 
more than price. In fact, once the customer finds the right product, price may 
not matter as long as it’s reasonable. For instance, you may have asked a friend 
to recommend a good dentist without even asking what the dentist charges. 

 Branding may be less important for heterogeneous shopping products. The 
more carefully consumers compare price and quality, the less they rely on brand 
names or labels. Some retailers carry competing brands so consumers won’t go 
to a competitor to compare items. 

  Specialty products  are consumer products that the customer really wants and 
makes a special effort to find. Shopping for a specialty product doesn’t mean 
comparing—the buyer wants that special product and is willing to search for it. 
It’s the customer’s  willingness to search —not the extent of searching—that makes 
it a specialty product. 

  Any  branded product that consumers insist on by name is a specialty product. 
Marketing managers want customers to see their products as specialty products 
and ask for them over and over again. Building that kind of relationship isn’t 
easy. It means satisfying the customer every time. However, that’s easier and a 
lot less costly than trying to win back dissatisfied customers or attract new cus-
tomers who are not seeking the product at all. 

  Unsought products  are products that potential customers don’t yet want or know 
they can buy. So they don’t search for them at all. In fact, consumers probably 
won’t buy these products if they see them—unless promotion can show their value. 

 Specialty products—no 
substitutes please! 

 Unsought products—
need promotion 
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 There are two types of un-
sought products.  New un-

sought products  are products 
offering really new ideas that 
potential customers don’t 
know about yet. Informative 
promotion can help convince 
customers to accept the prod-
uct, ending its unsought sta-
tus. Dannon’s yogurt and 
Litton’s microwave ovens are 
popular items now, but ini-
tially they were new unsought 
products. 

Regularly unsought products  
are products—like grave-
stones, life insurance, and 
nursing homes—that stay 
 unsought but not unbought 
forever. There may be a need, 
but potential customers aren’t 
motivated to satisfy it. For this 
kind of product, personal sell-
ing is  very  important. 

 Many nonprofit organizations try to “sell” their unsought products. For ex-
ample, the American Red Cross regularly holds blood drives to remind prospec-
tive donors of how important it is to give blood. 

 The same product might be seen in different ways by different target markets at 
the same time. For example, a product viewed as a staple by most consumers in the 
United States, Canada, or some similar affluent country might be seen as a hetero-
geneous shopping product by consumers in another country. The price might be 
much higher when considered as a proportion of the consumer’s budget, and the 
available choices might be very different. Similarly, for some people salsa is seen as 
a staple; for others—who, for example, think it is worth tracking down W. B. 
 Williams Georgia Style Peach Salsa on the Internet—it is a specialty product. 

 Business Products Are Different 

 Business product classes are different from consumer product classes—because 
they relate to how and why business firms make purchases. Thus, knowing the 
specific classes of business products helps in strategy planning. First, however, 
it’s useful to note some important ways that the market for business products is 
different from the market for consumer products. 

 The big difference between the consumer products market and the business 
products market is  derived demand —the demand for business products derives 
from the demand for final consumer products. For example, car manufacturers 
buy about one-fifth of all steel products. But if demand for cars drops, they’ll 
buy less steel. Then even the steel supplier with the best marketing mix is likely 
to lose sales. 25  

 Total  industry  demand for business products is fairly inelastic. Business firms 
must buy what they need to produce their own products. Even if the cost of 
 basic silicon doubles, for example, Intel needs it to make computer chips. 

 One product may be 
seen in several ways 

 One demand derived 
from another 

 Price increases might 
not reduce quantity 
purchased 

Brand managers for pain reliever Panadol Ultra faced two 
challenges in rural Guatemala: 1) a high level of illiteracy 
and 2) an unsought product because many in the target 
market didn’t know about using pills for pain relief. 
Panadol created a sponge in the shape of the pill that 
local women could use as a cushion when carrying heavy 
items on their heads—a common practice. Soon women 
became a walking ad for the brand and sales increased 
by 45 percent among the target market.
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 However, sharp business buyers try to buy as economically as possible. So the 
demand facing  individual sellers  may be extremely elastic—if similar products 
are available at a lower price. 

 How a firm’s accountants—and the tax laws—treat a purchase is also impor-
tant to business customers. An  expense item  is a product whose total cost is 
treated as a business expense in the year it’s purchased. A  capital item  is a long-
lasting product that can be used and depreciated for many years. Often it’s very 
expensive. Customers pay for the capital item when they buy it, but for tax pur-
poses the cost is spread over a number of years. This may reduce the cash avail-
able for other purchases. 

 Business Product Classes—How They Are Defi ned 

  Business product classes are based on how buyers think about products and how the 
products will be used.  The classes of business products are (1) installations, (2) 
accessories, (3) raw materials, (4) components, (5) supplies, and (6) profes-
sional services. Exhibit 8-7 relates these product classes to marketing mix 
planning. 

  Installations —such as buildings, land rights, and major equipment—are im-
portant capital items. One-of-a-kind installations—like office buildings and 
 custom-made machines—generally require special negotiations for each sale. 
Negotiations often involve top management and can stretch over months or 
even years. Standardized major equipment is treated more routinely. 

 Installations are a boom-or-bust business. During growth periods, firms may 
buy installations to increase capacity. But during a downswing, sales fall off 
sharply. 26  

 Suppliers sometimes include special services with an installation at no extra 
cost. A firm that sells (or leases) equipment to dentists, for example, may install 
it and help the dentist learn to use it. 

 Tax treatment affects 
buying too 

 Installations—a boom-
or-bust business 

 Specialized services are 
needed as part of the 
product 

Many items in Bush’s Best line of food products sell as both consumer and business products, and different marketing mixes 
are required to reach the different target markets.
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Exhibit 8–7 Business Product Classes and Marketing Mix Planning

Business Product 

Classes Marketing Mix Considerations Buying Behavior

Installations Usually requires skillful personal selling 
by producer, including technical con-
tacts, or understanding of applications; 
leasing and specialized support services 
may be required.

Multiple buying influence (including top man-
agement) and new-task buying are common; 
infrequent purchase, long decision period, 
and boom-or-bust demand are typical.

Accessory equipment Need fairly widespread distribution and 
numerous contacts by experienced and 
sometimes technically trained person-
nel; price competition is often intense, 
but quality is important.

Purchasing and operating personnel typically 
make decisions; shorter decision period than 
for installations; Internet sourcing.

Raw materials Grading is important, and transportation 
and storing can be crucial because of sea-
sonal production and/or perishable prod-
ucts; markets tend to be very competitive.

Long-term contract may be required to en-
sure supply; online auctions.

Component parts and 
materials

Product quality and delivery reliability are 
usually extremely important; negotiation 
and technical selling typical on less-
standardized items; replacement after-
market may require different strategies.

Multiple buying influence is common; online 
competitive bids used to encourage competi-
tive pricing.

Maintenance, repair, 
and operating (MRO) 
supplies

Typically require widespread distribu-
tion or fast delivery (repair items); 
 arrangements with appropriate 
 intermediaries may be crucial.

Often handled as straight rebuys, except im-
portant operating supplies may be treated 
much more seriously and involve multiple 
buying influence.

Professional services Services customized to buyer’s need; 
personal selling very important; inelas-
tic demand often supports high prices.

Customer may compare outside service with 
what internal people could provide; needs 
may be very specialized.

Accessories  are short-lived capital items—tools and equipment used in pro-
duction or office activities—like Canon’s small copy machines, Rockwell’s por-
table drills, and Steelcase’s filing cabinets. Accessories are more standardized 
than installations and they’re usually needed by more customers. 

 Since these products cost less and last a shorter time than installations, mul-
tiple buying influence is less important. Operating people and purchasing 
agents, rather than top managers, may make the purchase decision. As with in-
stallations, some customers may wish to lease or rent—to expense the cost. 

Raw materials  are unprocessed expense items—such as logs, iron ore, and 
wheat—that are moved to the next production process with little handling. Un-
like installations and accessories,  raw materials become part of a physical good and 
are expense items . 

 There are two types of raw materials: (1) farm products and (2) natural prod-
ucts.  Farm products  are grown by farmers—examples are oranges, sugar cane, 
and cattle.  Natural products  are products that occur in nature—such as timber, 
iron ore, oil, and coal. 

 The need for grading is one of the important differences between raw ma-
terials and other business products. Nature produces what it will—and some-
one must sort and grade raw materials to satisfy various market segments. 

 Most buyers of raw materials want ample supplies in the right grades for 
 specific uses—fresh vegetables for Green Giant’s production lines or logs for 

 Accessories—important 
but short-lived capital 
items 

 Raw materials become 
part of a physical good 

per61043_ch08_202-231.indd Page 227  13/12/13  11:30 AM user per61043_ch08_202-231.indd Page 227  13/12/13  11:30 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



228

 Weyerhaeuser’s paper mills. To ensure steady quantities, raw materials custom-
ers often sign long-term contracts, sometimes at guaranteed prices. 

  Components  are processed expense items that become part of a finished 
product. Component  parts  are finished (or nearly finished) items that are 
ready for assembly into the final product. Intel’s microprocessors included in 
personal computers and TRW’s air bags in cars are examples. Component 
  materials  are items such as wire, plastic, or textiles. They have already been pro-
cessed but must be processed further before becoming part of the final 
product. Quality is important with components because they become part of 
the firm’s own product. 

 Some components are custom-made. Then teamwork between the buyer and 
seller may be needed to arrive at the right specifications. So a buyer may de-
velop a close partnership with a dependable supplier. In contrast, standardized 
component materials are more likely to be purchased online using a competi-
tive bidding system. 

 Since component parts go into finished products, a replacement market of-
ten develops. Car tires are components originally sold in the  OEM (original 
equipment market)  that become consumer products in the  afterma  r  ket . 27  

  Supplies  are expense items that do not become part of a finished product. 
Supplies can be divided into three types: (1) maintenance, (2) repair, and (3) 
operating supplies—giving them their common name: MRO supplies. 

 Maintenance and small operating supplies are like convenience products. 
The item will be ordered because it is needed—but buyers won’t spend much 
time on it. For such “nuisance” purchases branding is important, and so are 
breadth of assortment and the seller’s dependability. Intermediaries usually han-
dle the many supply items. They are often purchased via online catalog sites. 28  

 Important operating supplies, like coal and fuel oil, receive special treat-
ment. Usually there are several sources for such commodity products—and 
large volumes may be purchased at global exchanges on the Internet. 

 Component parts and 
materials must meet 
specifications 

 Supplies for 
maintenance, repair, 
and operations 

Business product classes are based on what buyers think about products and how the product will be used. Grainger is a 
wholesaler that offers a wide range of maintenance, repair, and operating supplies (often called MRO supplies). Accenture is 
a consulting firm that offers its professional services to a wide range of companies.
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emergency products, 223
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specialty products, 224
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accessories, 227
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farm products, 227

natural products, 227

components, 228

supplies, 228

professional services, 229

KEY TERMS  LO 8.8 

Professional services  are specialized services that support a firm’s operations. 
They are usually expense items. Management consulting services can improve 
the company’s efficiency. Information technology services can maintain a com-
pany’s networks and websites. Advertising agencies can help promote the firm’s 
products. And food services can improve morale. 

 Managers compare the cost of buying professional services outside the firm 
( ou  t  sourcing ) to the cost of having company people do them. Work that was previ-
ously done by an employee is now often purchased from an independent special-
ist. Clearly, the number of service specialists is growing in our complex economy.     

 Professional services—
pay to get it done  

In this chapter, we looked at Product broadly—which is 
the right vantage point for marketing strategy planning. We 
saw that a product may be a good or a service, or some 
combination of both. And we saw that a firm’s Product is 
what it offers to satisfy the needs of its target market—which 
may include the customer’s experience both before and af-
ter the purchase. We also described some key marketing 
differences between goods and services.

We reviewed the Product area strategy decisions re-
quired for branding and packaging—and saw how the right 
decisions can add value for customers and give a product a 
competitive edge. Customers view a brand as a guarantee 
of quality, which leads to repeat purchases, lower promotion 
costs, higher sales figures, and greater customer equity. 
Packaging offers promotional opportunities and informs 
customers. Variations in packaging can also help a product 

CONCLUSION
appeal to different segments of the market. And packaging 
can help protect the product anywhere in the channel of 
distribution. We also saw how warranties can play an impor-
tant role in strategy planning—by reducing buying risk. Cus-
tomers see warranties as a signal of quality.

The brand familiarity a product earns is a measure of the 
marketing manager’s ability to carve out a separate market. 
Therefore, ultimately, brand familiarity affects Place, Price, 
and Promotion decisions. Strategy planning for the market-
ing mix will vary across product classes. We introduced both 
consumer product classes (based on how consumers think 
about and shop for products) and business product classes 
(based on how buyers think about products and how they’ll 
be used). In addition, we showed how the product classes 
affect planning marketing mixes.

229
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 1. Define, in your own words, what a Product is.

 2. Discuss several ways in which physical goods are different 
from pure services. Give an example of a good and then an 
example of a service that illustrates each of the  differences.

 3. What products are being offered by a shop that special-
izes in bicycles? By a travel agent? By a supermarket? By a 
new car dealer?

 4. Consumer services tend to be intangible, and goods tend 
to be tangible. Use an example to explain how the lack of a 
physical good in a pure service might affect efforts to pro-
mote the service.

 5. Explain some of the different aspects of the customer ex-
perience that could be managed to improve customer sat-
isfaction if you were the marketing manager for: (a) an 
airport branch of a rental car agency, (b) a fast-food res-
taurant, (c) an online firm selling software directly to con-
sumers from a website, and (d) a hardware store selling 
lawn mowers.

 6. Is there any difference between a brand name and a trade-
mark? If so, why is this difference important?

 7. Is a well-known brand valuable only to the owner of the 
brand?

 8. Suggest an example of a product and a competitive situa-
tion where it would not be profitable for a firm to spend 
large sums of money to establish a brand.

 9. List five brand names and indicate what product is associ-
ated with the brand name. Evaluate the strengths and 
weaknesses of the brand name.

 10. Explain family brands. Should Best Buy carry its own 
dealer brands to compete with some of the popular manu-
facturer brands it carries? Explain your reasons.

 11. In the past, Sears emphasized its own dealer brands. Now 
it is carrying more well-known manufacturer brands. What 
are the benefits to Sears of carrying more manufacturer 
brands?

 12. What does the degree of brand familiarity imply about 
previous and future promotion efforts? How does the de-
gree of brand familiarity affect the Place and Price 
 variables?

 13. You operate a small hardware store with an emphasis on 
manufacturer brands and have barely been breaking even. 
Evaluate the proposal of a large wholesaler that offers a 
full line of dealer-branded hardware items at substantially 
lower prices. Specify any assumptions necessary to obtain 
a definite answer.

 14. Give an example where packaging costs probably (a) lower 
total distribution costs and (b) raise total distribution 
costs.

 15. How would the marketing mix for a staple convenience 
product differ from the mix for a homogeneous shopping 
product? How would the mix for a specialty product differ 
from the mix for a heterogeneous shopping product? Use 
examples.

QUESTIONS AND PROBLEMS
 16. Give an example of a product that is a new unsought prod-

uct for most people. Briefly explain why it is an unsought 
product.

 17. In what types of stores would you expect to find (a) conve-
nience products, (b) shopping products, (c) specialty prod-
ucts, and (d) unsought products?

 18. What kinds of consumer products are the following: (a) 
watches, (b) automobiles, and (c) toothpastes? Explain 
your reasoning.

 19. Cite two examples of business products that require a sub-
stantial amount of service in order to be useful.

 20. Explain why a new law office might want to lease furniture 
rather than buy it.

 21. Would you expect to find any wholesalers selling the vari-
ous types of business products? Are retail stores required 
(or something like retail stores)?

 22. What kinds of business products are the following: (a) lu-
bricating oil, (b) electric motors, and (c) a firm that pro-
vides landscaping and grass mowing for an apartment 
complex? Explain your reasoning.

 23. How do raw materials differ from other business products? 
Do the differences have any impact on their marketing 
mixes? If so, what specifically?

 24. For the kinds of business products described in this chap-
ter, complete the following table (be brief, use one or a 
few well-chosen words).

  1.  Kind of distribution facility(ies) needed and functions 
they will provide.

  2. Caliber of salespeople required.

  3. Kind of advertising required.

230

Products 1 2 3

Installations
 Buildings and 
 land rights

Major equipment
 Standard
 Custom-made

Accessories

Raw materials
 Farm products
 Natural products

Components

Supplies
 Maintenance and small 
 operating supplies
 Important operating supplies

Professional services
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 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Marketing Strategy” section. 

  a. What goods does Hillside Veterinary Clinic sell? 

  b. What services does Hillside Veterinary Clinic sell? 

  c. What consumer product classes are offered by Hillside Veterinary Clinic? 

  d. The discussion of product classes in this chapter indicates what marketing mix is typical for different classes of products. 
Does the marketing strategy recommended in Hillside’s marketing plan fit with those considerations? Why or why not? 231

 SUGGESTED CASES 
  1. McDonald’s “Senior” Restaurant Video Case 3. Toyota Prius 
  3. NOCO United Soccer Academy Video Case 7. Invacare 

  13. AAA Office World 
  31. Amato Home Health 

 COMPUTER-AIDED PROBLEM 
 8. BRANDING DECISION 

 Wholesteen Dairy, Inc., produces and sells Wholesteen 
brand condensed milk to grocery retailers. The overall market 
for condensed milk is fairly flat, and there’s sharp competition 
among dairies for retailers’ business. Wholesteen’s regular 
price to retailers is $8.88 a case (24 cans). FoodWorld—a fast-
growing supermarket chain and Wholesteen’s largest 
 customer—buys 20,000 cases of Wholesteen’s condensed milk 
a year. That’s 20 percent of Wholesteen’s total sales volume of 
100,000 cases per year. 

 FoodWorld is proposing that Wholesteen produce private-
label condensed milk to be sold with the FoodWorld brand 
name. FoodWorld proposes to buy the same total quantity as it 
does now, but it wants half (10,000 cases) with the Wholesteen 
brand and half with the FoodWorld brand. FoodWorld wants 
Wholesteen to reduce costs by using a lower-quality can for 
the FoodWorld brand. That change will cost Wholesteen $.01 
less per can than it costs for the cans that Wholesteen uses for 
its own brand. FoodWorld will also provide preprinted labels 
with its brand name—which will save Wholesteen an additional 
$.02 a can. 

 Wholesteen spends $70,000 a year on promotion to in-
crease familiarity with the Wholesteen brand. In addition, 
Wholesteen gives retailers an allowance of $.25 per case for 
their local advertising, which features the Wholesteen brand. 
FoodWorld has agreed to give up the advertising allowance for 

its own brand, but it is only willing to pay $7.40 a case for the 
milk that will be sold with the FoodWorld brand name. It will 
continue under the old terms for the rest of its purchases. 

 Sue Glick, Wholesteen’s marketing manager, is considering 
the FoodWorld proposal. She has entered cost and revenue 
data on a spreadsheet—so she can see more clearly how the 
proposal might affect revenue and profits. 
  a. Based on the data in the initial spreadsheet, how will 

Wholesteen profits be affected if Glick accepts the Food-
World proposal? 

  b. Glick is worried that FoodWorld will find another producer 
for the FoodWorld private label milk if Wholesteen rejects 
the proposal. This would immediately reduce Wholes-
teen’s annual sales by 10,000 cases. FoodWorld might 
even stop buying from Wholesteen altogether. What 
would happen to profits in these two situations? 

  c. FoodWorld is rapidly opening new stores and sells milk in 
every store. The FoodWorld buyer says that next year’s 
purchases could be up to 25,000 cases of Wholesteen’s 
condensed milk. But Sue Glick knows that FoodWorld may 
stop buying the Wholesteen brand and want all 25,000 
cases to carry the FoodWorld private label brand. How will 
this affect profit? (Hint: Enter the new quantities in the 
“proposal” column of the spreadsheet.) 

  d. What should Wholesteen do? Why? 

per61043_ch08_202-231.indd Page 231  20/01/14  2:39 PM user per61043_ch08_202-231.indd Page 231  20/01/14  2:39 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



9   C H A P T E R  N I N E 

per61043_ch09_232-259.indd Page 232  18/12/13  11:37 AM user per61043_ch09_232-259.indd Page 232  18/12/13  11:37 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



233

 The founders of iRobot didn’t know that their company 
would become the world leader in home robots. However, 
from the start they didn’t intend to just imitate other firms’ 
products. Instead they wanted to create totally new product 
concepts that would change society. That is where they’re 
headed, with products that help consumers around the 
house—like Roomba, Scooba, and Looj—and products for 
business, government, and the military—like Ava 500 and 
Packbot. Ava 500 will allow a new level of collaboration for 
office environments. The military used Packbot to clear road-
side bombs in Iraq and search caves in Afghanistan. As 
iRobot looks to the future, it sees new products like the 
RP-VITA, which will allow doctors to take care of patients from 
miles or continents away. But before we get to the future, let’s 
take a closer look at how iRobot got to where it is today. 

 When iRobot started, the company focused on just mili-
tary and business products. One project with S. C. Johnson 
involved industrial cleaning robots. iRobot later entered the 
consumer market, developing concepts for robotic toys for 
Hasbro. Here it learned the importance of cost control; for 
two years, many toy ideas iRobot pitched to Hasbro were re-
jected. They were technically elegant but too expensive. 
These experiences helped iRobot focus on an idea for a low-
priced robotic vacuum cleaner—later named the Roomba. 

 Roomba’s new-product developers knew the importance 
of taking the customer’s perspective. So early prototypes of 
the Roomba went home with iRobot employees, where their 
spouses, friends, and neighbors could test them. The devel-
opers gained valuable feedback and quickly learned that not 
everyone was technically savvy. So when design engineers 
talked about how best to train customers to use the Roomba, 
the team realized that was backwards. Instead of training 
customers, they designed Roomba’s software to figure out 
what to do when a customer pushed the start button. The 
Roomba is so simple to use that the owner’s manual is only a 
few pages long, and most people don’t need it. 

 The original idea was for Roomba to just have sweeper 
brushes. However, in focus groups consumers said that the 
Roomba also needed a vacuum. Responding to this con-
sumer input added extra expense late in the project, but 
 iRobot was ready because of the cost-control lessons learned 

 Product Management 
and New-Product 
Development 

from working with Hasbro. With Roomba, developers had 
controlled every penny from the outset and were able to add 
the vacuum and value consumers wanted. 

 Before iRobot introduced the Roomba, the vacuum 
cleaner market was mature, with few breakthrough product 
ideas. Then came Roomba. It’s a slick looking, 15-inch disk, 
less than 4 inches tall. It’s a robot but requires no program-
ming. You simply place it on the floor, press a button to turn 
it on, and Roomba scurries around the room doing its job. It 
can scoot under the sofa, avoid the furniture, and return to 
the battery charger when the job is done. 

 Marketing managers wanted to sell Roomba to a large 
market segment—people who hate to vacuum. But they 
were concerned the Roomba’s appeal might be limited to a 
small market of gadget-loving techies. To offset consumer 
concerns about the complexity of the technology, introduc-
tory promotion described the Roomba as an intelligent vac-
uum cleaner. For the first three years, the word robot didn’t 
even appear on the package (except in the iRobot company 
name). 

 For its launch, iRobot worked with specialty retailers like 
Sharper Image and Brookstone. These retailers were willing 
to show videos of Roomba in action and train their salespeo-
ple to explain and demonstrate Roomba in their stores. The 
extra promotion push was important because initially cus-
tomers didn’t know the brand name and were not looking for 
this sort of product. However, iRobot quickly generated pub-
licity for the Roomba—with everything from appearances on 
the “Today” show and videos on YouTube, to reviews in mag-
azines, newspapers, and at CNET.com. All of this media at-
tention—and some traditional ads—propelled sales and 
quickly made Roomba a familiar brand. Soon iRobot ex-
panded distribution to Bed Bath and Beyond, Target, and 
Amazon.com. 

 By controlling costs, iRobot initially priced Roomba at 
$200. A higher price might have been acceptable to some 
customers, but that low price helped fend off potential 
competitors, at least for a while. Soon other competitors, 
including Electrolux, P3, iTouchless, and Infinuvo jumped 
into the market. But Roomba’s established brand kept it 
ahead of the pack. 
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 iRobot’s sales grew quickly, and it is now a well-known 
brand with more than 9 million home robots, with Roomba 
leading the charge, sold. iRobot’s product managers are al-
ways listening to the market to identify customer needs. 
Then they work with iRobot’s engineers to develop new fea-
tures. For example, some models include Dirt Detect Series 2. 
This new feature uses sensors that recognize the dirtiest 
areas, which then receive more concentrated cleaning. 
 Differentiation helps iRobot generate higher margins and 
better return on investment on all its Roomba models—which 
range in price from $350 to $700. 

 An aging population and rising health care costs offer a new 
opportunity for iRobot in the medical field. iRobot partnered 
with InTouch Health in devel-
oping RP-VITA (short for Re-
mote Presence Virtual  1  
Independent Telemedicine 
Assistant). RP-VITA is de-
signed to deliver acute care 
and remote con sultation by 
bringing doctors to patients. 
With more than 150 different 
types of medical specialties, 
few hospitals have ready 
 access to all of them. So 
RP-VITA brings specialists, 
who are usually located in 
large  urban hospitals, to pa-
tients in need of their exper-
tise. For example, a vascular 
surgeon in Houston can check 

on a stroke victim at the St. Charles Medical Center in 
Redmond, Oregon. With a touch of his iPad, the doctor tells 
RP-VITA (in Redmond) which patient he wants to see. The robot 
navigates busy hallways and enters the patient’s room. Two-way 
video lets the surgeon talk with the  patient, read her chart, and 
even check her eyes for dilated  pupils. Then he recommends 
the next stage of treatment and monitors the outcomes. Robots 
like RP-VITA offer potential solutions for rising health care costs. 

 iRobot’s creative product development and marketing 
strategy have resulted in remarkable growth. Sales have grown 
from $54 million in 2003 to over $435 million just 10 years later. 
To keep that going, iRobot must continue to fill its pipeline 
with new products that meet tomorrow’s customers’ needs. 1  

 LEARNING OBJECTIVES 

 Developing new products and managing them for profitable growth are keys to success for 
most firms. Yet many new products fail. Even products that succeed face new challenges as 
competition becomes more intense. So the marketing strategy that supported the product’s 
initial success usually needs to change as the market evolves. This chapter will help you 
understand this evolution and how it relates to effective new-product development and 
creative strategy changes for existing products—both of which are crucial to attracting and 
retaining target customers. 

 When you finish this chapter, you should be able to: 
  1 understand how product life cycles affect strategy planning. 

  2 describe what is involved in designing new products and what “new products” 
really are. 

  3 understand the new-product development process. 

  4 appreciate the team effort that goes into new-product development. 

  5 understand the need for product or brand managers. 

  6 understand how total quality management can improve goods and services. 

  7 understand important new terms (shown in red). 

 Innovation and Market Changes Create Opportunities 

 Successful new products, like those in the iRobot case, are critical in driving profit-
able growth for both new and established companies. iRobot pioneered a fast-
growing new product-market—and “computer-controlled cleaning tools” are 
meeting customer needs in new ways. Similarly, in Chapter 5, we looked at how the 
iPod, iPhone, and other innovations in digital media have changed personal enter-
tainment. In fact, all around us there is a constant life-and-death struggle where old 
products are replaced by new products. Digital video recorders have pretty much 
made video-cassette recorders for TVs obsolete. Likewise, cell phones are replacing 
landline phones and point-and-shoot cameras. Really new product ideas disrupt 
the old ways of doing things—not only for marketers, but also for customers. 
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 These innovations show that products, customer behavior, and competition 
change over time. These changes create opportunities for marketing managers 
and pose challenges as well. Developing new products and managing existing 
products to meet changing conditions are important to the success of every 
firm. In Chapter 8 we looked at important strategy planning decisions that need 
to be made for new products and sometimes changed for existing products. In 
this chapter, we’ll look at how successful new products are developed in the first 
place—and what marketing managers need to know and do to manage their 
growth. We’ll start by explaining the cycle of growth and decline that new prod-
uct innovations go through. When you understand the stages in this cycle, you 
can see  why  it is so critical for a firm to have an effective new-product develop-
ment process—and why the challenges of managing a product change as it 
 matures. See Exhibit 9-1. 

 Managing Products over Their Life Cycles 

 Revolutionary products create new product-markets. But competitors are 
 always developing and copying new ideas and products—making existing prod-
ucts out of date more quickly than ever. Products, like consumers, go through 
life cycles. 

 The product life cycle  describes the stages a really new product idea goes 
through from beginning to end. The product life cycle is divided into four 

 LO 9.1 

 Product life cycle has 
four major stages 

Exhibit 9–1  The Role of Product Management and New-Product Development 
in Marketing Strategy 

Chapter 8
Elements of Product Planning

for Goods and Services

Chapter 9
Product Management and
New-Product Development

The product life cycle
   • Understanding the stages
       • Introduction
       • Growth
       • Maturity
       • Decline
   • Strategy planning for
     different stages

New-product development
 • Step 1: Idea generation
 • Step 2: Screening
 • Step 3: Idea evaluation
 • Step 4: Development
 • Step 5: Commercialization
 • Success factors

Managing brands
 • Why product/brand
     managers are needed
 • Roles and responsibilities
 • Managing product quality

PR
O

DUCT
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 major stages: (1) market introduction, (2) market growth, (3) market maturity, 
and (4) sales decline. The product life cycle is concerned with new types (or 
categories) of products in the market, not just what happens to an individual 
brand. 

 A particular firm’s marketing mix usually must change during the product 
life cycle. There are several reasons why customers’ attitudes and needs may 
change over the product life cycle. The product may be aimed at entirely differ-
ent target markets at different stages. And the nature of competition moves to-
ward pure competition or oligopoly. 

 Further, total sales of the product—by all competitors in the industry—vary 
in each of its four stages. They move from very low in the market introduction 
stage to high at market maturity and then back to low in the sales decline stage. 
More important, the profit picture changes too. These general relationships 
can be seen in Exhibit 9-2. Note that sales and profits do not move together 
over time.  Industry profits decline while industry sales are still rising . 2  

 In the  market introduction  stage, sales are low as a new idea is first introduced to 
a market. Customers aren’t looking for the product. Even if the product offers 
superior value, customers don’t even know about it. Informative promotion is 
needed to tell potential customers about the advantages and uses of the new-
product concept. 

 Even though a firm promotes its new product, it takes time for customers to 
learn that the product is available. Most companies experience losses during 
the introduction stage because they spend so much money for Product, Place, 
and Promotion development. Of course, they invest the money in the hope of 
future profits. 

 In the  market growth  stage, industry sales grow fast—but industry profits rise 
and then start falling. The innovator begins to make big profits as more and 
more customers buy. But competitors see the opportunity and enter the mar-
ket. After East African Breweries created a sensation in Nigeria with its non-
alcoholic malt beverage Alvaro, Coca-Cola followed eight months later with its 
own malt drink Novida. 3  Some just copy the most successful product or try to 
improve it to compete better. Others try to refine their offerings to do a better 
job of appealing to some target markets. The new entries result in much prod-
uct variety. So monopolistic competition—with down-sloping demand curves—
is typical of the market growth stage. 

 This is the time of biggest profits  for the industry . It is also a time of rapid sales 
and earnings growth for companies with effective strategies.  But it is toward the 
end of this stage when industry profits begin to decline  as competition and consumer 
price sensitivity increase. See Exhibit 9-2. 

 Market introduction—
investing in the future 

 Market growth—profits 
go up and down 

  Exhibit 9–2  
Typical Life Cycle of a 
New-Product Concept 

Market
introduction

Market
growth

Market
maturity

Sales
decline

Total industry
sales

Total industry
profit

Time
$0

+

-
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 The  market maturity  stage occurs when industry sales level off and competition 
gets tougher. Many aggressive competitors have entered the race for profits— 
except in oligopoly situations. Industry profits go down throughout the market 
maturity stage because promotion costs rise and some competitors cut prices to 
attract business. Less efficient firms can’t compete with this pressure—and they 
drop out of the market. There is a long-run downward pressure on prices. 

 New firms may still enter the market at this stage—increasing competition 
even more. Note that late entries skip the early life-cycle stages, including the 
profitable market growth stage. And they must try to take a share of the satu-
rated market from established firms, which is difficult and expensive. The mar-
ket leaders have a lot at stake, so they fight hard to defend their share. 
Customers who are happy with their current relationship won’t switch to a new 
brand. So late entrants usually have a tough battle. 

 Persuasive promotion becomes even more important during the market 
maturity stage. Products may differ only slightly. Most competitors have discov-
ered effective appeals or just copied the leaders. As the various products 
become  almost the same in the minds of potential consumers, price sensitivity 
is a real factor. 4  

 In the United States, the markets for most cars, most household appliances, 
and many consumer packaged goods like breakfast cereal, carbonated soft 
drinks, and laundry detergent are in market maturity. This stage may continue 
for many years—until a basically new product idea comes along—even though 
individual brands or models come and go. 

 During the  sales decline  stage, new products replace the old. Price competi-
tion from dying products becomes more vigorous—but firms with strong brands 
may make profits until the end because they have successfully differentiated 
their products. 

 As the new products go through their introduction stage, the old ones may 
keep some sales by appealing to their most loyal customers or those who are 
slow to try new ideas. These conservative buyers might switch later—smoothing 
the sales decline. 

 Product life cycles describe  industry  sales and profits for a  product idea  within 
a particular product-market. The sales and profits of an individual brand may 
not,   and often do not, follow the life-cycle pattern. They may vary up and down 
throughout   the life cycle—sometimes moving in the opposite direction of in-
dustry sales and profits. 

 A firm may introduce or drop a specific product during  any  stage of the 
product life cycle. A “me-too” brand introduced during the market growth 
stage, for example, may never get sales at all and suffer a quick death. For ex-
ample, Walmart tried to rent DVDs by mail after Netflix was already established 
as the market leader. When customers did not see Walmart’s marketing mix as 
better, it failed to attract enough customers and closed operations. 

 A product idea can also be in a different life-cycle stage in different markets. 
For example, in the United States, milk is in the market maturity stage. U.S. 
consumers drink 18 times more milk than Asian consumers—where milk is in 
the market introduction stage. Some firms in the dairy business are trying to 
grow the Asian market. To appeal to the Asian palate, they are selling milk with 
added flavors like ginger and honey. 

 Strategy planners who naïvely expect sales of an individual product to follow 
the general product life-cycle pattern are likely to be surprised. In fact, it might 
be more sensible to think in terms of “product-market life cycles” rather than 
product life cycles— but we will use the term  product life cycle  because it is com-
monly accepted and widely used. 5  

 Market maturity—sales 
level off, profits decline 

 Sales decline—a time 
of replacement 

 Product life cycles don’t 
relate to individual 
products 

 Each market should be 
carefully defined 
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 Product Life Cycles Vary in Length 

 How long a whole product life cycle takes—and the length of each stage—varies 
wildly across products. The cycle may vary from 90 days—in the case of toys like 
the  Incredibles  movie line—to more than 100 years for gas-powered cars. 

 The product life-cycle concept does not tell a manager precisely  how long  the 
cycle will last. But a manager can often make a good guess based on the life 
 cycles for similar products. Sometimes marketing research can help too. How-
ever, it is more important to expect and plan for the different stages than to 
know the precise length of each cycle. 

 A new-product idea will move through the early stages of the life cycle more 
quickly when it has certain characteristics. For example, the greater the  com-
parative adva  n  tage  of a new product over those already on the market, the more 
rapidly its sales will grow. Sales growth is also faster when the product is  easy to 
use  and if its advantages are  easy to commun  i  cate.  If the product  can be tried  on a 
limited basis—without a lot of risk to the customer—it can usually be intro-
duced more quickly. Finally, if the product is  compatible  with the values and ex-
periences of target customers, they are likely to buy it more quickly. 

 The fast adoption of DVD players is a good example. The idea of renting or 
buying movies to view at home was already  compatible  with consumer lifestyles, 
but many consumers hesitated before buying a DVD player. They also saw DVD 
rental as  compatible  when they went to a video rental store and saw video tapes 
and a growing number of DVDs to rent. A demo of a DVD movie at a store or 
a friend’s house made for compelling  communic  a  tion  of the  comparative advan-
tage  of better picture and audio quality. Another advantage was highlighted in 
ads showing DVD extras such as deleted scenes and interviews with directors. 
Some consumers didn’t see the value when DVD players were priced at several 
hundred dollars—but when prices dropped, these customers quickly bought 
DVD players. 6  

 Some products move 
quickly 

 Evian wants to stand out in the mature and highly competitive bottled water market. The company’s “Live Young” 
campaign focused on babies. The viral video of roller skating babies has been viewed more than 150 million times. 
See it at http://www.youtube.com/watch?v = XQcVllWpwGs. 
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 Although the life of different products varies, in general product life cycles 
are getting shorter. This is partly due to rapidly changing technology. One new 
invention may make possible many new products that replace old ones. Tiny 
electronic microchips led to thousands of new products—from Texas Instru-
ments calculators in the early days to microchip-controlled heart valves now. 

 Think about the product-market for listening to music. For many decades AM 
or FM radio and record albums were primary sources of music at home or on 
the road. Just over a decade ago MP3 
players emerged. Then along came 
new radio formats via satellite and over-
the-air high definition radio. This has 
been followed by Internet radio where 
listeners create their own stations on 
streaming services like Pandora and 
Songza. In less than a decade MP3 play-
ers are nearing market maturity, while 
the newer radio formats are early in the 
market growth stage. 

 The product life cycle means that 
firms must be developing new products 
all the time. Further, they must try to 
use marketing mixes that will make the 
most of the market growth stage—
when profits are highest. The question 
becomes, is it better to be the   pioneer —
the first to market with a new-product 
idea—or a  follower ? 

 On average, pioneers tend to be less 
profitable over the long-run—in part 
because many do not survive. That 
said, there are some real success stories 
among pioneers. For example, FedEx 

 Product life cycles are 
getting shorter 

 Pioneer or follower—
which strategy works 
best? 

 New products that do a better 
job of meeting the needs of 
specific target customers are 
more likely to move quickly 
and successfully through the 
introductory stage of the 
product life cycle. Square 
register allows individuals and 
retailers to accept credit 
cards on their smartphone or 
tablet computer. Such 
convenience, coupled with 
low cost, helped the product 
swiftly move into the market 
growth stage of the product 
life cycle. 

Songza brings digital music to 
smartphones. What will come next?
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invented overnight delivery and remains the market leader. More often, though, 
there is an advantage to being the   second-mover —one that quickly follows the 
pioneer. Second- movers that have a strong customer focus and respond quickly 
with a superior marketing mix can build market share during the market 
growth stage. 

 There are many examples of successful second-movers. While many consider 
Apple to be an innovator, the iPod, iPhone, and iPad were not the first of their kind 
to market. Yet Apple responded quickly with a better marketing mix in each of 
these product categories. Likewise,  Amazon wasn’t the first online bookstore. Book-
stacks launched the online books.com three years before Amazon. RC Cola had the 
first diet cola on the market—but Coke and Pepsi quickly copied the idea and took 
over the market. An observant second-mover can learn from the pioneer’s mistakes 
and quickly come to market with a marketing mix that provides superior value. 7  

 The sales of some products are influenced by  fashion —the currently accepted 
or popular style. Fashion-related products tend to have short life cycles. What is 
currently popular can shift rapidly. A certain color or style of clothing—baggy 
jeans, miniskirts, or four-inch-wide ties—may be in fashion one season and out-
dated the next.  Marketing managers who work with fashions often have to make 
really fast  product changes. 

 How fast is fast enough? Zara, a women’s fashion retailer based in Spain, takes 
only about two weeks to go from a new fashion concept to having items on the 
racks of its stores. Zara quickly produces just enough of a new design to test the 
waters and then sends it out for overnight delivery to some of its stores around 
the world. At headquarters, sales managers sit at computers monitoring sales of 
the new design. When a garment is hot, more are produced and shipped—
within weeks. Otherwise, it’s dropped. Stores are stocked with new designs, not 
just new orders, about twice a week. Store managers use handheld computers 
that show how garments rank by sales, so clerks can reorder best-sellers in less 
than an hour. These orders arrive, together with new pieces, two days later. 8  

 A  fad  is an idea that is fashionable only to certain groups who are enthusiastic 
about it. But these groups are so fickle that a fad is even more short lived than a 
regular fashion. Many toys—whether it’s a Hasbro  Lord of the Rings  plastic  figure 
or a Toymax Paintball pack—are fads but do well during a short-lived cycle. 9  

 Planning for Different Stages of the Product Life Cycle 

 Where a product is in its life cycle—and how fast it’s moving to the next stage—
should affect marketing strategy planning. Marketing managers must make re-
alistic plans for the later stages. Exhibit 9-3 shows the relationship of the product 
life cycle to the marketing mix variables. The technical terms in this figure are 
discussed later in the book. 

 Exhibit 9-3 shows that a marketing manager has to do a lot of strategy plan-
ning to introduce a really new product. Money must be spent developing the 
new product. Even if the product is unique, this doesn’t mean that everyone will 
immediately come running to the producer’s door. The firm will have to build 
channels of distribution—perhaps offering special incentives to win cooperation. 
Promotion is needed to build demand  for the whole idea  not just to sell a specific 
brand. Because all this is expensive, it may lead the marketing manager to try to 
“skim” the market—charging a relatively high price to help pay for the introduc-
tory costs. 

 The correct strategy, however, depends on how quickly the new idea will be 
accepted by customers—and how quickly competitors will follow with their own 
versions of the product. When the early stages of the cycle will be fast, a low 

 The short happy life of 
fashions and fads 

 Length of cycle affects 
strategy planning 

 Introducing new 
products 
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initial (penetration) price may make sense to help develop loyal customers 
early and keep competitors out. 

 It can be difficult to predict customer response to a really new product. So 
marketing managers need to carefully monitor initial customer reactions and 
be prepared to  pivot —or move to a new marketing mix. After all the effort plan-
ning a new product, this can be difficult for some marketing managers. Yet this 
is what the developers of “Game Neverending,” a massive multiplayer online 
game, did following the game’s 2004 launch. The game did not catch on as 
the developers had hoped, but they noticed that a photo-sharing element of the 
game was a popular feature. Soon the game was gone, but a photo-sharing 
 service called Flickr was born. Flickr became a great success—40–50 million 

 Be prepared to pivot to 
a new marketing mix 

Exhibit 9–3  
Typical Changes in the 
Marketing Mix over the 
Product Life Cycle  

Market
introduction

Total industry
sales

Total industry
profit

Time
$0

+

-

Market
growth

Market
maturity

Sales
decline

Product

Place

Promotion Building
primary
demand

Pioneering/
informing

Price Skimming or
penetration

Competitive
situation

Monopoly or
monopolistic
competition

Monopolistic
competition or
oligopoly

Monopolistic
competition
or oligopoly
heading
toward pure
competition

Build channels

Maybe selective distribution

Move toward more
intensive distribution

Building selective demand

Informing/persuading          Persuading/reminding
(frantically competitive)

Meet competition (especially in oligopoly)
or
Price dealing and price cutting

One or few All “same”

Battle of the
brands

Variety–try
to find the
best product

Build brand
familiarity

Some drop out
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photos are uploaded each month—because of the developers’ willingness to 
pivot to a different marketing mix. 

 Sometimes, before an innovation can take off, a number of different compa-
nies need to come together. When Netflix first came out with video that would 
stream to your television, many of the top movies didn’t allow their films to be 
distributed this way. Netflix also needed TVs or DVD players made by other 
firms to offer the Netflix service. Netflix’s success was dependent on coopera-
tion from the home electronics and movie industries. Along the same line, elec-
tric cars require charging stations—or drivers can’t wander too far from home. 

 It’s important for a firm to have some competitive advantage as it moves into 
market maturity. Even a small advantage can make a big difference—and some 
firms do very well by carefully managing their maturing products. They are able to 
capitalize on a slightly better product or perhaps lower production or marketing 
costs. Or they are simply more successful at promotion—allowing them to differ-
entiate their more or less homogeneous product from competitors. For example, 
graham crackers were competing in a mature market and sales were flat. Nabisco 
used the same ingredients to create bite-sized Teddy Grahams and then promoted 
them heavily. These changes captured new sales and profits for Nabisco. 10  

 Product life cycles keep moving. But that doesn’t mean a firm should just sit by 
as its sales decline. There are other choices. A firm can improve its product or 
develop an innovative new product for the same market. Or it can develop a new 
strategy targeted at a new market where the life cycle is not so far along. That 

 Pioneers may need help 

 Managing maturing 
products 

 Airbnb is a community marketplace to discover, list, and book unique accommodations in over 25,000 cities around the world. 
Airbnb hosts list their extra space, be it a private island, a tree house, an igloo, or a castle, and guests discover and book these 
spaces for short- or long-term stays. Because this was a new idea to many of Airbnb’s target customers, Airbnb had to build 
primary demand in the market introduction stage; it used promotion to tell its target market how the service works. E-mail 
campaigns, listings on Craigslist, publicity, and positive word-of-mouth have helped it rapidly grow in room nights booked. 

per61043_ch09_232-259.indd Page 242  18/12/13  11:37 AM user per61043_ch09_232-259.indd Page 242  18/12/13  11:37 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



243

C
H

A
P

T
E

R
 9

  
Product M

anagem
ent and N

ew
-Product D

evelopm
ent

 approach is working for InSinkErator. It has an 80 percent share of all garbage 
disposals, but in the mature U.S. market, disposals are already in more than half 
of all homes. In contrast, garbage disposals are in only about 10 percent of homes 
in many areas of Europe. While many households there can afford a disposal, 
until recently most cities prohibited them on environmental grounds. When re-
search showed that garbage disposals actually provide environmental benefits, 
InSinkErator adapted its strategy and sales in Europe have grown quickly. 11  

 In the highly competitive market maturity stage of the product life cycle, 
many firms slash prices to maintain market share. Creative marketers will find 
other ways to create value and maintain their margins. That is what Elkay Manu-
facturing Co. did with the basic water fountain. You know, the one where you 
lean over, push a button, and slurp a drink. After making those  water fountains 
for decades, Elkay noticed changes in consumer behavior. More consumers 
were filling water bottles at the fountain. So Elkay designed new fountains that 
added an additional top-filling nozzle. The new style has become a big seller. 12  

 In a mature market, a firm may be fighting to keep or increase its market 
share. But if the firm finds a new use for the product, it may stimulate overall 

 Add value in mature 
product-markets 

 Develop new strategies 
for different markets 

 Some companies continue to 
do well in market maturity by 
improving their products or 
by finding new uses and 
applications. DuPont 
International’s Lycra has 
expanded from personal 
apparel to furniture 
upholstery. 

 Laundry detergent has been 
in the market maturity stage 
of the product life cycle for 
decades. Tide laundry 
detergent has been improved 
many times over the years and 
currrently there are more than 
30 different versions of Tide, 
including Tide Pods. 
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demand. DuPont’s Teflon fluorocarbon resin is a good example. It was devel-
oped more than 50 years ago and has enjoyed sales growth as a nonstick coating 
for cookware and as a lining for chemically resistant equipment. But marketing 
managers for Teflon are not waiting to be stuck with declining profits in those 
mature markets. They are constantly developing strategies for new markets. For 
example, Teflon is now selling well as a special coating for the wires used in 
high-speed communications between computers and as a lightweight film that 
offers greater output power for photovoltaic solar panels. 13  

 Marketing managers might also find new ways to use a product. Following 
years of slow growth, brand managers at Philadelphia Cream Cheese (Philly) 
looked more closely at the habits of the brand’s most frequent buyers. They 
discovered these customers were using the product as an ingredient—not just 
as something to smear on bagels. European marketing managers launched an 
advertising campaign that promoted adding Philly to everything from spaghetti 
to Spanish tapas. Hoping to inspire creative home cooks, they persuaded Tesco, 
the U.K.’s leading grocer, to place Philly next to main-dish staples like salmon. 
Now the number of Philly customers in the U.K. using it as an ingredient is 
 almost 40 percent—double the level before the campaign. And sales have 
grown more than 20 percent in a mature market. 14  

 Not all strategies are exciting growth strategies. If prospects are poor in a prod-
uct-market, a phase-out strategy may be needed. The need for phasing out  becomes 
more obvious as the sales decline stage arrives. But even in market maturity, it 
may be clear that a particular product is not going to be profitable enough to 
reach the company’s objectives. In any case, it is wise to remember that marketing 
plans are implemented as ongoing strategies. Salespeople make calls, inventory 
moves in the channel, advertising is scheduled for several months into the future, 
and so on. So the firm usually experiences losses if managers end a plan too 
abruptly. Because of this, it’s sometimes better to phase out the product gradually. 

 Phasing out a product may involve some difficult implementation problems. 
But phase-out is also a  strategy —and it must be market-oriented to cut losses. In 
fact, it is possible to milk a dying product for some time if competitors move out 
more quickly and there is ongoing (though declining) demand. Some custom-
ers are willing to pay attractive prices to get their old favorite. 

 Stimulate growth with 
new uses 

 Phase out dying 
products 

 The market for traditional 
shoe polish has been in 
decline as leather shoes 
become less common and 
people have less time to 
polish their own shoes. Even 
in the sales decline stage, 
market leader Kiwi develops 
new products like Kiwi 
Express Shine. 
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 New-Product Planning 

 In most markets, progress marches on. So it is essential for a firm to develop 
new products or modify its current products to meet changing customer 
needs and competitors’ actions. Not having an active new-product develop-
ment process means that consciously, or subconsciously, the firm has decided 
to milk its current products and eventually go out of business. New-product 
planning is not an optional matter. It has to be done just to survive in today’s 
dynamic markets. 

 In discussing the introductory stage of product life cycles, we focused on the 
types of really new product innovations that tend to disrupt old ways of doing 
things. However, each year firms introduce many products that are basically refine-
ments of existing products. So a  new product  is one that is new  in any way  for the 
company concerned. But customers don’t see all new products in the same way. 

 New products, or innovations, can be loosely grouped into three categories 
based on the extent to which customers have to change their behavior to adopt 
the new product. 

Continuous innovations  don’t require customers to learn new behaviors. Such 
products usually entail minor variations on existing products. A new toothpaste 
flavor, a low-calorie iced tea, or a new style of earring would fit in this category. 
Customers can easily understand and use these new products. Promotion for 
this type of innovation emphasizes awareness—often with new packaging or 
 advertising that touts an added feature. 

    Dynamically continuous innovations  require minor changes in customer behav-
ior. For example, 3M developed a Bluetooth-enabled stethoscope, which works 
like a traditional stethoscope, except that it wirelessly records and stores the 
sounds of the heart, lung, and other body parts in digital computer files. The 
innovation requires new behaviors by removing the need to key in information. 
Doctors can attach the sound files to computer records, as well as send them to 
other doctors or specialists for help diagnosing and treating patients. Promo-
tion for dynamically continuous  innovations needs to clearly communicate the 
benefits of the innovation. 

 A  discontinuous innovation  re-
quires that customers adopting the 
innovation significantly change 
their behavior. This type of innova-
tion often results in a completely 
new product-market and new- 
product life cycle. Appliance maker 
 Godrej needed to think differently 
about refrigeration in rural India. In 
this part of the world, where most 
families make less than $5 a day and 
electricity is unreliable or unavail-
able, there is little demand for the 
major appliances Godrej produces. 
Customers generally don’t purchase 
food that requires staying cool for 
more than a couple of hours. These 
consumers have basic needs—they 
would like to keep milk, vegetables, 
and fruit cool for a day or two. Then 
they could shop less frequently and 
prepare a broader range of meals. 

 LO 9.2 

 What is a new product? 

 Types of new products 
from the customer’s 
point of view 

 Some new products are refinements of existing 
products. 

Well, this was a no-brainer.
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For this market, Godrej engineers created ChotuKool (“little cool” in Hindi), a 
portable cooler which runs on DC current or an external battery. The design min-
imizes heat loss and power usage. The innovation is life-altering for people in this 
part of the world and changes how they shop and cook. Promotion for a discon-
tinuous innovation like ChotuKool usually requires personal selling and product 
demonstrations to educate customers about new behaviors. 15  

 A firm can call its product new for only a limited time. Six months is the limit 
according to the  Federal Trade Commission (FTC) —the federal government agency 
that polices antimonopoly laws. To be called new, says the FTC, a product must 
be entirely new or changed in a “functionally significant or substantial respect.” 16

 New-product decisions—and decisions to abandon old products—often 
 involve ethical considerations. For example, some firms (including firms that 
develop drugs) have been criticized for holding back important new-product 
 innovations until patents run out, or sales slow down, on their existing products. 

 At the same time, others have been criticized for “planned obsolescence”—
releasing new products that the company plans to soon replace with improved 
new versions. Similarly, wholesalers and retailers complain that producers too 
often keep their new-product introduction plans a secret and leave intermediar-
ies with dated inventory that they can sell only at a loss. 

 Companies also face ethical dilemmas when they decide to stop supplying a 
product or the service and replacement parts to keep it useful. An old model of 
a Cuisinart food processor, for example, might be in perfect shape except for a 
crack in the plastic mixing bowl. It’s sensible for the company to improve the 
design if the crack is a frequent problem, but if consumers can’t get a replace-
ment part for the model they already own, they’re left holding the bag. 

 Different marketing managers might have very different reactions to such 
criticisms. However, product management decisions often have a significant ef-
fect on customers and intermediaries. A too-casual decision may lead to a nega-
tive backlash that affects the firm’s strategy or reputation. 17  

 An Organized New-Product Development Process Is Critical 

 Identifying and developing new-product ideas—and effective strategies to go 
with them—is often the key to a firm’s success and survival. But the costs of new-
product development and the risks of failure are high. Experts estimate that 
consumer packaged-goods companies spend more than $20 million to intro-
duce a new brand—and 80 to 95 percent of those new brands flop. That’s a big 
expense—and a waste. In the service sector, the front-end cost of a failed effort 
may not be as high, but it can have a devastating long-term effect if dissatisfied 
consumers turn elsewhere for help. 18  

 A new product may fail for many reasons. Most often, companies fail to offer 
a unique benefit or underestimate the competition. Sometimes the idea is good 
but the company has design problems—or the product costs much more to 
produce than was expected. Some companies rush to get a product on the mar-
ket without developing a complete marketing plan. 19  

 But moving too slowly can be a problem too. With the fast pace of change 
for many products, speedy entry into the market can be a key to competitive advan-
tage. Marketing managers at Xerox learned this the hard way. Japanese competitors 
were taking market share with innovative new models of copiers. It turned out that 
the competitors were developing new models twice as fast as Xerox and at half the 
cost. For Xerox to compete, it had to slash its five-year product development cycle. 20

 The longer new-product development takes, the more likely it is that cus-
tomer needs will be different when the product is actually introduced. Back in 

 FTC says product is 
“new” only six months 

 Ethical issues in 
new-product planning 

 LO 9.3 
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2005, consumer interest in trucks and SUVs was high. General Motors expected 
that popularity to continue when planning new models. But, by the time those 
vehicles were on the market in 2008, gasoline prices had skyrocketed—and con-
sumer preferences were switching to smaller cars. In contrast, Toyota’s new-
product planning had focused on more fuel efficiency, and its new 2008 hybrid 
models were in hot demand. 

 To move quickly and also avoid expensive new-product failures, companies 
should follow an organized new-product development process. The following 
pages describe such a process, which moves logically through five steps: (1) idea 
generation, (2) screening, (3) idea evaluation, (4) development (of product 
and marketing mix), and (5) commercialization. See Exhibit 9-4. 

 The general process is similar for both consumer and business markets—and 
for both goods and services. There are some significant differences, but we will 
emphasize the similarities in the following discussion. 

 An important element in the new-product development process is continued 
evaluation of a new idea’s likely profitability and return on investment. The hy-
pothesis tested is that the new idea will  not  be profitable. This puts the burden on 
the new idea—to prove itself or be rejected. Such a process may seem harsh, but 
experience shows that most new ideas have some flaw. Marketers try to discover 
those flaws early and either find a remedy or reject the idea completely. Applying 
this process requires much analysis of the idea  before  the company spends money 
to develop and market a product. This is a major departure from the usual pro-
duction-oriented approach—in which a company develops a product first and 
then asks sales to “get rid of it.” 

   Process tries to kill new 
ideas—economically 

 Over the last 3 billion or so years, nature has found 
ways to solve a wide range of problems. Biomimicry stud-
ies nature’s best ideas and adapts them to create new 
products. So maybe if we just ask nature, it will give us 
new-product ideas. 

 How does nature create a flexible fastener? Perhaps the 
best-known example of biomimicry is Velcro, which was in-
vented in 1941 by a Swiss engineer who was curious why burrs 
stubbornly stuck to his dog’s fur following a hike in the woods. 
Placing the burrs under a microscope, he saw the miniature 
hooks that grabbed tiny loops found on clothes, socks, and 
animal fur. This inspired the two-part Velcro fastener; one 
side with tiny hooks and the other with matching loops. 

 How does nature create strong bonds? A professor 
at Oregon State University wondered how mussels keep 
such a tight grip on underwater rocks with waves persis-
tently pounding down on them. Subsequent research 
found the mussels secrete proteins known as byssal 

threads. The threads create an adhesive 
with superior strength and flexibility. 
This  finding inspired development of a 
soy-based adhesive used by Columbia 
Forest products to create its PureBond 

plywood. The adhesive replaces formaldehyde, a toxic 
chemical used in most plywood. 

 How does nature manage temperature variation? On the 
African savannas, temperatures can range from 35–110 de-
grees Fahrenheit. Termites there build and live in mounds 
that can reach more than 15 feet in height and maintain vir-
tually constant temperatures inside. Looking closer at the 
termite mounds, scientists discovered the insects’ secrets; 
they constantly open and close vents to draw in cool air at 
the base and ventilate hot air through chimneys. Drawing 
on these insights, architects designed Eastgate Center, a 
high-rise building in Zimbabwe that consumes less than 10 
percent of the energy used in similarly sized buildings. 

 Nature’s problem-solving experience draws on millions 
of years of adaptation. For more ideas, you can ask your 
own questions—and see answers—at www.asknature.org. 
Firms need to look everywhere for new-product ideas and 
nature has much to share. 21  

It’s a plant. It’s an animal. It’s a bug. 
And maybe it’s a new-product idea.

247
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 Finding new-product ideas can’t be left to chance. Instead, firms need a for-
mal procedure to generate a continuous flow of ideas. For some companies, a 
constant investment in research and development results in a flow of new tech-
nology with new-product applications. But new ideas can come from a compa-
ny’s own sales or production staff, wholesalers or retailers, competitors, 
consumer surveys, or other sources such as trade associations, advertising agen-
cies, or government agencies. By analyzing new and different views of the com-
pany’s markets and studying present consumer behavior, a marketing manager 
can spot opportunities that have not yet occurred to competitors or even to 
potential customers. Let’s look at some examples of how this works. 

 Ideas from customers 
 Customers can be a great source of new ideas—and if they suggest the 

idea, they are more likely to buy it. Companies like Rubbermaid and eBags comb 
through customer reviews for new-product ideas. T-shirt maker Threadless takes 
this approach to another level. Threadless community members submit T-shirt 

designs as part of a contest. Winning designs are cho-
sen based on ratings and comments from other 
 members—a process called  crowdsourcing . Threadless 
then produces the winners and sells them on its 
 website—and because community members tell them 
which shirts to make, almost every product sells out. 

   As customers leave “data exhaust” from their 
 online and offline behavior, companies that analyze 
it are finding new-product ideas. For example, on-
line retailer CafePress sells themed gifts and user- 
customized products. Its products tie to popular 
culture and current events, so CafePress examines 

what customers enter into its search bar.  Recently “Class of 2015” and  “Zombies” 
were popular searches on the site—so CafePress quickly added products to ad-
dress these customer needs. As an offline example of “data exhaust,” Coca-Cola 
gathers data from its Freestyle drink machines. The fountain machines let con-
sumers choose from 125 different flavors and drinks. The data on what they buy 
are sent back to Coke. When Coke sees a trend or regional variation, it can 
bottle a new drink for wider distribution. 22

 Ideas from other companies and markets 
 No one firm can always be first with the best new ideas. So companies should 

pay attention to what competitors are doing. Some firms use what’s called  reverse 
engineering.  For example, new-product specialists at Ford Motor Company buy 
other firms’ cars as soon as they’re available. Then they take the cars apart to 

 Step 1: Idea generation 

  Exhibit 9–4  New-Product Development Process 

Idea generation

Ideas from:
Customers and
   users
Marketing
   research
Competitors
Other markets
Company people
Intermediaries, etc.

Commercialization

Finalize product
   and marketing
   plan
Start production
   and marketing
“Roll out” in
   select markets
Final ROI
   estimate

Screening

Strengths and
   weaknesses
Fit with
   objectives
Market trends
Rough ROI
   estimate

Development

R&D
Develop model
   or service
   prototype
Test marketing
   mix
Revise plans as
   needed
ROI estimate

Idea evaluation

Concept testing
Reactions from
   customers
Rough estimates
   of costs, sales,
   and profits

Internet Exercise

 Starbucks asks customers for new-product ideas at its 
www.mystarbucksidea.com website. Go to this site 
and click on “View Ideas.” Next, click on “Popular 
Ideas.” Choose two popular ideas and read the ideas 
and comments. How do you think Starbucks benefits 
from this site? What could be done to improve this site? 
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look for new ideas or improvements. British Airways talks to travel agents to 
learn about new services offered by competitors. 

 Sometimes ideas from one product-market can be adapted for another—
where it will be a  new  product. To get such ideas, some firms “shop” in interna-
tional markets. For instance, food companies in Europe are experimenting with 
an innovation from Japan—a clear, odorless, natural film for wrapping food. 
Consumers don’t have to unwrap it; when they put the product in boiling water 
or a microwave, the wrapper vanishes. 23  

 Screening involves evaluating the new ideas with the type of S.W.O.T. analy-
sis described in Chapter 2 and the product-market screening criteria described 
in Chapter 3. Recall that these criteria include the combined output of a resources 
(strengths and weaknesses) analysis, a long-run trends analysis, and a thorough 
understanding of the company’s objectives. See Exhibit 2-9 and Exhibit 3-7. A 
“good” new idea should eventually lead to a product (and marketing mix) that 
will give the firm a competitive advantage—hopefully, a lasting one. 

 The life-cycle stage at which a firm’s new product enters the market has a di-
rect bearing on its prospects for growth. So screening should consider how the 
strategy for a new product will hold up over the whole product life cycle. 

 Safety must be considered 
 Real acceptance of the marketing concept prompts managers to screen new 

products on the basis of how safe they are. Safety is not a casual matter. The U.S. 
 Consumer Product Safety Act  (of 1972) set up the Consumer Product Safety Com-
mission to encourage safety in product design and better quality control. The 
commission has a great deal of power. It can set safety standards for products. It 
can order costly repairs or the return of unsafe products. And it can back up its 
orders with fines and jail sentences. The Food and Drug Administration has 
similar powers for foods and drugs. 

 Product safety complicates strategy planning because not all customers—
even those who want better safety features—are willing to pay more for safer 
products. Some features cost a lot to add and increase prices considerably. 
These safety concerns must be considered at the screening step because a firm 
can later be held liable for unsafe products. 

 Products can turn to liabilities 
Product liability  means the legal obligation of sellers to pay damages to individu-

als who are injured by defective or unsafe products. Product liability is a serious 
matter. Liability settlements may exceed not only a company’s insurance cover-
age but its total assets! 

 Relative to most other countries, U.S. courts enforce a strict product liability 
standard. Sellers may be held responsible for injuries related to their products 
no matter how the items are used or how well they’re designed. In one widely 
publicized judgment, McDonald’s paid a huge settlement to a woman who was 
burned when her coffee spilled. The court concluded that there was not enough 
warning about how hot the coffee was. 

 Product liability is a serious ethical and legal matter. Many countries are at-
tempting to change their laws so that they will be fair to both firms and consumers. 
But until product liability questions are resolved, marketing managers must be 
even more sensitive when screening new-product ideas. 24  

 ROI is a crucial screening criterion 
 Getting by the initial screening criteria doesn’t guarantee success for the new 

idea. But it does show that at least the new idea is in the right ballpark  for this 
firm.  If many ideas pass the screening criteria, a firm must set priorities to deter-
mine which ones go on to the next step in the process. This can be done by 

 Step 2: Screening 
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comparing the ROI (return on investment) for each idea—assuming the firm is 
ROI-oriented. The most attractive alternatives are pursued first. 

 When an idea moves past the screening step, it is evaluated more carefully. 
This stage involves getting more reactions from customers, even though at this 
stage an actual product has yet to be developed. While this can make getting 
customer input more difficult, firms need extensive feedback before adding the 
expense of producing the product. 

 At this stage, marketing managers should describe and relate the assump-
tions they are making about each new idea. The product idea represents a hy-
pothesis, or educated guess, about how to meet customer needs. For example, a 
law firm may assume its corporate clients care enough about convenience to 
pay a premium price for a new web-based document sharing service. By making 
assumptions—like the value customers place on convenience—explicit, market-
ing managers can conduct research to find out as quickly as possible if assump-
tions are true. 

 Initial evaluation may come from informal focus groups. Their reactions can 
be helpful—especially if they show that potential users are not excited about 
the new idea. A more formal method uses  concept testing —getting reactions 
from customers about how well a new-product idea fits their needs. Concept 
testing uses market research—ranging from focus groups to surveys of potential 
customers. Some firms run concept tests online, which can lower costs and 
speed feedback. It can be fast and easy to show some photos or a video of a con-
cept, along with possible prices, to a sample of target customers. Follow-up sur-
vey questions gauge consumer reactions. 

 Writers for Disney Channel’s TV show “Sofia the First” have found concept 
testing helps. The writers share scripts and plotlines with kids at a nearby pre-
school to learn what kids like and understand. For example, an episode in-
tended to be called “Sofia’s First Slumber Party” didn’t resonate; kids were 
unfamiliar with the phrase “slumber party.” So the episode was changed to “The 
Big Sleepover.” 25  

 Product planners must think about wholesaler and retailer customers as well 
as final consumers. Intermediaries may have special concerns about handling a 
proposed product. A Utah ice-cream maker was considering a new line of 
 ice-cream novelty products—and he had visions of a hot market in California. 
But he had to drop his idea when he learned that grocery store chains wanted 
payments of $20,000 each just to stock his frozen novelties in their freezers. 26  

 Step 3: Idea evaluation 

 Ideas that survive to the development stage receive more attention. An automaker might develop a scale model of a car or 
a full-fledged, operational prototype. Honda’s Micro Commuter and BMW’s i8 Spyder may be on the market if they survive 
continued scrutiny from customers and show signs of a positive ROI. 
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 Marketing research can also help identify the size of potential markets 
and that helps companies to estimate likely costs, revenue, and profitability. 
Together, all this information helps marketing managers decide whether there 
is an opportunity, whether it fits with the firm’s resources,  and  whether there is 
a basis for developing a competitive advantage. With such information, the firm 
can develop a more reliable estimate of ROI in various market segments and 
decide whether to continue the new-product development process. 27  

 Product ideas that survive the screening and idea evaluation steps get further 
investment of time and money. Usually, this involves more research and devel-
opment (R&D) to design and develop the physical part of the product. Or, in 
the case of a new service offering, the firm works out the details of what train-
ing, equipment, staff, and so on will be needed to deliver on the idea. Input 
from a firm’s earlier efforts helps guide this technical work. 

 With computer-aided design (CAD) software on their computers, designers 
can develop lifelike 3-D color drawings of packages and products. Changes can 
be made almost instantly. They can be sent by e-mail to managers all over the 
world for immediate review. They can even be put on a website for marketing 
research with customers. 

 Customers can react to prototypes 
 Passing that test often leads next to the creation of a  prototype —an early 

sample or model built to test a concept. 3-D printing technology allows a CAD 
drawing to quickly be converted into a plastic replica, often at a relatively low 
cost. For example, automakers can “print” a life-size car fender, door, or even an 
auto body. This allows for checking fit, finish, and styling. A service firm may try 
to train a small group of service providers and test the service on real customers. 

 Customers may even be involved in a  co-creation process —where customers re-
act to prototypes and suggest improvements. This process often uses  rapid proto-
typing , where customer input is received and quickly designed into a revision of 
the product—and then fed back to customers for further input. The repetitive 
process in rapid prototyping encourages innovations to “fail early and fail of-
ten” so the best ideas get to market more quickly. Google uses this approach to 
test new features it wants to add to its family of online services (Google, Gmail, 
Google 1  and others)—often incorporating feedback in less than 24 hours and 
then seeking additional feedback from a test group. 28  

 With actual goods and services, potential customers can more realistically 
react to how well a product meets their needs. Focus groups, panels, and sur-
veys provide feedback on features and the whole product idea. Sometimes that 
reaction kills the idea. For example, Coca-Cola Foods believed it had a great 
idea with Minute Maid Squeeze-Fresh, frozen orange juice concentrate in a 
squeeze bottle. In tests, however, Squeeze-Fresh bombed. Consumers loved the 
idea but hated the product. In real life it was messy to use, and no one knew 
how much concentrate to squeeze in the glass. 29  

 Market testing uses real market conditions 
 Firms often use full-scale  market testing  to get customer reactions under real 

market conditions or to test variations in the marketing mix. For example, a 
firm may test alternative brand names, prices, or advertising copy in different 
test cities. Note that the firm tests the whole marketing mix, not just the prod-
uct. For example, a hotel chain might test a new service offering at one location 
to see how it goes over. Running market tests is costly, but  not  testing is risky. 
Frito-Lay was so sure it understood consumers’ snack preferences that it intro-
duced a three-item cracker line without market testing. Even with network TV 
ad support, MaxSnax met with overwhelming consumer indifference. By the 
time Frito-Lay pulled the product from store shelves, it had lost $52 million. 30  

 Step 4: Development 
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 A product idea that survives this far can finally be placed on the market. Put-
ting a product on the market is expensive, and success usually requires coopera-
tion of the whole company. Manufacturing or service facilities have to be set up. 
Goods have to be produced to fill the channels of distribution, or people must 
be hired and trained to provide services. Further, introductory promotion is 
costly—especially if the company is entering a very competitive market. 

 Because of the size of the job, some firms introduce their products city by city 
or region by region—in a gradual “rollout”—until they have complete market 
coverage. Rollouts also permit more market testing, but the main purpose is to 
do a good job implementing the marketing plan. Marketing managers also 
need to pay close attention to control—to ensure that the implementation ef-
fort is working and that the strategy is on target. 

 Because speed can be important, it’s always tempting to skip needed steps 
when some part of the process seems to indicate that the company has a “really 
good idea.” But the process moves in steps—gathering different kinds of infor-
mation along the way. By skipping steps, a firm may miss an important aspect 
that could make a whole strategy less profitable or actually cause it to fail. 

 Step 5: 
Commercialization 

 Steps should not be 
skipped 

 You are the marketing manager for a company that creates video games. A big competi-
tor has just released an action game that appeals to kids who own your best-selling game. 
Your competitor’s release is a better game because it takes advantage of features avail-
able in a hot new video game box. Your firm’s updated release won’t be available for at 
least four months. One of your game developers suggests that you preannounce your 
game will be ready in two months—which is about as long as gamers are likely to wait. 
Should you announce that your new version is coming or just wait until you know more? If 
a reporter for a popular gaming magazine calls and asks for a statement about when your 
firm’s release will be on the market, should you say two months, four months, or “we don’t 
know yet”? If your product is preannounced but then not ready by that date, what should 
your firm communicate to customers? Explain your thinking. 

 E
th

ic
s 

Q
u

e
st

io
n

 

 New-Product Development: A Total Company Effort 

 We’ve been discussing the steps in a logical, new-product development process. 
However, as shown in Exhibit 9-5, many factors can impact the success of the effort. 31

 Companies that are particularly successful at developing new goods and ser-
vices seem to have one key trait in common: enthusiastic top-management sup-
port for new-product development. New products tend to upset old routines 
that managers of established products often try in subtle but effective ways to 
maintain. So someone with top-level support, and authority to get things done, 
needs to be responsible for new-product development. 

 A culture that supports innovation can generate more ideas. For example, 
Google allows its employees the freedom to spend 20 percent of their time 
working on new ideas, even if the ideas are unrelated to their job description. 
When people don’t see the incentive to push for new ideas, they are likely to get 
distracted by other priorities that seem more pressing. For many years 3M has 
had an objective that 30 percent of sales should come from products that didn’t 
exist four years earlier. Consistent with that goal, 3M’s innovative culture pro-
duced breakthrough products like Scotch Stretchy Tape, Post-it Note Cards, 
Scotch Brite Tub & Tile Scrubber, and Vikuiti brand films for video screens. 
However, when the company moved toward more emphasis on cost cutting, the 
new-product pipeline began to dry up. To regain its innovative edge, 3M is go-
ing back to a better balance of efficiency  and  innovation. 32  

 LO 9.4 

 Top-level support is vital 

 A culture of innovation 
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 Rather than leaving new-product development to someone in engineering, 
R&D, or sales who happens to be interested in taking the initiative, successful 
companies  put  someone in charge. It may be a person, department, or team. 
But it’s not a casual thing. It’s a major responsibility of the job. 

A new-product development team with people from different departments 
helps ensure that new ideas are carefully evaluated and profitable ones are 
quickly brought to market. It’s important to choose the right people for the job. 
Overly conservative managers may kill too many, or even all, new ideas. Or com-
mittees may create bureaucratic delays that make the difference between a 
product’s success or failure.

 From idea generation to commercialization, a company’s R&D specialists, 
operations, and marketing personnel must work together to evaluate the feasi-

bility of new ideas. Everyone should be guided by a 
clear understanding of customer needs. It doesn’t 
make sense for R&D people to develop a technology 
or product that doesn’t have potential for the firm 
and its markets. 

 Marketing managers must recognize that new-
product projects need to meet return-on-investment 
goals. Team members from R&D and production 
should provide insights about the company’s capa-
bilities and costs to produce. It isn’t sensible for a 
marketing manager to develop elaborate marketing 
plans for goods or services that the firm simply can’t 
produce—or produce profitably. 

 Clearly, a balancing act is involved here. But the critical point is one we’ve 
been emphasizing throughout the whole book:  Marketing-oriented firms seek to 
satisfy customer needs at a profit with an integrated, whole company effort.  

 Savvy marketing managers generate products the market values. They must 
put together comprehensive marketing plans, communicating the features and 
benefits of a new product, identifying the right price and the best distribution 
channels, pinpointing competition, and establishing a budget. The same 

 Put someone in charge 

 Balance market needs 
and company resources 

 New-product success 

  Exhibit 9–5  New-Product Development Success Factors 

Top
management

support

Culture of
innovation

Cross-
functional

team

Clear
understanding

of customer
needs

Complete
marketing

plan

Effective
transition to

regular
operations

A basis for
superior
customer

value

New-
product
success

Organized New-Product
Development Process

Product
champion

with authority

Timely
development

cycle

Cost
management

(costs add
value)

Effective
design

Internet Exercise

 A company called Quirky draws on an online 
community to move products through the new-
product development process. Go to the Quirky 
website ( www.quirky.com ). Watch the short video 
overview and peruse the site. What advantages and 
disadvantages does Quirky have compared to a 
corporation or individual inventor? What would you 
do to improve the site? 
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 marketing manager who shepherded the product through new-product devel-
opment may manage it in regular operations. Or there may be a handoff to a 
product manager. In either case, after a new product launches, activities that 
assure long-term success must follow. 

   Need for Product Managers 

 When a firm has only one or a few related products, everyone is interested in them. 
But when a firm has products in several different product categories, management 
may decide to put someone in charge of each category, or each brand, to be sure 
that attention to these products is not lost in the rush of everyday business.  Product 

managers  or  brand managers  manage specific products—often taking over the jobs 
formerly handled by an advertising manager. That gives a clue to what is often their 
major responsibility—Promotion—since the products have  already been devel-
oped by the new-product people. However, some brand managers start at the new-
product development stage and carry on from there. 

 Product managers are especially common in large companies that produce 
many kinds of products. Several product managers may serve under a market-
ing manager. Sometimes these product managers are responsible for the profit-
able operation of a particular product’s whole marketing effort. Then they have 
to coordinate their efforts with others, including the sales manager, advertising 
agencies, production and research people, and even channel members. This is 
likely to lead to difficulties if product managers have no control over the 

 marketing strategy for 
other related brands or 
authority over other 
functional areas whose 
efforts they are ex-
pected to direct and co-
ordinate. 

 To avoid these prob-
lems, in some companies 
the product manager 
serves mainly as a 
“product champion”—
concerned with plan-
ning and getting the 
 promotion effort imple-
mented. A higher-level 
marketing manager with 
more authority coordi-
nates the efforts and in-
tegrates the marketing 
strategies for different 
products into an overall 
plan. 

 The activities of 
product managers vary 
a lot depending on 
their experience and 
aggressiveness and the 
company’s organiza-
tional philosophy. To-
day, companies are 
emphasizing marketing 

 LO 9.5 

Product variety leads 
to product managers

 Mars has some of the world’s 
best known brands: Pedigree 
and Whiskas in pet care; 
Snickers and M&Ms® in 
chocolate; Altoids, Skittles, and 
Lifesavers in candy; and, 
believe it or not, Uncle Ben’s 
rice. Each product or brand has 
a manager who primarily 
manages Promotion for 
each brand. 
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experience —because this important job takes more than academic training 
and  enthusiasm. But it is clear that someone must be responsible for devel-
oping and implementing product-related plans, especially when a company 
has many products. 33  

 Product managers may work with managers in other countries to decide 
whether and how to adapt products for different markets. Some adaptations 
may be required and fairly simple—for example, many countries have different 
electrical voltages, necessitating different plugs for electrical products. Other 
adaptations demand more creativity. Nestlé adapted its Kit Kat chocolate candy 
bars for the Japanese palate with 19 unique flavors including soy sauce, miso, 
sweet potato, and blueberry. In  Germany, Kit Kat lemon yogurt bars are popular; 
in the U.K., it’s peanut  butter. Nestlé adapts many of its other products to inter-
national preferences also. Whereas in the United States, fruit-flavored ice “pop-
sicles” are a summertime treat all kids crave, in China, Nestlé created flavored 
milk ice on a stick to fit local preferences—the most popular flavor, banana. 34  

 Managing Product Quality 

 In Chapter 8 we explained that product quality means the ability of a product 
to satisfy a customer’s needs or requirements. Now we’ll expand that idea and 
 discuss some ways a manager can improve the quality of a firm’s goods and ser-
vices. We’ll develop these ideas from the perspective of  total quality management 

(TQM) , the philosophy that everyone in the organization is  concerned about 
quality, throughout all of the firm’s activities, to better serve customer needs. 

 Most of the early attention in quality management focused on reducing defects 
in goods produced in factories. At one time most firms assumed defects were an 
inevitable part of mass production. They saw the cost of replacing defective parts 
or goods as just a cost of doing business—an insignificant one compared to the 
advantages of mass production. However, many firms were forced to rethink this 
assumption when Japanese producers of cars, electronics, and cameras showed 
that defects weren’t inevitable. Much to the surprise of some production-oriented 
managers, the Japanese experience showed that it is less expensive to do some-
thing right the first time than it is to pay to do it poorly and then pay again to fix 
problems. And their success in taking customers away from established competi-
tors made it clear that the cost of defects wasn’t just the cost of replacement! 

 From the customer’s point of view, getting a defective product and having to 
complain about it is a big headache. The customer can’t use the defective prod-
uct and suffers the inconvenience of waiting for someone to fix the problem— if
someone gets around to it. It certainly doesn’t deliver superior value. Rather, it 
erodes goodwill and leaves customers dissatisfied, less trusting of the brand, and 
possibly spreading their dismay to others via word-of-mouth or the Internet. 
The big cost of poor quality is the cost of lost customers. 

 Firms that adopted TQM methods to reduce manufacturing defects soon 
used the same approaches to overcome many other problems. Their success 
brought attention to what is possible with TQM—whether the problem con-
cerns poor customer service, flimsy packaging, or salespeople who can’t answer 
customers’ questions. 

 The idea of identifying customer needs and doing things right the first time 
seems obvious, but it’s easier said than done. Problems always come up, and it’s not 
always clear what isn’t being done as well as it could be. People tend to  ignore prob-
lems that don’t pose an immediate crisis. But firms that adopt TQM always look for 
ways to improve implementation with  continuous improvement —a commitment to 

 Adapting products for 
international markets 

 LO 9.6 

 Total quality 
management meets 
customer requirements 

 The cost of poor quality 
is lost customers 

 Getting a handle on 
doing things right the 
first time 
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constantly make things better one step at a time. Once you accept the idea that 
there  may  be a better way to do something and you look for it, you may just find it! 

 In Chapter 7 we discussed big data and how firms now had access to more 
information about how customers behave and use their products. Firms are 
beginning to figure out how to evaluate this information to drive product 
 improvements. For example, industrial equipment makers have added smart 
meters and digital sensors that can be constantly monitored to provide an early 
warning of failure. Parts can be replaced before they fail—and possibly be 
 improved in future models. 

 Another example happens in publishing, where e-books have created oppor-
tunities for authors and publishers to learn more about just how their products 
are consumed. For example, data show what lines users have highlighted, how 
long it takes them to read a book, what parts are read most quickly, how much 
they read in one sitting, and for those who fail to finish the book—when do they 
quit? Barnes and Noble shares this information with publishers to help them 
create books that might better hold people’s attention. 

 Services create particular quality management challenges. Most products 
involve some service component whether it is primarily a service, primarily a 
physical good, or a blend of both. Even a manufacturer of ball bearings isn’t just 
providing wholesalers or producers with round pieces of steel. Customers need 
information about deliveries, they need orders filled properly, and they may 
have questions to ask the firm’s accountant or engineers. Because almost every 
firm must manage the service it provides customers, let’s focus on some of the 
special concerns of managing service quality. 

 Marketing managers must deliver quality throughout the entire customer 
experience. If they do not, even one problem can affect how the customer 
perceives the firm’s quality. Think about how an otherwise great restaurant ex-
perience could be ruined by a rude waiter. The purchase and consumption 
process for many products involves multiple  touchpoints  or points where there is 
contact between the customer and the company. There are usually more touch-
points for services than for goods. 

 Consider everything that needs to go right for a customer getting an oil change 
at a Jiffy Lube. The experience might begin at the Jiffy Lube website, where a cus-
tomer seeks information about the services offered, prices, hours of operation, and 
the phone number and address of a local Jiffy Lube. Is this information easy to 
find? A phone call to a local Jiffy Lube outlet should be promptly answered by a 
friendly knowledgeable person. Upon arrival, is the driveway well-marked? Is there 
a long queue for service? The attendant may have entered the license plate number 

 Data drives quality 
improvement 

 Building quality into 
services 

 Deliver quality at each 
touchpoint 

 A firm that understands the needs of its target customers can 
focus on those aspects of quality that are most important for 
developing superior customer value. Toronto’s Hospital for Sick 
Children (also called SickKids) treats thousands of kids with 
cancer each year. To help these kids manage the pain they 
experience during treatments, these young patients keep track 
of their pain twice daily in a “pain journal.” That isn’t always easy 
for kids who are tired and discouraged after receiving 
chemotherapy treatments, so SickKids worked with an outside 
firm to develop a video game. Each patient receives an iPhone 
with the Pain Squad Mobile App that makes a fun game out of 
keeping a pain journal. Compliance is now 90%. Success! These 
young cancer patients are better managing their pain and 
receiving higher quality treatment from SickKids. 
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and could already have the customer’s 
details on his computer screen—or not. 
Is the check-in process quick? Is the at-
tendant courteous? The waiting area 
should be clean and perhaps offer 
 Wi-Fi. What happens if another cus-
tomer has noisy young children—does 
that affect the quality of the oil change 
experience? The payment process 
should be fast—and offer the customer 
information about their car. The car 
should be clean when it is picked up. Finally, the car should not experience any 
service problems immediately following the oil change. Whew! That is a lot of things 
to get right, every time, if Jiffy Lube is to deliver high quality to its customers. Other 
types of products can have greater or fewer touchpoints, but a marketing manager 
should recognize that all of them contribute to the customer’s perception of quality. 

 A service provider usually deals directly with the customer, making it difficult to 
provide consistent service quality. People are just not as consistent in their actions 
as machines or computers. In addition, service quality often depends on a service 
provider interpreting each customer’s needs. For example, a hair stylist has to ask 
good questions and successfully interpret the customer’s responses before it’s pos-
sible to provide the right cut. As a result, a person doing a specific service job may 
perform one specific task correctly but fail the customer in a host of other ways. 
Two keys to improving service quality are: (1) training and (2) empowerment. 

 All employees in contact with customers need training—many firms see 
40 hours a year of training as a minimum. Good training usually includes role-
playing on handling different types of customer requests and problems. A rental 
car attendant who is rude or inattentive when a customer is trying to turn in a 
car may leave the customer dissatisfied—even if the rental car was perfect. 

 Companies can’t afford an army of managers to inspect how each employee 
implements a strategy—and such a system usually doesn’t work anyway. Quality 
cannot be “inspected in.” It must come from the people who do the service 
jobs. So firms that commit to service quality empower employees to figure out 
how to best satisfy customers’ needs.  Empowerment  means giving employees the 
authority to correct a problem without first checking with management. At a 
hotel, for instance, an empowered room-service employee knows it’s OK to run 
across the street to buy the specific brand of bottled water a guest requests. 35  

 To deliver high quality goods and services that satisfy customer needs, man-
agers must show that they are committed to doing things right to satisfy custom-
ers and that quality is everyone’s job. Without top-level support, some people 
won’t get beyond their business-as-usual attitude—and TQM won’t work. 

 Managers who develop successful quality programs clearly specify and write 
out exactly what tasks need to be done, how, and by whom. This may seem un-
necessary. After all, most people know, in general, what they’re supposed to do. 
However, if the tasks are clearly specified, it’s easier to see what criteria should 
be used to measure performance. Once criteria are established, there needs to 
be some basis on which to evaluate the job being done. 

 While the cost of poor quality is lost customers, the type of quality efforts we’ve 
been discussing can also increase costs. It’s easy to fall into the trap of running up 
unnecessary costs trying to improve some facet of quality that really isn’t that 
important to customer satisfaction or customer retention. When that happens, 
customers may still be satisfied, but the firm can’t make a profit because of the 

 Train people and 
empower them to serve 

 Managers lead the 
quality effort 

 Specify jobs and 
measure performance 

 Getting a return on 
quality is important 
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 This chapter introduced the product life-cycle concept 
and showed how life cycles affect marketing strategy plan-
ning. The product life-cycle concept shows why new prod-
ucts are so important to growth in markets and also helps to 
explain why different strategies—including strategies for 
new improved products—need to be developed over time. 
Innovators—or fast copiers—that successfully bring new 
products to market are usually the ones who achieve the 
greatest growth in customer equity. 

 In today’s highly competitive marketplace it is no lon-
ger profitable to simply sell “me-too” products. Markets, 
competition, and product life cycles are changing at a fast 
pace. New products help a company appeal to new target 
markets by appealing to unmet needs. New products can 
also encourage current customers to purchase more. In 
addition, they can help retain customers by adapting to 
changing customer needs. 

 Just because a product is new to a company doesn’t 
mean that it is a really new innovation and starts a 
new-product life cycle. However, from a marketing manag-
er’s perspective, a product is new to the firm if it is new in 
any way or to any target market. Firms don’t just develop 
and introduce new products; they do so within the context 
of the whole marketing strategy. 

 Many new products fail. But we presented an organized 
new-product development process that helps to prevent 
that fate. The process makes it clear that new-product suc-
cess isn’t just the responsibility of people from R&D or mar-
keting but rather requires a total company effort. 

 We also described product and brand management. To 
help a product or brand grow, managers in these positions 
usually recommend ways to adjust all of the elements of the 
marketing mix, but the emphasis is often on Promotion. 

 Poor product quality results in dissatisfied customers. So 
alert marketers look for ways to design better quality into 
new products and to improve the quality of ones they 
already have. Approaches developed in the total quality 
management (TQM) movement can be a big help in this 
regard. Ultimately, the challenge is for the manager to focus 
on aspects of quality that really matter to the target cus-
tomer. Otherwise, the cost of the quality offered may be 
higher than what target customers are willing to pay. 

 In combination, this chapter and Chapter 8 introduce strat-
egy decision areas for Product and important frameworks 
that help you see how Product fits within an overall strategy. 
These chapters also start you down the path to a deeper un-
derstanding of the 4Ps. In Chapter 10, we expand on that base 
by focusing on the role of Place in the marketing mix. 

 CONCLUSION 
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 product life cycle,  235  

 market introduction,  236  

 market growth,  236  

 market maturity,  237  

 sales decline,  237  

 fashion,  240  

 fad,  240  

 new product,  245  

 Federal Trade Commission (FTC),  246  

 Consumer Product Safety Act,  249  

 product liability,  249  

 concept testing,  250  

 prototype,  251  

 product managers,  254  

 brand managers,  254  

 total quality management (TQM),  255  

 continuous improvement,  255  

 empowerment,  257  

 KEY TERMS LO 9.7

 QUESTIONS AND PROBLEMS 
  1. Explain how industry sales and industry profits behave 

over the product life cycle. 

  2. Cite two examples of products that you think are currently 
in each of the product life-cycle stages. Consider services 
as well as physical goods. 

  3. Explain how you might reach different conclusions about 
the correct product life-cycle stage(s) in the worldwide au-
tomobile market. 

  4. Explain why individual brands may not follow the product 
life-cycle pattern. Give an example of a new brand that is 
not entering the life cycle at the market introduction stage. 

  5. Discuss the life cycle of a product in terms of its probable 
impact on a manufacturer’s marketing mix. Illustrate using 
personal computers. 

  6. What characteristics of a new product will help it to move 
through the early stages of the product life cycle more 

higher costs. In other words, there isn’t a financial return on the money spent to 
improve quality. A manager should focus on quality efforts that really provide the 
customer with superior value—quality that costs no more to provide than cus-
tomers will ultimately be willing to pay. 36  

per61043_ch09_232-259.indd Page 258  18/12/13  11:38 AM user per61043_ch09_232-259.indd Page 258  18/12/13  11:38 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



quickly? Briefly discuss each characteristic—illustrating 
with a product of your choice. Indicate how each charac-
teristic might be viewed in some other country. 

  7. What is a new product? Illustrate your answer. 

  8. Explain the importance of an organized new-product de-
velopment process and illustrate how it might be used for 
( a ) a new hair care product, ( b ) a new children’s toy, and ( c ) 
a new subscribers-only cable television channel. 

  9. Discuss how you might use the new-product development 
process if you were thinking about offering some kind of 
summer service to residents in a beach resort town. 

  10. Explain the role of product or brand managers. When 
would it make sense for one of a company’s current brand 

managers to be in charge of the new-product develop-
ment process? Explain your thinking. 

  11. If a firm offers one of its brands in a number of different 
countries, would it make sense for one brand manager to 
be in charge, or would each country require its own brand 
manager? Explain your thinking. 

  12. Discuss the social value of new-product development activi-
ties that seem to encourage people to discard  products that 
are not all worn out. Is this an economic waste? How worn 
out is all worn out? Must a shirt have holes in it? How big? 

  13. What are the major advantages of total quality manage-
ment as an approach for improving the quality of goods 
and services? What limitations can you think of? 
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 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 
through the “Marketing Strategy” section. 

  a. Hillside offers many different products. Identify several of these products and indicate where you think each one is in its 
product life cycle. 

  b. Exhibit 9-3 summarizes some marketing mix characteristics based on where a product fits in the product life cycle. Is Hillside’s 
marketing plan consistent with what this exhibit suggests? Why or why not? 

 CREATING MARKETING PLANS 

 COMPUTER-AIDED PROBLEM 
 9. GROWTH STAGE COMPETITION 

 AgriChem, Inc., has introduced an innovative new product—
a combination fertilizer, weed killer, and insecticide that makes 
it much easier for soybean farmers to produce a profitable 
crop. The product introduction was quite successful, with 
1  million units sold in the year of introduction. And AgriChem’s 
profits are increasing. Total market demand is expected to 
grow at a rate of 200,000 units a year for the next five years. 
Even so, AgriChem’s marketing managers are concerned about 
what will happen to sales and profits during this period. 

 Based on past experience with similar situations, they 
 expect one new competitor to enter the market during each 
of the next five years. They think this competitive pressure will 
drive prices down about 6 percent a year. Further, although 
the total market is growing, they know that new competitors 
will  chip away at AgriChem’s market share—even with the 
10  percent a year increase planned for the promotion budget. 
In spite of the competitive pressure, the marketing managers 
are sure that familiarity with AgriChem’s brand will help it hold 
a large share of the total market and give AgriChem greater 
economies of scale than competitors. In fact, they expect that 
the ratio of profit to dollar sales for AgriChem should be about 
10 percent higher than for competitors. 

 AgriChem’s marketing managers have decided the best way 
to get a handle on the situation is to organize the data in a 
spreadsheet. They have set up the spreadsheet so they can 
change the “years in the future” value and see what is likely to 
happen to AgriChem and the rest of the industry. The starting 
spreadsheet shows the current situation with data from the 
first full year of production. 

  a. Compare AgriChem’s market share and profit for this year 
with what is expected next year—given the marketing 
managers’ current assumptions. What are they expecting? 
(Hint: Set number of years in the future to 1.) 

  b. Prepare a table showing AgriChem’s expected profit, and 
the expected industry revenue and profit, for the current 
year and the next five years. Briefly explain what happens 
to industry sales and profits and why. (Hint: Do an analysis 
to vary the number of years in the future value in the 
spreadsheet from a minimum of 0—the current year—to a 
maximum of 5. Display the three values requested.) 

  c. If market demand grows faster than expected—say, at 
280,000 units a year—what will happen to AgriChem’s prof-
its and the expected industry revenues and profits over the 
next five years? What are the implications of this analysis? 

   6. Applied Steel   Video Case 3. Toyota Prius    
20. Blue Lagoon Marine & Camp   Video Case 8. Segway 
 22. Brightlight Innovations: The Starlight Stove 

 SUGGESTED CASES 
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 In the 1970s the early “microcomputers” were very hard to 
set up and difficult to use—so few people wanted them. That 
also explains why there were no computer stores. Altair, one 
of the first brands, initially sold mainly at “electronics fairs.” 
Most of these gatherings were in California; often buyers 
and sellers just met in an open market on Saturday mornings. 
Then Heath introduced its more powerful H89 computer 
through mail-order catalogs as a build-it-yourself kit. Heath 
added value with good telephone technical support. 

 Soon after that, Xerox used its competitive advantage in 
distribution to introduce its 820 model. Business customers 
liked buying computers from the same wholesalers that reg-
ularly handled their Xerox copiers. By 1980, Radio Shack’s 
large retail store network helped the easy-to-use TRS-80 be-
come the best-selling computer. Customers appreciated the 
accessibility of Radio Shack’s in-store staff and tech support 
specialists. 

 As you read this, it probably occurs to you that most of 
the firms mentioned no longer sell computers. These early 
firms couldn’t adjust quickly enough when IBM introduced its 
first PC. The pull of IBM’s familiar brand gave more custom-
ers the confidence to buy. Sales of PCs surged as IBM estab-
lished a chain of its own retail stores and worked closely with 
select dealers who promised to pay special attention to the 
IBM brand. Big-business customers bought in quantity di-
rectly from IBM’s aggressive sales force. After IBM’s design 
became an industry standard, firms like Compaq, HP, and 
Toshiba quickly jumped in with PC models of their own— 
often selling through independent computer dealers. 

 Soon after, Michael Dell, then just a freshman in college, 
started buying and reselling computers from his dorm room. 
Dell figured a target market of price-conscious customers 
would respond to a different marketing mix. He used direct-
response advertising in computer magazines; customers 
called a toll-free number to order a computer with the exact 
features they wanted. Then Dell used UPS to ship directly to 
the customer. Prices were low, too, because the direct chan-
nel eliminated retailer markup and the build-to-order ap-
proach reduced inventory costs. Dell also built reliable 
machines and delivered superior customer service. It would 
have been tough to centralize all of this if he had been work-
ing with thousands of retailers. 

 Dell’s advertising positioned the company in consumers’ 
minds as an aggressive, value-oriented source of computers. 

At the same time, Dell added a direct-sales force to call on 
big  government and corporate buyers—because they ex-
pected in-person selling and a relationship, not just a tele-
phone contact. And when these important customers said 
they wanted Dell to offer high-power servers to run their cor-
porate networks, Dell put money into R&D to create what 
they needed. 

 Dell also saw the prospect for international growth. Many 
computer firms had moved into Europe by exporting. But 
Dell made direct investments in the company’s own opera-
tions there. Dell knew it would be tough to win over skeptical 
European buyers. They had never bought such big-ticket 
items as PCs over the phone. On the other hand, there were 
fewer big retail chains with low prices there, which gave Dell 
a significant price advantage. In less than five years, sales in 
Europe grew to 40 percent of Dell’s total revenue. 

 Back home in the United States, HP and other firms tried 
to imitate Dell’s successful direct-order approach. However, 
this move created conflict with the retailers already selling 
the bulk of HP’s PCs; the retailers were not happy with com-
petition from their own supplier! When these retailers re-
sponded by pushing other brands, HP limited the models 
sold online and added programs to support their dealers; for 
example, providing quick turnaround for retailers placing or-
ders for custom-built computers. 

 Dell continued to adapt its marketing mix in response to 
evolving competition and customer needs. New advertising 
campaigns had mixed results, and some new product lines 
were unsuccessful (TVs and MP3 players) or late to market 
(small netbook and tablet computers). Dell also made changes 
to its supply chain and distribution. Dell was one of the first to 
utilize the Internet for distribution. The low-cost distribution 
channel fit with Dell’s philosophy. Profits rose when Dell con-
tinued to find ways to increase efficiency and cut costs in its 
supply chain. Dell also saw an opportunity to target customers 
wanting to purchase “in person” from local stores, so it began 
selling through retailers like Walmart, Staples, and Best Buy. 
Using more channels of distribution exposed more customers 
to Dell’s products. In the United States and Europe, many small 
business customers need technical support and training, so 
Dell also added wholesalers like Ingram Micro and Tech Data, 
which offer these services to its customers. 

 With the PC market in decline, Dell has looked for new 
products with better margins and growth opportunities. 

     Place and Development 
of Channel Systems 

16661261

per61043_ch10_260-287.indd Page 261  19/12/13  12:59 PM user per61043_ch10_260-287.indd Page 261  19/12/13  12:59 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



262

Its new XPS line of tablet computers will be sold through 
Dell’s traditional PC channels. With strong competition from 
Apple and others it is uncertain if Dell has entered the mar-
ket too late. 

 Dell hopes to find margins and growth in the IT services 
market. This market seems large, as organizations are seeking 
advice on how to manage secure data storage while they col-
lect and store growing stores 
of big data. The services also 
support Dell’s hardware, 
which is often sold through 
value-added resellers. Dell 
works closely with these cus-
tomers at events like the Dell 
Storage Forum, where cus-
tomers and channel partners 
interact with Dell executives 
and technical experts. One of 
Dell’s strengths in this new 
product-market comes from 
its experience in developing 

computer hardware like servers, storage, and networking. On 
the other hand, Dell’s forte has not been the delivery of solu-
tions, services, and technical support—requiring Dell to hone 
its capabilities in this area. 

 To have continued success in both of these highly com-
petitive markets, Dell will have to continue to pay close 
 attention to strategy decisions for Place. 1  

 Marketing Strategy Planning Decisions for Place 

 Managers must think about  Place —making goods and services available in the 
right quantities and locations, when customers want them. And when differ-
ent target markets have different needs, a number of Place variations may be 
required. Our opening case makes it clear that new Place arrangements can 
dramatically change the competition in a product-market. This is especially 
important in business today because information technology, including web-
sites and e-commerce, makes it easier for firms to work together more effi-
ciently and also to reach customers directly. 

 In this chapter and the two that follow, we’ll deal with the many important 
marketing strategy decisions that a marketing manager must make concerning 
Place. Exhibit 10-1 gives an overview. We’ll start here with a discussion of Place 

 LEARNING OBJECTIVES 

 This case shows that offering customers a good product at a reasonable price is not the 
whole story. Marketing managers must make decisions about how they will make goods and 
services available to a target customer’s Place when the customer wants them. This chapter’s 
learning objectives will help you understand the role of Place in marketing strategy. 

 When you finish this chapter, you should be able to: 
  1 understand what product classes suggest about Place objectives. 

  2 understand why some firms use direct channel systems while others work 
with intermediaries and indirect systems. 

  3 understand how and why marketing specialists develop to make channel 
systems more effective. 

  4 understand how to develop cooperative relationships and avoid conflict in 
channel systems. 

  5 know how channel members in vertical marketing systems shift and share 
functions to meet customer needs. 

  6 understand the differences between intensive, selective, and exclusive 
distribution. 

  7 know how multichannel distribution and reverse channels operate. 

  8 know the main approaches firms use to reach customers in international 
markets. 

  9 understand important new terms (shown in red). 
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objectives and how they relate to product classes and the product life cycle—
ideas introduced in the Product chapters (8 and 9). We’ll then discuss the type 
of channel that most aptly meets customers’ needs. We’ll show why specialists are 
often involved and how they come together to form a  channel of distribution —
any series of firms or individuals who participate in the flow of products from 
producer to final user or consumer. We’ll also consider how to manage relations 
among channel members to reduce conflict and improve cooperation. This 
chapter concludes by considering the desired level of market exposure (and how 
many channel outlets are needed) as well as approaches for reaching customers 
in international markets. 

 In Chapter 11, we’ll expand the Place discussion to decisions that a market-
ing manager makes about physical distribution, including customer service 
level, transporting, and storing. Then, in Chapter 12, we’ll take a closer look at 
the many different types of retailing and wholesaling firms. We’ll consider their 
role in channels as well as the strategy decisions they make to satisfy their own 
customers. 

 Place Decisions Are Guided by “Ideal” Place Objectives 

 All marketing managers want to be sure that their goods and services are avail-
able in the right quantities and locations—when customers want them. But cus-
tomers may have different needs in these areas as they make different purchases. 

Exhibit 10–1  Marketing Strategy Planning Decisions for Place 

Chapter 11
Distribution Customer Service

and Logistics

Chapter 10
Place and Development of

Channel Systems

Chapter 12
Retailers, Wholesalers, and Their

Strategy Planning

Place
objectives
 • Product class
 • Product life
     cycle 

Direct vs.
indirect
 • Differences
     between
 • When to use

Channel
specialists
 • Discrepancies
     & assortments
 • Regrouping
     activities

Channel
relationships
 • Implementing
     strategy
 • Vertical
     marketing
     systems

Other strategy
decisions
 • Market
     exposure
 • Multichannel
     & reverse
     channels
  • International
     market entry
      

PLACE

 LO 10.1 
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 In Chapter 8 we introduced the product classes, which summarize consum-
ers’ urgency to have needs satisfied and their willingness to seek information, 
shop, and compare. Now you should be able to use the product classes to han-
dle Place decisions. 

 Exhibit 8-6 shows the relationship between consumer product classes and 
ideal Place objectives. Similarly, Exhibit 8-7 shows the business product classes 
and how they relate to customer needs. Study these exhibits carefully. They set 
the framework for making Place decisions. In particular, the product classes 
help us decide how much market exposure we’ll need in each geographic area. 

 Recall from Chapter 8 that customers won’t spend much time shopping for 
convenience products; so widespread distribution is needed to make products 
available when the need strikes. If customers want to compare shopping prod-
ucts, some distribution channels can make that process easier. For example, 
online sellers often carry a broad assortment of products to make this easier 
and some physical stores offer similar advantages.  Heterogeneous  shopping 
goods should have outlets that provide information—knowledgeable salespeo-
ple who can provide insights about different brands and models and online 
stores with videos or information.  Homogeneous  shopping goods favor low-cost 
retailers as customers focus mostly on low prices. Customers will search for 
specialty goods, so the higher cost of widespread distribution may not be 
needed. Unsought products should be sold at locations where other, related 
products are available. 

 Business product classes reflect what buyers think about the products and 
how they are used. Accessory equipment and maintenance, repair, and operat-
ing (MRO) supplies are used frequently, requiring widespread distribution. 
Raw materials often have special transportation needs that must be considered. 
Reliable delivery is critical for component parts and materials. Professional ser-
vices are usually delivered in person, so location matters. 

  Several different product classes may be involved if different market seg-
ments view a product in different ways. Thus, marketing managers may need to 

 Product classes suggest 
Place objectives 

 Place system is not 
automatic 

 For most target customers, the Iams brand of premium dog food is a staple or heterogeneous shopping product. So Iams 
distributes through supermarkets, pet superstores, and mass merchandisers, displaying it near competing products. On the 
other hand, iVet is likely to be perceived as a specialty product. Consequently it is sold only through veterinarians who give 
the product an extra push with their recommendation. 
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develop several strategies, each with its own Place arrangements. There may not 
be one Place arrangement that is best. 

 For example, many consumers view Tide laundry detergent as a staple for 
doing laundry at home. To meet their needs, it is widely distributed in grocery 
and discount stores. Customers who run out of detergent while doing wash at a 
Laundromat see Tide as an emergency product and want small boxes available 
in a vending machine. And some hotels look at Tide as an operating supply that 
the housekeeping department needs to provide guests with clean sheets and 
towels. For these hotels, Tide comes in large drums that are sold and delivered 
by wholesalers of housekeeping supplies. 

 The marketing manager must also consider Place objectives in relation to 
the product life cycle; see again Exhibit 9-3. Place decisions often have long-
run effects. They’re usually harder to change than Product, Promotion, and 
Price decisions. Many firms that thought they could quickly establish effective 
websites for direct online sales, for example, found that it took several years 
and millions of dollars to work out the kinks. It can take even longer and cost 
more to develop effective working relationships with others in the channel. 
Legal contracts with channel partners may limit changes. And it’s hard to move 
retail stores and wholesale facilities once they are set up. Yet as products ma-
ture, they typically need broader distribution to reach different target custom-
ers. Marketing managers need to keep the future in mind when they develop 
Place objectives. 

 Channel System May Be Direct or Indirect 

 One of the most basic Place decisions 
producers must make is whether to 
handle the whole distribution job 
themselves—perhaps by relying on 
direct-to-customer e-commerce sell-
ing or opening their own stores—or 
use wholesalers, retailers, and other 
specialists. 

 Many firms prefer to distribute di-
rectly to the final customer or con-
sumer because they want to control the 
whole marketing job. They may think 
that they can serve target customers at 
a lower cost or do the work more effec-
tively than intermediaries. While this 
can be true, marketing managers should 
carefully assess the value intermediaries 
add for end customers. 

 Sometimes a producer utilizes direct 
distribution because it wants to main-
tain control of the marketing mix. 
Wholesalers and retailers carry multiple 
products and will make decisions that 
are in their own best interest—and this 
may not always be aligned with the inter-
ests of an individual producer. For ex-
ample, because Esurance sells insurance 

 Place decisions have 
long-run effects 

 Direct distribution 
maintains control 

  Girl scouts sell their cookies direct to 
customers.     But you need to know when and 
where a girl scout will be selling the cookies.   
  So Girl Scouts of America created the Cookie 
Locator app for the iPhone.     Customers just 
enter their zip code and they are directed to 
the nearest source of the tasty treats.  

 LO 10.2 
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directly through a website or the phone, its own salespeople talk directly to cus-
tomers. This allows Esurance tighter control of the marketing mix as compared 
to Progressive Insurance, which uses independent agents that sell more than one 
company’s insurance products. The independent agents may not choose to pro-
mote Progressive if they don’t know as much about its products or earn more 
when they sell a competitor’s insurance products. 

 Website-based e-commerce systems and delivery services like UPS and FedEx 
give many firms direct access to customers whom it would have been impossible 
to reach in the past. Even small, specialized firms may be able to establish a web 
page and draw customers from all over the world. 

 If a firm is in direct contact with its customers, it is more aware of changes in 
customer attitudes. It is in a better position to adjust its marketing mix quickly 
because there is no need to convince other channel members to help. If a 
product needs an aggressive selling effort or special technical service, the mar-
keting manager can ensure that salespeople receive the necessary training and 
motivation. 

 A firm may have to go direct if suitable intermediaries are not available or 
will not cooperate. Sometimes intermediaries that have the best contacts with 
the target market may be hesitant to add unproven vendors or new products. 
For example, when Glacéau began selling its now popular Vitaminwater, whole-
sale distributors had no interest in carrying it. So the owner of the company 
delivered the bottled water directly to small retailers in New York City. Once 
he proved his product would sell, distributor interest grew. On the other hand, 

 The Internet makes 
direct distribution easier 

 Direct contact with 
customers 

 Suitable intermediaries 
are not available 

 Even though the Unilever 
Food Solutions division sells 
direct to many restaurants, 
caterers, and major hotel and 
fast-food chains, Unilever 
relies primarily on distribu-
tion through a variety of 
wholesalers and retailers in 
the United States and many 
other developed nations. 
However, in Spain it delivers 
frozen foods directly to 
consumers’ homes, and in 
Vietnam a mobile store brings 
products to local consumers. 
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to enter the California market, Glacéau gave distribution rights to just one 
distributor. As a result, it was in this distributor’s interest to work closely with 
Glacéau to build the market. Eventually Coca-Cola purchased Glacéau; at that 
point Coke added many of its own distributors. Glacéau became a success by 
slowly building support from retailers and wholesalers, but many new products 
fail because the producer can’t find willing channel partners and doesn’t have 
the resources to handle direct distribution. 2  

 In the United States, the Census Bureau publishes detailed data concerning 
wholesalers and retailers, including breakdowns by kind of business, product 
line, and geographic territory. Similar information is available for many other 
countries. It can be very valuable in strategy planning—especially to learn 
whether potential channel members are serving a target market. You can also 
learn what sales volume current intermediaries are achieving. 

 Many business products are sold direct-to-customer. Alcan sells aluminum 
to General Motors direct. Woodward produces products like pumps and fuel 
nozzles that it sells directly to aircraft makers like Boeing, Airbus, and Gulf-
stream. This is understandable since in business markets there are fewer trans-
actions, orders are larger, and customers may be concentrated in one 
geographic area. Further, once relationships are established, e-commerce sys-
tems can efficiently handle orders. 

 Service firms often use direct channels. If the service must be produced in 
the presence of customers, there may be little need for intermediaries. An ac-
counting firm like PricewaterhouseCoopers, for example, must deal directly 
with its customers. 

 Firms that produce physical goods turn to channel specialists to help provide 
the services customers expect. GE may hope that its authorized appliance deal-
ers don’t get many repair calls, but the service is available when customers need 
it. Here the intermediary produces the service. 3  

 Common with business 
customers and services 

 Keurig and Nespresso are two companies that sell single-serve coffee and the equipment for brewing it. Keurig distributes 
most of its products through wholesalers and retailers, with some direct distribution via its website. Nespresso, on the other 
hand, distributes all of its products using a direct-to-consumer model. Utilizing Nespresso-owned channels, including a 
website, call center, and company- owned boutiques, Nespresso controls the whole marketing job. Both companies have been 
successful with these different channel systems.
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 Many companies that produce consumer products have websites where a 
 consumer can place a direct order. But for most consumer products this is still a 
small part of total sales. Most consumer products are sold through intermediaries. 

 Of course, some consumer products are sold direct to consumers where they 
live or work. Mary Kay and Avon cosmetics, Electrolux vacuum cleaners, Amway 
Global household products, and Tupperware are examples. These firms and 
many others are finding that this is a good way to crack open international mar-
kets ranging from India and China to Brazil and the U.K. Most of these firms 
rely on direct selling, which involves personal sales contact between a represen-
tative of the company and an individual consumer. However, most of these 
“salespeople” are  not  company employees. Rather, they usually work indepen-
dently and the companies that they sell for refer to them as  dealers, distributors, 
agents,  or some similar term. So in a strict technical sense, this is not really direct 
producer-to-consumer distribution. 4  

 Even though most consumer products are sold through intermediaries, an 
increasing number of firms rely on  direct marketing —direct communication be-
tween a seller and an individual customer using a promotion method other 
than face-to-face personal selling. Sometimes direct marketing promotion is 
coupled with direct distribution from a producer to consumers. 

 However, many firms that use direct marketing promotion distribute their 
products through intermediaries. For example, Logitech, which produces 
personal computer peripherals, uses e-mails to communicate directly with 
customers who purchase Logitech products through retailers. So the term 
direct marketing is primarily concerned with the Promotion area, not Place 
decisions. We’ll talk about direct marketing promotion in more detail in 
Chapter 13. 5  

 Even if a producer wants to handle the whole distribution job, sometimes it’s 
simply not possible. Customers often have established buying patterns. For ex-
ample, Square D, a producer of electrical supplies, might want to sell directly to 
electrical contractors. It can certainly set up a website for online orders or even 
open sales offices in key markets. But if contractors like to make all of their pur-
chases in one convenient stop—at a local electrical wholesaler—the only practical 
way to reach them is through a wholesaler. Similarly, most consumers prefer the 
convenience of picking up milk, bread, meat, fruit, and vegetables in a single 
shopping trip. So most producers of these food items don’t try to sell directly to 
consumers. 

 In general, consumers of household goods prefer to shop for certain prod-
ucts at specific places. Some consumers, for instance, see Sears as  the  place to 
shop for tires, so they’ll only buy the brands that Sears carries. This is one rea-
son most firms that produce consumer products rely so heavily on indirect 
channels (see Exhibit 2-6). 6  

 Direct distribution usually requires a significant investment in facilities, peo-
ple, and information technology. A company that has limited financial re-
sources or that wants to retain flexibility may want to avoid that investment by 
working with established intermediaries. 

 Intermediaries may further reduce a producer’s need for working capital by 
buying the producer’s output and carrying it in inventory until it’s sold. If cus-
tomers want a good “right now,” there must be inventory available to make the 
sale. And if customers are spread over a large area, it will probably be necessary 
to have widespread distribution. 

 Some wholesalers play a critical role by providing credit to customers at the 
end of the channel. A wholesaler who knows local customers can help reduce 
credit risks. As sales via the Internet grow, sellers are looking for faster and 
better ways to check the credit ratings of distant customers. It’s an unhappy 

 Some consumer 
products are sold direct 

 Don’t be confused by 
the term  direct 
marketing  

 When indirect channels 
are best 
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day when the marketing manager learns that a customer who was shipped 
goods based on an online order can’t pay the invoice. 

 The most important reason for using an indirect channel of distribution is 
that an intermediary can often help producers serve customer needs better and at 
lower cost. Marketing managers should carefully evaluate each target market’s 
needs and determine its customers’ willingness to pay. A firm should also under-
stand its capabilities and those of willing intermediaries. This will help the market-
ing manager determine whether to use intermediaries and, if so, which 
intermediaries would work best. 

 When a company serves multiple target markets, it may choose to sell 
 direct and through intermediaries. For example, a company like Autolite uses 
direct channels to sell its spark plugs to automakers like Ford. Yet it also sells 
to consumers through intermediaries like Pep Boys. Traditionally, most 
firms targeting consumers relied on indirect channels, but that is changing. 
For example, while Bose 
electronics, Under Ar-
mour athletic gear, and 
Samsonite luggage sell 
through retail outlets, 
each also sells directly 
through its own outlet 
stores and online at 
the company’s website. 

 Deciding whether to 
sell directly, indirectly, 
or both requires an un-
derstanding of discrep-
ancies and separations 
(introduced briefly in 
Chapter 1). Now we’ll 
go into more detail. 

   Channel Specialists May Reduce Discrepancies and Separations 

 The assortment and quantity of products customers want may be different from 
the assortment and quantity of products companies produce. Producers are of-
ten located far from their customers and may not know how best to reach them. 
Customers in turn may not know about their choices. Specialists develop to ad-
just these discrepancies and separations. 7  

 Specialists often help provide information to bring buyers and sellers to-
gether. For example, most consumers don’t know much about the wide variety 
of home and auto insurance policies available. A local independent insurance 
agent may help them decide which policy, and which insurance company, best 
fits their needs. 

 Intermediaries who are close to their customers are often able to anticipate 
customer needs and forecast demand more accurately. This information can 
help reduce inventory costs in the whole channel—and it may help the pro-
ducer smooth out production. 

 Most producers seek help from specialists when they first enter international 
markets. Specialists can provide crucial information about customer needs and 
insights into differences in the market environment. 

 Some firms use direct 
and indirect channels 

 Intermediaries may 
supply needed 
information 

Internet Exercise

 Under Armour sells directly to consumers and 
indirectly through intermediaries like Dick’s 
Sporting Goods. Go to Dick’s Sporting Good’s 
website ( www.dickssportinggoods.com ) and search 
for Under Armour. Find an Under Armour shirt and 
save that page. Then go to the Under Armour site 
( www.underarmour.com ) and search for the same 
item. Could you find it? If not, try to find a very 
similar item. Compare and contrast the promotion, 
pricing, and delivery charges between the two 
products and distribution channels. Why does Under 
Armour compete with one of its retailers? How do 
you think Dick’s Sporting Goods feels about Under 
Armour selling direct to consumers? 

 LO 10.3 
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  Discrepancy of quantity  means the difference between the quantity of prod-
ucts it is economical for a producer to make and the quantity final users or con-
sumers normally want. For example, most manufacturers of golf balls produce 
large quantities—perhaps 200,000 to 500,000 in a given time period. The aver-
age golfer, however, wants only a few balls at a time. Adjusting for this discrep-
ancy usually requires intermediaries—wholesalers and retailers. 

 Producers typically specialize by product—and therefore another discrep-
ancy develops.  Discrepancy of assortment  means the difference between the 
lines a typical producer makes and the assortment final consumers or users 
want. Most golfers, for example, need more than golf balls. They want golf 
shoes, gloves, clubs, a bag, and, of course, a golf course to play on. And they 
usually don’t want to shop for each item separately. So, again, there is a need for 
wholesalers and retailers to adjust these discrepancies. 

  Regrouping activities  adjust the quantities or assortments of products handled 
at each level in a channel of distribution. There are four regrouping activities: 
accumulating, bulk-breaking, sorting, and assorting. When one or more of 
these activities is needed, a marketing specialist may develop to fill this need. 

 Adjusting quantity discrepancies by accumulating and bulk-breaking 
  Accumulating  involves collecting products from many small producers. Much 

of the coffee that comes from Colombia is grown on small farms in the moun-
tains. Accumulating the small crops into larger quantities is a way of getting the 
lowest transporting rate and making it more convenient for distant food pro-
cessing companies to buy and handle it. Accumulating is especially important in 
less-developed countries and in other situations, like agricultural markets, 
where there are many small producers. 

 Accumulating is also important with professional services because they often 
involve the combined work of a number of individuals, each of whom is a spe-
cialized producer. A hospital makes it easier for patients by accumulating the 
services of a number of health care specialists, many of whom may not actually 
work for the hospital. 

 Many wholesalers and retailers who operate from Internet websites focus on 
accumulating. Specialized sites for everything from Chinese art to Dutch flower 
bulbs bring together the output of many producers. 

 Discrepancies of 
quantity and 
assortment 

 Channel specialists 
adjust discrepancies 
with regrouping 
activities 

 Because FedEx offers 
specialized services that 
facilitate exchange between 
producers and consumers, it 
helps to reduce discrepancies 
and separations. 
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Bulk-breaking  involves dividing larger quantities into smaller quantities as 
products get closer to the final market. The bulk-breaking may involve several 
levels in the channel. Wholesalers may sell smaller quantities to other wholesal-
ers or directly to retailers. Retailers continue breaking bulk as they sell individ-
ual items to their customers. 

 Adjusting assortment discrepancies by sorting and assorting 
 Different types of specialists adjust assortment discrepancies. They perform 

two types of regrouping activities: sorting and assorting. 
Sorting  means separating products into grades and qualities desired by differ-

ent target markets. For example, an investment firm might offer its customers 
shares in a mutual fund made up only of stocks for companies that pay regular 
dividends. Similarly, a wholesaler that specializes in serving convenience stores 
may focus on smaller packages of frequently used products. 

Assorting  means putting together a variety of products to give a target market 
what it wants. This usually is done by those closest to the final consumer or 
user—retailers or wholesalers who try to supply a wide assortment of products 
for the convenience of their customers. Thus, a wholesaler selling Yazoo tractors 
and mowers to golf courses might also carry Pennington grass seed and Scott 
fertilizer. 

 Many products, including music, television programs, movies, books, video 
games, and software, now exist in digital form. Distribution costs can be very 
low because there is often no physical good to distribute. Still, even without a 
physical form, distribution remains an important marketing strategy decision 
for firms with digital products. 

 Take video entertainment, for example. Traditionally, television programming 
allowed viewers to watch whatever happened to be on the few major networks at 
a particular time. But in today’s marketplace, an explosion of networks, channels, 
and programming make it impossible to keep up with all the choices. Even the 
variety of programming shown on a single network like ESPN or HBO is a lot for 
most viewers to absorb. As a result, online intermediaries like Hulu are coming 
on the scene. Hulu collects programming from television networks and movie 
studios and streams it over the Internet to smartphones, computers, and TV sets. 

 As a channel specialist, Hulu reduces discrepancies and separations between 
consumers (viewers of video content) and producers (primarily creators of tele-
vision programming and movies). Hulu matches the assortment and quantity of 
programming viewers want with the assortment and quantity of programming 
available. TV viewers face  discrepancies of quantity —there are millions of hours of 
television programming produced, but most viewers only need a couple hours 
or less at a time. Viewers also face  discrepancies of assortment;  for instance, a viewer 
may enjoy watching nature programs, but that type of program is shown on Dis-
covery Channel, National Geographic Channel, the Public Broadcasting Ser-
vice, and MSNBC. So Hulu performs  regrouping  activities to better satisfy viewer 
needs. For example, by bringing together programming from multiple net-
works, Hulu  accumulates  content; this makes it easier for consumers to visit one 
site where they can search and find the desired programming. Hulu does  bulk -
breaking;  it receives programming from networks in bulk—all the episodes of 
Family Guy,  for example—and then offers them for viewing one episode at a 
time. By providing its viewers with features that tag and rate programs, Hulu 
also performs a  sorting  activity. The tagging system combines with other catego-
ries developed by Hulu to create an  assorting  activity that helps consumers view 
collections of programs that match their interests. 8  

 As you can see from this short case, producers of digital products face many 
of the same challenges facing producers of physical goods. Keep that in mind as 
you consider the other topics in this chapter. 

 Bits and bytes need 
distribution, too 
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 Specialists develop to adjust separations and discrepancies if they need to be 
adjusted .  Sometimes spotting such a need creates an opportunity. For example, 
many office workers in big cities don’t have time to run out to a restaurant for 
lunch every day. The growth of food trucks in urban areas emerged as a new 
channel for some restaurants. 

 On the other hand, there is no point in having intermediaries just because 
that’s the way it’s always been done. Eliminating intermediaries might create 
other opportunities. Some manufacturers of business products now reach 
more customers in distant markets with a website than was previously possible 
for them to reach with independent manufacturers’ reps who sold on commis-
sion (but otherwise left distribution to the firm). The website cost advantage 
can translate to lower prices and a marketing mix that is a better value for some 
target segments. 9  

 Channel Relationship Must Be Managed 

 Intermediary specialists can help make a channel more efficient. But there may 
be problems getting the different firms in a channel to work together well. How 
well they work together depends on the type of relationship they have. This 
should be carefully considered since marketing managers usually have choices 
about what type of channel system to join or develop. 

 Ideally, all of the members of a channel system should have a shared  product-
market commitment —with all members focusing on the same target market at the 
end of the channel and sharing the various marketing functions in appropriate 
ways. When members of a channel do this, they are better able to compete ef-
fectively for the customer’s business. Unfortunately, many marketing managers 
overlook this idea because it’s not the way their firms have traditionally handled 
channel relationships. 

 In  traditional channel systems , the various channel members make little or no 
effort to cooperate with each other. They buy and sell from each other—and 
that’s the extent of their relationship. Each channel member does only what it 
considers to be in its own best interest. It doesn’t worry about other members 
of the channel. This is shortsighted, but it’s easy to see how it can happen. The 
objectives of the various channel members may be different. For example, 
Cooper Industries wants a wholesaler of electrical building supplies to sell 
 Cooper products. But a wholesaler who works with different producers may 
not care whose products get sold. The wholesaler just wants happy customers 
and a good profit margin. 10  

 Specialization can make a channel more efficient—but not if the specialists 
are so independent that the channel doesn’t work smoothly. Because members 
of traditional channel systems often have different objectives—and different 
ideas about how things should be done—conflict is common. 

 There are two basic types of conflict in channels of distribution.  Vertical con-
flicts  occur between firms at different levels in the channel of distribution. A 
vertical conflict may occur if a producer and a retailer disagree about how much 
promotion effort the retailer should give the producer’s product. For example, 
when GameStop started selling used video games, game publishers were con-
cerned the move would steal sales from new games. Not only would revenue 
from new games go down, but the game publishers would not earn any revenue 
on used game sales. 11  

  Horizontal conflicts  occur between firms at the same level in a distribution 
channel. For example, a bicycle store that keeps a complete line of bikes on 

 LO 10.4 

 Marketing manager 
must choose type of 
channel relationship 

 The whole channel 
should have a product-
market commitment 

 Traditional channel 
systems involve weak 
relationships 

 Conflict gets in the way 

 Adding or subtracting 
channels can add value 
and differentiate 
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display, has a knowledgeable sales staff, and lets customers take test rides 
isn’t happy to find out that an online store with little inventory and no sales-
people offers customers lower prices on the same models. The online re-
tailer gets a free ride from the competing store’s investments in inventory 
and sales staff. 

 Some level of conflict may be inevitable—or even useful if that is what it 
takes for customers at the end of the channel to receive better value. How-
ever, most marketing managers try to avoid conflicts that harm relationships 
with channel partners. To appease channel partners, manufacturers often try 
to serve different market segments through each channel. For example, con-
venience stores like 7-11 and membership stores like Costco both sell Coke—
but one offers it cold in individual servings and the other offers it warm and 
24 cans at a time. Each offers a different marketing mix to a different target 
market. 

 Other firms manage conflict by offering different products through each 
channel. Gibson stopped selling guitars on its website after complaints from 
its traditional retailers and distributors. On the other hand, Gibson’s website 
continued to sell a wide variety of accessories that most retailers did not want 
to stock. Another approach is to compensate participating channel mem-
bers. When Allstate began to sell insurance products online direct to con-
sumers, it mollified local agents by paying them a portion of their usual 
commission. In exchange, the agents provide personal service when local 
customers need it. 

 In general, treating channel partners fairly—even when one partner is 
more powerful—tends to build trust and reduce conflict. Trusting relation-
ships lead to greater cooperation in the channel. As a consequence, channel 
members are better able to satisfy the needs of target customers at the end of 
the channel. 12  

 While each channel system should act as a unit, some firms are in a better 
position to take the lead in the relationship and in coordinating the whole 
channel effort. This situation calls for a  channel captain —a manager who helps 
direct the activities of a whole channel and tries to avoid or solve channel 
conflicts. 

 Managing channel 
conflict 

 Channel captain can 
guide channel 
relationships 

 STIHL sells its high-
quality chain saws through 
8,000 independent STIHL 
dealers nationwide. These 
dealers provide product 
demonstrations, good advice, 
and expert on-site service. 
STIHL limits horizontal 
conflict by not selling  
through home-improvement 
warehouses that put more 
emphasis on price 
competition and less 
on service. 
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 For example, when Harley-Davidson wanted to expand sales of fashion acces-
sories, it was difficult for motorcycle dealers to devote enough space to all of the 
different styles. Harley considered selling the items directly from its own web-
site, but that would take sales away from dealers who were working hard to help 
Harley sell both cycles and fashions. So Harley’s president asked a group of 
dealers and Harley managers to work together to come up with a plan they all 
liked. The result was a website that sells Harley products through the dealer that 
is closest to the customer. 13  

 The concept of a single channel captain is logical. But most traditional chan-
nels don’t have a recognized captain. The various firms don’t act as a coordi-
nated system. Yet firms are interrelated, even if poorly, by their policies. So it 
makes sense to try to avoid channel conflicts by planning for channel relations. 
The channel captain arranges for the necessary functions to be performed in 
the most effective way. 14  

 Sometimes producers take the lead in channel relations. Typically this occurs 
when the producer is large, dominates a category, or wields a powerful brand 
name. In this case, intermediaries usually take a back seat and support the pro-
ducer. They often negotiate a situation that is profitable for both parties, but 
the producer usually has a stronger hand. 

 Exhibit 10-2A shows this type of producer-led channel system. Here the pro-
ducer has selected the target market and developed the Product, set the Price 

 Some producers lead 
their channels 

 Acting as channel captains in their respective channels, both Peterson and Electrolux are able to get cooperation from many 
independent wholesalers and retailers (as well as big chains like Lowe’s) because they develop marketing strategies that help 
the whole channel compete more effectively. This also helps everyone in the channel do a better job of meeting the needs of 
target customers at the end of the channel. 
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 The market for entertainment is changing rapidly—and 
Hollywood has responded with new channels of distribu-
tion. For a long time, movie studios carefully managed how 
their films proceeded through tightly controlled channels. 
Movies took years to trickle down from theaters to pre-
mium cable TV channels like HBO and eventually to net-
work television. This approach maximized the studios’ 
revenue from each channel—and kept channel conflict at a 
minimum. But those days are gone and movie studios are 
scrambling to get revenue faster from more channels of 
distribution. 

 Each new outlet for movies has provided more conve-
nience or a different consumer experience. In the late 
1970s, the first video stores started renting movies for $10 
a day. Studios also began selling movies. Disney’s animated 
classics were especially popular at first because kids would 
watch the same movie many times. However, sales did not 
really take off until prices dropped below $25. As sales 
grew, distribution became more intense and retailers like 
Walmart and Kmart were added to the mix. Blockbuster 
and other big rental chains also took off. Soon, Redbox 
vending machines appeared at the local McDonald’s 
 restaurant. 

 Now, if you don’t feel like driving to pick up a flick, your 
cable channel or satellite television provider probably 

 offers pay-per-view. Or, if you prefer, Netflix offers movie 
downloads or mails DVDs to your home that you can re-
turn whenever you want. Illegal channels have developed, 
too. Pirates often post movies on the Internet before 
they’re even available in theaters, and some consumers 
copy DVDs on home computers and pass them around. 
However, new movie download services that are legal are 
also coming online, and smaller digital file formats make 
movies portable with a video cell phone or laptop com-
puter. You may not care about portability if you’ve got your 
own comfy home theater setup. And brick-and-mortar the-
aters, the traditional channel, are fighting to get customers 
back with stadium seating, bar and table service, and giant 
IMAX screens. 

 Concerns about movie piracy eroding sales have 
prompted movie studios to speed up the timing of movie 
distribution across channels. But this also increases com-
petition and conflict across channels. Some studios are re-
leasing movies to theaters and on DVD at the same 
time—or skipping the theater channel altogether. 

 So where will you watch your next movie? At an IMAX 
theater, in your home theater, or on your cell phone in a 
seat on a train—you can decide. These changes give you 
the power to choose—and movie studios hope all these 
channels get more people watching more movies. 15  

 Can I download some popcorn with that movie? 

structure, invested in consumer and channel Promotion, and developed the 
Place setup. Intermediaries are then expected to finish the Promotion job in 
their respective places. Of course, in a retailer-dominated channel system, the 
marketing jobs would be handled in a different way. 

 Boar’s Head, maker of premium meat products sold at deli counters across 
the United States, is an example of a producer-led channel system. Boar’s Head 
gained this position by outspending its rivals on advertising and earning brand 
preference and brand insistence from consumers. Boar’s Head negotiates with 
retailers so that its signage dominates the deli department and it is often the 
only premium brand in the store. The brand commands a premium price. Pru-
dent marketing decisions help Boar’s Head maintain good margins. 

 Sometimes wholesalers or retailers take the lead. They are closer to the final 
user or consumer and are in an ideal position to assume the channel captain 
role. Intermediaries find that the ability to gather, analyze, and interpret big 
data that generates insights about their customers’ needs gives them unique 
insights. They can then seek out producers who can meet these needs with 
products at reasonable prices. Powerful retail chains like Walmart, Toys “R” Us, 
and Tesco now dominate the channel systems for many products in the United 
States, Asia, and Europe. In these situations the retailer often suggests new 

 Powerful retailers can 
lead channels 
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products suppliers should make and influence pricing. Exhibit 10-2B shows 
how marketing strategy might be handled in this sort of retailer-led channel 
system. 

 Sometimes these large retailers openly show their power to get the marketing 
mix they want. During a recent economic recession, the Belgian grocery chain 
Delhaize removed from its shelves about 300 Unilever products that it felt were 
priced too high. While no doubt harming the channel relationship, the grocer 
came across as a champion of the consumer and made its point with Unilever. 16  

 Vertical Marketing Systems Focus on Final Customers 

 Many marketing managers accept the view that a coordinated channel system can 
help everyone in the channel. These managers are moving their firms away from 
traditional channel systems and instead developing or joining vertical marketing 
systems.  Vertical marketing systems  are channel systems in which the whole channel 
focuses on the same target market at the end of the channel. Such systems make 
sense, and are growing, because if the final customer doesn’t buy the product, the 
whole channel suffers. There are three types of vertical marketing systems— 
corporate, administered, and contractual. Exhibit 10-3 summarizes some charac-
teristics of these systems and compares them with traditional systems. 

 Some corporations develop their own vertical marketing systems by internal ex-
pansion or by buying other firms, or both. With  corporate channel systems —
corporate ownership all along the channel—we might say the firm is going “direct.” 
But actually the firm may be handling manufacturing, wholesaling,  and   retailing—
so it’s more accurate to think of the firm as a vertical marketing system. 

 Corporate channel systems may develop by  vertical integration —acquiring 
firms at different levels of channel activity. For example, in England, most 

 LO 10.5 

 Corporate channel 
systems shorten 
channels 

Exhibit 10–2 How Channel Functions May Be Shifted and Shared 
in Different Channel Systems

Producer’s
part of
the job

Intermediary’s
part of
the job

Customers

Product Place

Price

Promotion

A. How strategy decisions are handled
in a producer-led channel

Product

PromotionPrice

Place

Retailer’s
part of
the job

Producer’s
part of
the job

B. How strategy decisions are handled
in a retailer-led channel

Customers
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of the quaint local pubs are now actually owned and operated by the large 
breweries. 

 Vertical integration has potential advantages—stable sources of supplies, bet-
ter control of distribution and quality, greater buying power, and lower execu-
tive overhead. Provided that the discrepancies of quantity and assortment are 
not too great at each level in a channel, vertical integration can be profitable. 
However, many managers have found that it’s hard to be really good at running 
manufacturing, wholesaling, and retailing businesses that are very different 
from each other. Instead, they try to be more efficient at what they do best and 
focus on ways to get cooperation in the channel for the other activities. 17  

 Firms can often gain the advantages of vertical integration without building 
a costly corporate channel. A manager can develop administered or contractual 
channel systems instead. In  administered channel systems , the channel members 
informally agree to cooperate with each other. They can agree to routinize or-
dering, share inventory and sales information over computer networks, stan-
dardize accounting, and coordinate promotion efforts. In  contractual channel 

systems , the channel members agree by contract to cooperate with each other. 
With both of these systems, the members retain some of the flexibility of a tradi-
tional channel system. 

 The opportunities to reduce costs and provide customers with superior value 
are growing in these systems because of help from information technology. For 
example, like many retailers, Costco has a system that it calls “vendor managed 
inventory” in which key suppliers take over responsibility for managing a set of 
products, often a whole product category. Costco uses this approach with 
 Kimberly-Clark (KC), the firm that makes Huggies disposable diapers. Every 
day, an analyst at KC’s headquarters reviews Costco’s online data that detail 
Huggies’ sales and inventory at every Costco store. If inventory is getting low, a 
new order is placed and shipping is scheduled. This system reduces buying and 
selling costs, inventory management, lost sales from inventory stock-outs, and 
consumer frustration when products aren’t available. Because KC does this job 
well, it makes more money and so does Costco. 18  

 Vertical systems in the consumer products area have a healthy majority of 
retail sales and should continue to increase their share in the future. Verti-
cal marketing systems are becoming the major competitive units in the U.S. 
distribution system—and they are growing rapidly in other parts of the world 
as well. 19  

 Administered and 
contractual systems may 
work well 

 Vertical marketing 
systems—dominant force 
in the marketplace 

Type of Channel

Vertical Marketing Systems

Characteristics Traditional Administered Contractual Corporate

Amount of 
cooperation

Little or none Some to good Fairly good to good Complete

Control 
maintained by

None Economic power 
and leadership

Contracts Ownership 
by one company

Examples Typical 
channel of 
“independents”

General Electric, 
Miller Beer, 
Scotts Miracle-
Gro

McDonald’s, Holiday Inn, 
Ace Hardware, Super 
Valu, Coca-Cola, 
Chevrolet

Florsheim Shoes, 
Sherwin-
Williams

Exhibit 10–3 Characteristics of Traditional and Vertical Marketing Systems
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 The Best Channel System Should 
Achieve Ideal Market Exposure 

 You may think that all marketing managers want their products to have maxi-
mum exposure to potential customers. This isn’t true. Some product classes re-
quire much less market exposure than others.  Ideal market exposure  makes a 
product available widely enough to satisfy target customers’ needs but not ex-
ceed them. Too much exposure only increases the total cost of marketing. 

  Intensive distribution  is selling a product through all responsible and suitable 
wholesalers or retailers who will stock or sell the product.  Selective distribution  
is selling through only those intermediaries who will give the product special 
attention.  Exclusive distribution  is selling through only one intermediary in a 
particular geographic area. For an overview, see Exhibit 10-4. As we move from 
intensive to exclusive distribution, we give up exposure in return for some other 
advantage—including, but not limited to, lower cost. 

 LO 10.6 

 Ideal exposure may be 
intensive, selective, or 
exclusive 

Level of Market Exposure

Intensive Selective Exclusive

Number of outlets Many Some—a few in each 
geographic area

Few—one per geographic 
area

Used when . . . Convenience products, 
business supplies, and 
higher sales volume offset 
higher distribution costs 

Widespread coverage 
is needed, but also 
special attention from 
intermediaries

Fewer customers so 
 support needed from 
intermediaries or when 
franchisees demand 
protected markets

Examples Coca-Cola, Wrigley’s 
chewing gum, Butterfin-
ger candy bars

Oakley sunglasses, Vera 
Bradley handbags, Good-
year tires 

Audi cars, Sub-Zero 
appliances, Piaget 
watches, Five Guys 
 restaurants

Exhibit 10–4 Comparing Levels of Market Exposure

 Starburst is a convenience product and is sold using intensive distribution. On the other hand, most members of Jaguar’s 
target market view the car as a heterogeneous shopping or specialty product—so the carmaker uses exclusive distribution. 
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 Intensive distribution is commonly needed for convenience products and busi-
ness supplies—such as laser printer   cartridges, ring binders, and copier paper—
used by all offices. Customers want such products nearby. For example, Rayovac 
batteries were not selling well even though their performance was very similar to 
other batteries. Part of that was due to heavier advertising for Duracell and Ener-
gizer. But consumers usually don’t go shopping for batteries. They’re purchased 
on impulse 83 percent of the time. To get a larger share of purchases, Rayovac 
had to be in more stores. It offered retailers a marketing mix with less advertising 
and a lower price. In three years, the brand moved from being available in 36,000 
stores to 82,000 stores—and that increase gave sales a big charge. 20  

 Selective distribution covers the broad area of market exposure between in-
tensive and exclusive distribution. It may be suitable for all categories of prod-
ucts. Only the better intermediaries are used here. Companies commonly use 
selective distribution to gain some of the advantages of exclusive distribution—
while still achieving fairly widespread market coverage. 

 A selective policy might be used to avoid selling to wholesalers or retailers 
that (1) place orders that are too small to justify making calls, (2) make too 
many returns or request too much service, (3) have a poor credit rating, or 
(4) are not in a position to do a satisfactory job. 

 Selective distribution is becoming more popular than intensive distribution as 
firms see that they don’t need 100 percent coverage of a market to support na-
tional advertising. Often the majority of sales come from relatively few  customers—
and the others buy too little compared to the cost of working with them. This is 
called the 80/20 rule—80 percent of a company’s sales often come from only 
20 percent of its customers  until it becomes more selective in choosing  customers.  

 Esprit—a producer of women’s clothing—was selling through about 4,000 de-
partment stores and specialty shops in the United States. But Esprit’s sales analy-
sis showed that sales in Esprit’s own stores were about four times better than sales 
in other outlets. Profits increased 
when Esprit cut back to about half as 
many outlets and opened more of its 
own stores and a website. 21  

 Selective distribution can produce 
greater profits not only for the pro-
ducer but for all channel members. 
Wholesalers and retailers are more 
willing to promote products aggres-
sively if they know they’re going to ob-
tain the majority of sales through 
their own efforts.   They may carry 
wider lines, do more promotion, and 
provide more service—all of which 
lead to more sales. 

 In the early part of the life cycle of a 
new unsought good, a producer may 
have to use selective distribution. Well-
known wholesalers and retailers may 
have the power to get such a product 
introduced, but sometimes on their 
own terms. That often means limiting 
the number of competing wholesalers 
and retailers. The producer may be 

 Intensive distribution—
sell it where they buy it 

 Selective distribution—
sell it where it sells best 

 Reduce costs and get 
better partners 

 Get special effort from 
channel members 

 Selective often moves 
to intensive as market 
grows 

 As demand for premium coffee increased, 
Dunkin’ Donuts took advantage of its brand 
reputation and the quality of its product to 
obtain distribution in supermarkets. 
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happy with such an arrangement at first but dislike it later when more retailers want 
to carry the product. 

 Exclusive distribution is just an extreme case of selective distribution—the firm 
selects only one wholesaler or retailer in each geographic area. Besides the vari-
ous   advantages of selective distribution, producers may want to use exclusive dis-
tribution to help control prices and the service offered in a channel. Franchisors 
like McDonald’s and 1-800-GOT-JUNK? offer franchisees exclusive territories. 

 Exclusive distribution is an area considered under U.S. antimonopoly laws. 
Courts currently focus on whether an exclusive distribution arrangement hurts 
competition. 

 Horizontal arrangements—among  competing  retailers, wholesalers, or 
 producers—to limit sales by customer or territory have consistently been ruled 
illegal by the U.S. Supreme Court. Courts consider such arrangements obvious 
collusion that reduces competition and harms customers. 

 The legality of vertical arrangements—between producers and intermediaries—
is not as clear-cut. A 1977 Supreme Court decision (involving Sylvania and the 
 distribution of TV sets) reversed an earlier ruling that it was always illegal to set up 
vertical relationships limiting territories or customers. Now courts can weigh the 
possible good effects against the possible restrictions on competition. They look at 
competition between whole channels rather than just focusing on competition at 
one level of distribution. 

 The Sylvania decision does not mean that all vertical arrangements are legal. 
Rather, it says that a firm has to be able to legally justify any exclusive arrangements. 

 Thus, firms should be extremely cautious about entering into  any  exclusive 
distribution arrangement. The courts can force a change in relationships that 
were expensive to develop. And even worse, the courts can award triple dam-
ages if they rule that competition has been hurt. 

 The same cautions apply to selective distribution. Here, however, less formal 
arrangements are typical—and the possible impact on competition is more 
 remote. It is now more acceptable to carefully select channel members when 
building a channel system. Refusing to sell to some intermediaries, however, 
should be part of a logical plan with long-term benefits to consumers. 22  

 Multichannel Distribution and Reverse Channels 
 Trying to achieve the desired degree of market exposure can lead to complex 
channels of distribution. Firms may need different channels to reach different 
segments of a broad product-market or to be sure they reach each segment at 
different stages of the purchase process. Sometimes this results in competition 
and conflict between different channels. Sometimes additional channels must 
be developed to return or recycle products. Let’s look closer at multichannel 
distribution and then reverse channels. 

 Consider the different channels used by a company that publishes computer 
books. See Exhibit 10-5. This publisher sells through a general book wholesaler 
that in turn sells to Internet book retailers and independent book retailers. The 
publisher might also sell through a computer supplies wholesaler that serves elec-
tronics superstores like Best Buy. It may also sell some of its best sellers through a 
large chain or even to consumers who order directly from its website. An Internet 
retailer might offer books in print and as e-book downloads. All these channels 
can cause problems, because different wholesalers and retailers want different 
 markups. It also increases competition, including price competition. And the 
 competition among different intermediaries may lead to conflicts between the 

 Exclusive distribution 
sometimes makes sense 

 Is limiting market 
exposure legal? It 
depends 

 LO 10.7 

 Many firms use more 
than one channel of 
distribution 
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 intermediaries and the publisher. Managers must consider the impact of conflict if 
they choose to increase market exposure by using more channels of distribution. 

Multichannel   distribution  occurs when a producer uses several competing chan-
nels to reach the same target market—perhaps using several intermediaries in ad-
dition to selling directly. Multichannel distribution is becoming more common. A 
single target market can buy a new Apple iPod at Apple’s website, an Apple store, 
an online retailer, or a physical store like Target or a college bookstore. For an-
other example, let’s look at Zynga, which started out distributing its online games 
Farmville and Words with Friends through Facebook. Now Zynga offers the games 
through applications that can be downloaded to personal computers, tablets, and 
mobile phones. A partnership with Hasbro will bring the games to toy stores. 

 Sometimes producers use multichannel distribution because their present 
channels do a poor job or fail to reach some potential customers. For example, 
Reebok International had been relying on local sporting goods stores to sell its 
shoes to high school and college athletic teams. But Reebok wasn’t getting 
much of the business. Sales jumped when it set up its own team-sales depart-
ment to sell directly to the schools. 23

 The main reason for the growth of multichannel distribution is that it re-
flects how many customers want to shop. Customers may find that different 
channels are more effective at different stages in the purchase process. When 
customers search for information, evaluate products, and make purchases in 
different channels, they are multichannel shopping. 

 If competition changes or customers’ Place requirements shift, the current 
channel system may not be effective. The changes required to serve customer needs 
may hurt one or more members of the channel. Ethical dilemmas in the channels 
area arise in situations like this—because not everyone in the channel can win. 

 For example, wholesalers and the independent retailers that they serve in a 
channel of distribution may trust a producer channel-captain to develop 
 marketing strategies that will work for the whole channel. However, the producer 

 Multichannel 
distribution is becoming 
more common 

 Ethical decisions may be 
required 

Publisher
of

computer
(specialty)

books

Final
consumers
(different
segments

may prefer
to buy from

different
channels)

Internet book retailers
(like Amazon)

Book store chains (like
Barnes & Noble)

Electronics superstore
chains (like Best Buy)

Independent book
retailers (like campus

bookstores)

Note: Channel members may target different market segments; however, in some
cases they may compete for the same customers. And the channels shown here
may also compete with channels for similar books by another publisher.

Direct sales from
publisher’s website

General book
wholesaler

(like Ingram)

Computer
supplies &
accessories
specialty

wholesaler

Exhibit 10–5  An Example of Different Channels of Distribution Used by a Publisher 
of Computer Books 
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may decide that consumers, and its own business, are best served by a change 
(say, dropping current wholesalers and selling directly to big retail chains). A 
move of this sort, if implemented immediately, may not give current wholesaler-
partners a chance to make adjustments of their own. The more dependent they 
are on the producer, the more severe the impact is likely to be. It’s not easy to 
determine the best or most ethical solution in these situations. However, market-
ing managers must think carefully about the consequences of Place strategy 
changes for other channel members. In channels, as in any business dealing, re-
lationships of trust must be treated with care. 24  

  The Guardian  is a British daily 
newspaper.  The Guardian  has 
adapted to changing 
consumer behavior with a 
multichannel distribution 
approach—using print, a 
website, and apps for tablet 
computers and cell phones—to 
deliver the news. The 
multichannel format offers 
new services for consumers 
who can interact with the 
news in real time and watch 
video. To highlight those 
benefits,  The Guardian  
created a short video that 
showed how  The Guardian 
 might cover the classic fairy 
tale, “The Three Little Pigs.” 
The entertaining video has an 
unexpected conclusion which 
you can see at http://youtu.
be/vDGrfhJH1P4. 

 Assume you are the sales manager for a small producer of hip-hop fashions. As you arrive 
at a trade show to promote your firm’s new line, your assistant pulls you aside to warn you 
that some of the owners of shops that usually carry your line are looking for you—and 
several are hopping mad. They’ve heard rumors that a big retail chain will be carrying your 
new line in all of its stores. In the past, your firm has distributed its fashions only through 
these small, “independent” retail shops, and they see the big chains as threats. Although 
you have had some negotiations with a buyer for the big retail chain, no deal has been 
reached yet. What will you say to the owners of the small shops, many of whom helped 
your firm get started and have always supported your marketing plans? If you are certain 
that most of these small retailers will  not  place any orders if they think the big chain will 
be carrying the same line, will you respond differently? Explain your thinking.  

 E
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 Most firms focus on getting products to their customers. But some marketing 
managers must also plan for reverse cha  n  nels —channels used to retrieve prod-
ucts that customers no longer want. The need for reverse channels may arise in 
a variety of different situations. Toy companies, automobile firms, drug compa-
nies, and others sometimes have to recall products because of safety problems. 
A firm that makes an error in completing an order may have to take returns. 

 Reverse channels are 
important too 
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If a ViewSonic computer monitor breaks while it’s still under warranty, someone 
needs to get it to the repair center. Soft-drink companies may need to recycle 
empty bottles. And, of course, consumers sometimes buy something in error 
and want to return it. This is common with online purchases where consumers 
can’t see, touch, or try the product  before purchasing it. 25  

Many firms have moved reluctantly to improve reverse channels—often doing 
so only when forced by new laws designed to help the environment. For example, 
some “take back” laws require manufacturers to recycle or reuse hazardous materi-
als or products at the end of their useful life—at no additional cost to the cus-
tomer. In Europe, automakers must take back and recycle or reuse 85 percent of 
any vehicle made after 2004, and the European Community’s Waste Electrical and 
Electronic Equipment (WEEE) Directive has firms taking back products like com-
puters and televisions. Similar laws are cropping up in the United States. 

 While reverse channels help the environment, many firms find them profit-
able, too. In rural China, for example, it’s cheaper for Coke to reuse glass bot-
tles than to rely on plastic packages or cans. Recycling has been even more 
 important to Xerox.  Customers responded well to Xerox’s offer to dispose of 
old copy machines with the purchase of new models. But in the first year of the 

program, Xerox saved $50  million by refurbishing 
and then reselling parts from the recycled models. 

 Reverse channels are also a way to give customers 
environmentally friendly choices. For example, new 
Ecoworx carpet tiles from Shaw Floors are manufac-
tured using recycled carpets. Shaw also promises that 
when the time comes it will pick up and recycle the 
tiles at no cost to the customer. To make it easy for the 
customer to follow up, Shaw’s telephone  number is on 
the back of each tile. Firms like Sony, Office Depot, 
and Best Buy are seen as green corporate citizens as 
well because they help consumers recycle electronics. 26

 New laws require 
reverse channels in 
some industries 

 Reverse channels—
sustainable and 
profitable 

 Internet Exercise 

 Some websites are willing to buy your used 
electronics components. Go to My Bone Yard ( www 

.myboneyard.com ) and Gazelle ( www.gazelle.com ) 
and enter information about your cell phone or other 
electronic product. What were you offered? Would 
you be interested in using this type of service? What 
concerns do you think phone makers Samsung or 
Apple might have? 

 Disposing of batteries in the 
trash can be harmful to the 
environment. So the Swiss 
government created 
INOBAT, an organization 
that promotes recycling with 
creative promotion and an 
easy return bag. 
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 When marketing managers don’t plan for reverse channels, the firm’s customers 
may be left to solve “their” problem. That usually doesn’t make sense. So a com-
plete plan for Place may need to consider an efficient way to return products—with 
policies that different channel members agree on. It may also require specialists 
who were not involved in getting the product to the consumer. But if that’s what it 
takes to satisfy customers, it should be part of  marketing strategy planning. 27  

 Entering International Markets 

 All of the strategy decisions for Place (see again Exhibit 10-1) apply whether a 
firm is just focused on its domestic market or is also trying to reach target cus-
tomers in international markets. However, marketing managers typically face 
differences in international markets that require additional choices. In the ex-
ternal market environment, culture and laws are almost always different from 
those with which the marketing manager is familiar. Developing countries with 
less stable economies and political environments involve more risk. So we’ll 
briefly discuss five basic ways to enter international markets. See Exhibit 10-6. As 
a rule, the approaches with greater risk and required investment offer the ben-
efit of greater control over the marketing mix used. 

 Some companies get into international marketing just by  exporting —selling 
some of what the firm produces to foreign markets. Some firms start exporting 
just to take advantage of excess capacity—or even to get rid of surplus inven-
tory. Some firms decide to change little if anything about the product, the label, 
or even the instructions. This explains why some early efforts at exporting are 
not very satisfactory. Other firms work closely with intermediaries who develop 
appropriate marketing mix changes and handle problems such as customs, im-
port and export taxes, shipping, exchange rates, and recruiting or working with 
wholesalers and retailers in the foreign country. 

  Licensing  means selling the right to use some process, trademark, patent, or 
other right for a fee or royalty. The licensee in the foreign market takes most of 
the risk, because it must make some initial investment to get started. The 
 licensee also does most of the marketing strategy planning for the markets it is 
licensed to serve. If good partners are available, this can be an effective way to 
enter a market. Gerber entered the Japanese baby food market this way, but 
exports to other countries. 

  Management contracting  means that the seller provides only management and 
marketing skills— others own the production and distribution facilities. Some 
mines and oil refineries are operated this way—and Hilton operates hotels all 
over the world for local owners using this method. This is another relatively low 

 Plan for reverse 
channels 

LO 10.8

 Exporting often 
comes first 

 Licensing is often an 
easy way 

 Management 
contracting sells 
know-how 

Exporting Licensing Management
contracting

Joint
venture

Direct 
investment

Generally increasing investment, risk, and control of marketing

Exhibit 10–6 Basic Approaches for Entering International Markets
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risk  approach to interna-
tional marketing. The 
low level of commitment 
to fixed facilities makes 
the approach attractive 
in developing nations or 
ones where the govern-
ment is less stable. 

 In a  joint venture  a do-
mestic firm enters into a 
partnership with a foreign 
firm. As with any partner-
ship, there can be honest 
disagreements over objec-
tives—for example, how 
much profit is desired and 
how fast it should be paid 
out—as well as operating 
policies. Where a close 
working relationship can be developed—perhaps based on one firm’s technical 
and marketing know-how and the foreign partner’s knowledge of the market and 
political connections—this approach can be very attractive to both parties. Typi-
cally the two partners must make significant investments and agree on the market-
ing strategy. Once a joint venture is formed, it can be difficult to end if things aren’t 
working out. American investment bank J.P. Morgan used this approach to enter 
China, where stiff regulations prohibited a foreign firm from owning a controlling 
share of a Chinese investment bank or money management firm. 

 When a foreign market looks really promising, a firm may want to take a bigger 
step with a direct investment.  Direct investment  means that a parent firm has a divi-
sion (or owns a separate subsidiary firm) in a foreign market. This gives the parent 
firm complete control of marketing strategy planning. Direct investment is a big 
commitment and usually entails greater risks. If a local market has economic or 
political problems, the firm cannot easily leave. On the other hand, by providing 
local jobs, a company builds a strong presence in a new market. This helps the 
firm develop a good reputation with the government and customers in the host 
country. And the firm does not have to share profits with a partner. 

 Direct investment also helps a firm learn more about a new market. For ex-
ample, U.S.-based quick-lube chain Grease Monkey entered the Chinese market 
by opening company-owned locations. It quickly discovered Chinese customers 
wanted a much broader range of services than was customary in the U.S. Grease 
Monkey added the services—and greater profits followed. 28  

 Joint venturing 
increases involvement 

Direct investment 
involves ownership

 Some firms tailor their websites to sell directly to export 
customers in foreign countries. Nike used this approach 
in Argentina. 

 In this chapter we discussed the role of Place in marketing 
strategy. Place decisions are especially important because 
they may be difficult and expensive to change. So marketing 
managers must make Place decisions very carefully. 

 We discussed how product classes and the product life 
cycle are related to Place objectives. This helps us deter-
mine how much a firm should rely on indirect channel 
 systems with intermediaries or direct systems. 

 Marketing specialists and channel systems develop to ad-
just discrepancies of quantity and assortment. Their regroup-
ing activities are basic in any economic system. And adjusting 
discrepancies provides opportunities for creative marketers. 

 Channels of distribution tend to work best when there 
is cooperation among the members of a channel—and 
conflict is avoided. So we discussed the importance 
of  planning channel systems and the role of a channel 

 CONCLUSION 
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captain. We stressed that channel systems compete with 
each other and that vertical marketing systems seem to 
be winning. 

 Channel planning also requires firms to decide on the 
degree of market exposure they want. The ideal level of 

exposure may be intensive, selective, or exclusive. We 
discussed the legal issues marketing managers must 
 consider in developing channel systems. Finally, we 
 examined different approaches for entering interna-
tional markets. 
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 KEY TERMS LO 10.9

 QUESTIONS AND PROBLEMS 
 1.  Review the Dell case at the beginning of the chapter and 

then discuss the competitive advantages that Barnes & 
Noble would have over a small bookshop. What advan-
tages does a small bookshop have? 

  2. Give two examples of service firms that work with other 
channel specialists to sell their products to final consum-
ers. What marketing functions is the specialist providing in 
each case? 

  3. Discuss some reasons why a firm that produces installa-
tions might use direct distribution in its domestic market 
but use intermediaries to reach overseas customers. 

  4. Explain discrepancies of quantity and assortment using 
the clothing business as an example. How does the 
 application of these concepts change when selling 
steel to the automobile industry? What impact does this 
have on the number and kinds of marketing specialists 
 required? 

  5. Explain the four regrouping activities with an example 
from the building supply industry (nails, paint, flooring, 
plumbing fixtures, etc.). Do you think that many specialists 
develop in this industry, or do producers handle the job 
themselves? What kinds of marketing channels would you 
expect to find in this industry, and what functions would 
various channel members provide? 

  6. Insurance agents are intermediaries who help other mem-
bers of the channel by providing information and handling 
the selling function. Does it make sense for an insurance 
agent to specialize and work exclusively with one insur-
ance provider? Why or why not? 

  7. Discuss the Place objectives and distribution arrange-
ments that are appropriate for the following products 
 (indicate any special assumptions you have to make to 
obtain an answer): 

 a.  A postal scale for products weighing up to 2 pounds. 
  b. Children’s toys: (1) radio-controlled model airplanes 

costing $80 or more, (2) small rubber balls. 
  c. Heavy-duty, rechargeable, battery-powered nut tight-

eners for factory production lines. 
  d. Fiberglass fabric used in making roofing shingles. 

  8. Give an example of a producer that uses two or more 
 different channels of distribution. Briefly discuss what 
problems this might cause. 

  9. Explain how a channel captain can help traditional inde-
pendent firms compete with a corporate (integrated) 
channel system. 

  10. Find an example of vertical integration within your city. 
Are there any particular advantages to this vertical inte-
gration? If so, what are they? If there are no advantages, 
how do you explain the integration? 

  11. What would happen if retailer-organized channels (either 
formally integrated or administered) dominated consumer 
products marketing? 

  12. How does the nature of the product relate to the degree 
of market exposure desired? 

  13. Why would intermediaries want to be exclusive distribu-
tors for a product? Why would producers want exclu-
sive distribution? Would intermediaries be equally 
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anxious to get exclusive distribution for any type of 
product? Why or why not? Explain with reference to the 
following products: candy bars, batteries, golf clubs, 
golf balls, steak knives, televisions, and industrial wood-
working machinery. 

  14. Explain the present legal status of exclusive distri bution. 
Describe a situation where exclusive distribution 
is   almost sure to be legal. Describe the nature and 
size  of competitors and the industry, as well as the 
 nature of  the exclusive arrangement. Would this 

 exclusive  arrangement be of any value to the producer 
or intermediary? 

  15. Discuss the promotion a new grocery products producer 
would need in order to develop appropriate channels and 
move products through those channels. Would the nature 
of this job change for a new producer of dresses? How 
about for a new, small producer of  installations? 

  16. Describe the advantages and disadvantages of the 
 approaches to international market entry discussed in 
this chapter. 

 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Marketing Strategy” section. 

  a. Why does Hillside sell its product directly instead of indirectly? 

  b. Hillside has a small selection of pet supplies that it sells to people who bring in their pets. What products does it resell at 
retail? What channel functions does it provide, and what channel functions are performed by its suppliers? 

 SUGGESTED CASES 
 13. AAA Office World     32. Lever Ltd. 
15. The Buckeye Group  34. Chess Aluminum Worldwide 
16. J&J Lumber  

 COMPUTER-AIDED PROBLEM 
 10. INTENSIVE VERSUS SELECTIVE DISTRIBUTION 

 Hydropump, Inc., produces and sells high-quality pumps to 
business customers. Its marketing research shows a growing mar-
ket for a similar type of pump aimed at final consumers—for use 
with Jacuzzi-style tubs in home remodeling jobs. Hydropump will 
have to develop new channels of distribution to reach this target 
market because most consumers rely on a retailer for advice 
about the combination of tub, pump, heater, and related plumb-
ing fixtures they need. Hydropump’s marketing manager, Robert 
Black, is trying to decide between intensive and selective distri-
bution. With intensive distribution, he would try to sell through 
all the plumbing supply, bathroom fixture, and hot-tub retailers 
who will carry the pump. He estimates that about 5,600 suitable 
retailers would be willing to carry a new pump. With selective 
distribution, he would focus on about 280 of the best hot-tub 
dealers (2 or 3 in the 100 largest metropolitan areas). 

 Intensive distribution would require Hydropump to do more 
mass selling—primarily advertising in home renovation maga-
zines—to help stimulate consumer familiarity with the brand 
and convince retailers that Hydropump equipment will sell. The 
price to the retailer might have to be lower too (to permit a big-
ger markup) so they will be motivated to sell Hydropump rather 
than some other brand offering a smaller markup. 

 With intensive distribution, each Hydropump sales rep could 
probably handle about 300 retailers effectively. With selective 
distribution, each sales rep could handle only about 70 retailers 

because more merchandising help would be necessary. Managing 
the smaller sales force and fewer retailers, with the selective 
 approach, would require less manager overhead cost. 

 Going to all suitable and available retailers would make 
the pump available through about 20 times as many retailers 
and have the potential of reaching more customers. However, 
many customers shop at more than one retailer before 
 making a final choice—so selective distribution would reach 
 almost as many potential customers. Further, if Hydropump 
is using selective distribution, it would get more in-store sales 
attention for its pump and a larger share of pump purchases 
at each retailer. 

 Black has decided to use a spreadsheet to analyze the ben-
efits and costs of intensive versus selective distribution. 

  a. Based on the initial spreadsheet, which approach seems to 
be the most sensible for Hydropump? Why? 

  b. A consultant points out that even selective distribution 
needs national promotion. If Black has to increase adver-
tising and spend a total of $100,000 on mass selling to be 
able to recruit the retailers he wants for selective distribu-
tion, would selective or intensive distribution be more 
profitable? 

  c. With intensive distribution, how large a share (percent) of 
the retailers’ total unit sales would Hydropump have to 
capture to sell enough pumps to earn $200,000 profit? 
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 Distribution Customer 
Service and Logistics 
 If you want a Coca-Cola, there’s usually one close by—no mat-
ter where you might be in the world. And that’s no accident. 
An executive for the best-known brand name in the world 
stated the goal simply: “Make Coca-Cola available within an 
arm’s reach of desire.” To achieve that objective, Coke works 
with many different channels of distribution. But that’s just 
the start. Think about what it takes for a bottle, can, or cup of 
Coke to be there whenever you’re thirsty. In warehouses and 
distribution centers, on trucks, in restaurants and sports 
 arenas, and thousands of other retail outlets, Coke handles, 
stores, and transports more than 400 billion servings of the 
soft drink a year. Getting all that product to consumers could 
be a logistical nightmare, but Coke does it effectively and at 
a low cost. 

 Fast information about what the market needs helps keep 
Coke’s distribution on target. Coke uses an Internet-based 
data system that links about one million retailers and other 
sellers to Coke and its bottlers. The system lets Coke bot-
tlers and retailers exchange orders, invoices, and pricing in-
formation online. Orders are processed instantly—so sales to 
consumers at the end of the channel aren’t lost because of 
stock-outs. Similarly, computer systems show Coke manag-
ers exactly what’s selling in each market; they can even esti-
mate the effects of seasonal changes and promotions as 
they plan inventories and deliveries. Coke products move 
efficiently through the channel. In Cincinnati, for example, 
Coke built the beverage industry’s first fully automated dis-
tribution center. And when Coke’s truck drivers get to the 
retail store, they knowingly stock the shelves with the cor-
rect mix of products. 

 Coke’s strategies in international markets rely on many of 
the same ideas. But the stage of market development varies 
in different countries, so Coke’s emphasis varies as well. To 
increase sales in France, for example, Coke installed thou-
sands of soft-drink coolers in French supermarkets. In Great 
Britain, Coke emphasizes multipacks because it wants to have 
more inventory at the point of consumption—in  consumers’ 
homes. In Japan, by contrast, Coke relies heavily on an army 
of truck drivers to constantly restock 1 million Coke vending 
machines, more per capita than anywhere else in the world. 

Japanese customers can even use their cell phone to buy a 
Coke from one of these vending machines. 

 In less developed areas, the focus may be on different 
challenges—especially if the limitations of the Place system 
can make Coke products hard to find or costly. In Africa, 
where per capita consumption of Coke products is one-tenth 
of that in the United States, Coca-Cola wants its products to 
be cold and available everywhere—even in the lowest income 
areas. So for example, in Kabira, a Kenyan slum, a local dis-
tributor uses three shipping containers as a portable ware-
house. Dirt and gravel roads make it easier to deliver by hand, 
so delivery personnel stack a couple dozen crates onto two 
wheel carts and fan out to 345 small shops delivering Coke, 
Fanta, and Stoney Ginger Beer. Deliveries might occur once 
or twice a day because the small shops hold so little inventory. 
Coke provides shops with plenty of “red”—Coke signage, 
 tablecloths, and refrigerated coolers. Returnable glass bottles 
help keep costs down and at prices of less than 25 cents (U.S.), 
Coke becomes a treat on hot days. 

Fortune  magazine recently put the spotlight on Coca-
Cola’s commitment to sustainability, and decisions in the 
logistics area can have big environmental effects. For 
 example, Coca-Cola helped develop vending machines that 
are HFC-free and 40 to 50 percent more energy efficient 
than conventional beverage equipment. Similarly, in the U.S. 
and Canada, Coca-Cola’s gas-electric hybrid delivery trucks 
cut emissions and fuel consumption by a third; in Uruguay, 
Coca-Cola’s Montevideo Refrescos subsidiary uses electric 
trucks for deliveries in congested urban areas. In spite of 
positive steps like these, Coca-Cola still faces some chal-
lenges concerning sustainability and logistics. For example, 
critics argue that in a society where there is already a safe 
supply of tap water it doesn’t make sense to bottle water 
(Coke’s brand is Dasani), transport it in trucks that consume 
fuel and contribute to pollution, and then add worry about 
how best to dispose of the empty bottles and bottle tops. 

 With a 70 percent market share, Coca-Cola dominates the 
fountain channel for soft drinks. Building on that strength, 
Coca-Cola developed an innovative self-serve fountain dis-
penser that delivers custom-flavored soft drinks to customers 
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 Physical Distribution Gets It to Customers 

Whenever Product includes a physical good, Place requires logistics decisions. 
Logistics  is the transporting, storing, and handling of goods in ways that match 
target customers’ needs with a firm’s marketing mix—both within individual 
firms and along a channel of distribution.  Physical distribution (PD)  is another 
common name for logistics. 

 There are many different combinations of logistics decisions. Each combina-
tion can result in a different level of distribution service and different costs. So 
companies must determine the best way to provide the level of distribution ser-
vice that customers want and are willing to pay for. We start this chapter by con-
sidering these critical logistics decisions. See Exhibit 11-1. Next, we describe the 
choice among different modes of transportation: Each has its own costs and 
benefits. We conclude with decisions about inventory and the use of distribu-
tion centers. 

 LO 11.1 

and big data to Coca-Cola managers. The Coca-Cola Free-
style allows customers to pour up to 125 different flavors of 
soda—how about Grape Sprite or Peach Diet Coke? Flavors 
can be mixed in an almost infinite number of combinations. 
Freestyle also gives something back to  Coca-Cola—lots of 
useful data. For example, Freestyle wirelessly communicates 
when any of the 30 flavor cartridges start to run low. It also 
uploads data to Coke’s head-
quarters showing which fla-
vors and combinations are 
most popular and how that 
varies by time of day and part 
of the country. Fast-food out-
lets and Coke’s marketing 
managers use these data to 
suggest when and where 
to launch new products and to 
guide promotion efforts. 

 Of course, Pepsi has long 
been a tough competitor and 
isn’t taking all of this sitting 
down. It has added more 
 non-cola products, developed 
creative advertising and so-
cial media-driven  promotion, 

and aggressively targeted international markets. Smaller 
players like Red Bull Energy Drink and Hansen’s Natural So-
das also compete for distributors’ attention and retail shelf 
space. Coke is pushing new products as well. Who wins cus-
tomers and profits in this broader competition will depend 
on overall marketing programs—but clearly Place has an 
 important role to play. 1  

 LEARNING OBJECTIVES 

 Choosing the right distribution channels is crucial in getting products to the target market’s 
Place. But, as the Coca-Cola case shows, that alone doesn’t ensure that products are placed 
“within an arm’s reach of desire”—when, where, in the quantities that customers want them, 
and at a price they’re willing to pay. In this chapter we discuss how marketing managers 
ensure that they also have physical distribution systems that meet their customers’ needs—
at both an acceptable service level and an affordable cost. 

 When you finish this chapter, you should be able to: 
  1 understand why logistics (physical distribution) is such an important part 

of Place and marketing strategy planning. 

  2 understand why the physical distribution customer service level is a key 
marketing strategy variable. 

  3 understand the physical distribution concept and why the coordination of 
storing, transporting, and related activities is so important. 

  4 see how firms can cooperate and share logistics activities that will provide 
added value to their customers. 

  5 know about the advantages and disadvantages of various transportation 
methods. 

  6 know how inventory and storage decisions affect marketing strategy. 

  7 understand the distribution center concept. 

  8 understand important new terms (shown in red). 
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 Logistics costs are very important to both companies and consumers. These 
costs vary from firm to firm and, from a macro-marketing perspective, from 
country to country. For some products, a company may spend half or more of 
its total marketing dollars on physical distribution activities. As lawmakers de-
bate the high cost of health care, logistics costs represent more than one-third 
the expense attached to hospital supplies. While this is down from about 
50  percent a few decades ago, there’s still room for improvement. 

 Differences in logistics costs across countries can be substantial. Developed 
economies in the United States and Europe spend about 9 to 15 percent of 
GDP on logistics-related costs—while in the developing economies of Latin 
America and Africa costs are 30 percent or more. Marketing managers must 
carefully consider these costs when entering new markets. 2

 Physical Distribution Customer Service

 From the beginning, we’ve emphasized that marketing strategy planning is based 
on meeting customers’ needs. Planning for logistics and Place is no exception. 
So let’s start by looking at logistics through a customer’s eyes. 

Customers don’t care how a product was moved or stored or what some chan-
nel member had to do to provide it. Rather, customers think in terms of the 

 LO 11.2 

 Customers want 
products, not excuses 

Exhibit 11–1 The Role of Logistics and Physical Distribution Customer Service in Marketing Strategy

Chapter 10
Place and Development of

Channel Systems

Chapter 11
Distribution Customer
Service and Logistics

Logistics customer service

 • What is logistics customer
     service?
 • Level to offer
 • Cost considerations
 • Using JIT and EDI to
     coordinate logistics

Transporting

 • Transportation modes
 • Benefits and limitations

Storing

 • Storage and strategy
     planning
 • lnventory costs
 • Storage facilities
 • Distribution centers

Chapter 12
Retailers, Wholesalers, and Their

Strategy Planning 

PLACE
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physical distribution  customer service level —how rapidly and dependably a firm 
can deliver what they, the customers, want. 

 What does this really mean? It means that Toyota wants to have enough wind-
shields delivered to make cars  that  day—not late so production stops  or  early so 
there are a lot of extras to move around or store. It means that business executives 
who rent cars from Hertz want them to be ready when they get off their planes. It 
means that when you order a blue shirt at the Lands’ End website you receive 
blue, not pink. It means you want your Tostitos to be whole when you buy a bag at 
the snack bar—not crushed into crumbs from rough handling in a warehouse. 

 PD is, and should be, a part of marketing that is “invisible” to most consumers. 
It only gets their attention when something goes wrong. At that point, it may be 
too late to do anything that will keep them happy. 

 In countries where physical distribution systems are inefficient, consumers 
face shortages of the products they need. By contrast, most consumers in the 
United States and Canada don’t think much about physical distribution. This 
probably means that these market-directed macro-marketing systems work 
pretty well—that a lot of individual marketing managers have made good deci-
sions in this area. But it doesn’t mean that the decisions are always clear-cut or 
simple. In fact, many trade-offs may be required. 

 Most customers would prefer very good service at a very low price. But that 
combination is hard to provide because it usually costs more to provide higher 
levels of service. So most physical distribution decisions involve trade-offs be-
tween costs, the customer service level, and sales. 

 If you want a new HP computer and the Best Buy store where you would like 
to buy it doesn’t have it on hand, you’re likely to buy it elsewhere; or if that 
model HP is hard to get, you might just switch to some other brand. Assuming 
your Best Buy store can locate the computer you desire at another Best Buy or 
in stock at HP’s factory, perhaps it could keep your business by guaranteeing 
two-day delivery to your home. This will cost the store manager some airfreight 
charges. In this case, the manager trades the savings of storing inventory for the 
extra cost of speedy delivery. Missing one sale may not seem that important, but 
it all adds up; consider, a few years ago a computer company lost over $500 million 
in sales because its computers weren’t available when and where customers 
were ready to buy them. 

 Exhibit 11-2 illustrates trade-off relationships like that highlighted in the HP 
example just mentioned. The exhibit shows costs on the vertical axis and 

 Physical distribution 
is invisible to most 
consumers 

Trade-offs of costs, 
service, and sales

The best shipping method for any given product is usually a balancing act between service and cost.
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 customer service level (measured as the percent of customers receiving delivery 
within one day) on the horizontal axis. Note the following: 

•  As service level increases (moving left to right), transportation costs (in blue) 
initially fall as the firm makes larger shipments—and then rise a bit as ship-
ments become more frequent. 

•  Inventory costs (black line) rise as the retailer carries more computers to 
meet any level of demand. 

•  Cost of lost sales (green line) initially falls because customers are not likely to 
buy a different product when the model they want is in stock. However, as 
customer service climbs to higher levels (mostly rising inventory carrying 
costs), the seller must raise prices to cover the higher service levels. This leads 
to some customers choosing alternatives—and raises the cost of lost sales. 

•  When all of the costs above are added together, the total costs (red line) fall 
as service level increases—but then rise. The optimum level of customer ser-
vice occurs where the total costs are minimized (X on the graph). 

 Exhibit 11-2 provides a starting point to discuss the trade-offs marketing 
managers must make. For instance, faster but more expensive transportation 
may reduce the need for a costly inventory of computers. However, if the target 
customers have even higher expectations, they will buy elsewhere and sales will 
be lost. Alternately, the seller may hope that a higher service level will attract 
more customers. But if the service level is higher than customers want or are 
willing to pay for, sales will be lost to competitors. 

 The trade-offs that must be made in the physical distribution area can be 
even more complicated. The approach demonstrated in Exhibit 11-2 focuses on 
the sale of a single item. But a customer dissatisfied by not finding the item she 
wanted may soon shop elsewhere—reducing the lifetime customer value. For 
example, a few years ago cost-cutting efforts at Walmart resulted in more empty 
shelves. If some of those disappointed Walmart customers decide to shop else-
where, losses will be far greater than the failure to sell particular items on a 
particular day or two. 

 Information technology can improve service levels and cut costs at the same 
time. Better information flows make it easier to coordinate activities, improve 
efficiency, and add value for the customer. 3

Exhibit 11–2 
Trade-Offs among 
Physical Distribution 
Costs, Customer Service 
Level, and Sales

C
os

t 
($

)

Customer service level
(percent of customers receiving purchase within

some time period—say one day)

*Note: Sales may be lost because of poor customer service or because
of the high price charged to pay for too high a customer service level.

Inventory cost

Transportation cost

0
90%0

Total cost

Cost of lost sales*
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 Physical Distribution Concept Focuses 
on the Whole Distribution System 

 The  physical distribution (PD) concept  says that all transporting, storing, and 
product-handling activities of a business and a whole channel system should be 
coordinated as one system that seeks to minimize the cost of distribution for a 
given customer service level. Both lower costs and better service help to increase 
customer value. This seems like common sense, but until recently most compa-
nies treated physical distribution functions as separate and unrelated activities. 

 Traditionally, responsibility for different logistics activities was spread among 
various departments in a firm—production, shipping, sales, warehousing, pur-
chasing, and others. No one person was responsible for coordinating storing 
and shipping decisions or customer service levels. It was even rarer for different 
firms in the channel to collaborate. Each just did its own thing. Unfortunately, 
in too many firms these old-fashioned ways persist—with a focus on individual 
functional activities rather than the whole physical distribution system. 4  

 With broader adoption of the physical distribution concept, this is changing. 
Firms work together to decide what aspects of service are most important to 
customers at the end of the channel. Then they focus on finding the least ex-
pensive way to achieve the target level of service. 

 Exhibit 11-3 shows a variety of factors that may influence the customer service 
level (at each level in the channel). The most important aspects of customer ser-
vice depend on target market needs. Xerox might focus on how long it takes to 
deliver copy machine repair parts once it receives an order. When a copier breaks 
down, customers want the repair “yesterday.” The service level might be stated as 
“we will deliver 90 percent of all emergency repair parts within 24 hours.” This 
might require that commonly needed parts be available on the service truck, that 
order processing be very fast, and that parts not available locally be sent by air-
freight. Obviously, supplying this service level will affect the total cost of the PD 
system. But it may also beat competitors. 

 Fast PD service can be critical for retailers that appeal to consumers who are 
eager to get a new product that is in hot demand—the latest movie release, 
bestselling book, or popular toy or video game. 

 Increasing service levels may also be very profitable in highly competitive situ-
ations where the firm has little else to differentiate its marketing mix. Marketing 
managers at Clorox, for example, must do everything they can to develop and 
keep strong partnerships with intermediaries. Many other firms sell products 
with precisely the same ingredients and are constantly trying to steal customers. 
Yet  Clorox’s high standards for customer service help it obtain a competitive 
advantage. For example, when the bleach buyer for a major retail chain went on 
 vacation, the chain’s central distribution center almost ran out of Clorox liquid 

 The physical distribution 
concept 

 LO 11.3 

 Decide what service 
level to offer 

• Advance information on delays

• Time needed to deliver an order

• Reliability in meeting delivery date

•  Complying with customer’s 
 instructions

• Defect-free deliveries

•  How needed adjustments are 
 handled

• Procedures for handling returns

•  Advance information on product 
 availability

• Time to enter and process orders

• Backorder procedures

• Where inventory is stored

• Accuracy in filling orders

•  Damage in shipping, storing, and 
 handling

• Online status information

Exhibit 11–3 
Examples of Factors that 
Affect PD Service Levels
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bleach. But  Clorox people identified 
the problem themselves— because of a 
computer system that allowed Clorox 
to access the chain’s inventory records 
and sales data for Clorox products. 
Clorox rearranged production to get a 
shipment out fast enough to prevent 
the chain, and Clorox, from losing 
sales. In the future when another 
bleach supplier tells buyers for the 
chain that “bleach is bleach,” they’ll 
remember the distribution service 
Clorox provides. 5  

In selecting a PD system, the  total 

cost approach  involves evaluating each 
possible PD system and identifying  all  
of the costs of each alternative. This 
approach uses the tools of cost ac-
counting and economics. Costs that 
otherwise might be ignored—like in-
ventory carrying costs—are consid-
ered. The possible costs of lost sales 
due to a lower customer service level 
may also be considered. 

 For example, Vegpro Kenya com-
pared different PD systems for shipping ready-to-eat fresh produce from fields 
in Kenya to grocery stores in major European cities. The analysis showed that 
the costs of airfreight transportation were significantly higher than using trucks 
and ships. But the firm also found that costs of spoilage and inventory could be 
much lower when airfreight is used. The faster airfreight-based PD system 
brought customers fresher produce at about the same total cost. So Vegpro 
cleans, chops, and packages vegetables in its 27,000 square-foot air-conditioned 
facility at the Nairobi airport—using low-cost African labor. And the next day, 
fresh beans, baby carrots, and other vegetables are on store shelves in Madrid, 
London, and Paris. 6  

 Coordinating Logistics Activities among Firms 

As a marketing manager develops the Place part of a strategy, it is important to 
decide how physical distribution functions can and should be divided within 
the channel. Who will store, handle, and transport the goods—and who will pay 
for these services? Who will coordinate all of the PD activities? 

 There is no right sharing arrangement. Physical distribution can be varied 
endlessly in a marketing mix and in a channel system. And competitors may 
share these functions in different ways—with different costs and results. 

How the PD functions are shared affects the other three Ps—especially Price. 
The sharing arrangement can also make (or break) a strategy. Consider Chan-
nel Master, a firm that wanted to take advantage of the growing market for the 
dishlike antennas used to receive TV signals from satellites. The product looked 
like it could be a big success, but the small company didn’t have the money to 
invest in a large inventory. So Channel Master decided to work only with whole-
salers who were willing to buy (and pay for) several units—to be used for dem-
onstrations and to ensure that buyers got immediate delivery. 

Find the lowest total cost 
for the right service level

 LO 11.4 

 Functions can be shifted 
and shared in the 
channel 

 How PD is shared 
affects the rest of a 
strategy 

Sauder tries to help customer firms do a 
better job of tracking the status of orders 
and making certain that products are where 
they are needed at the right time.

per61043_ch11_288-311.indd Page 295  18/12/13  11:48 AM user per61043_ch11_288-311.indd Page 295  18/12/13  11:48 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



296

 In the first few months Channel Master earned $2 million in revenues—just 
by providing inventory for the channel. And the wholesalers paid the interest 
cost of carrying inventory—over $300,000 the first year. Here the wholesalers 
helped share the risk of the new venture, but it was a good decision for them, 
too. They won many sales from a competing channel whose customers had to 
wait several months for delivery. And by getting off to a strong start, Channel 
Master became a market leader. 

 If firms in the channel do not plan and coordinate how they will share PD 
activities, PD is likely to be a source of conflict rather than a basis for competi-
tive advantage. Let’s consider this point by taking a closer look at just-in-time 
(JIT) delivery systems (which we introduced in Chapter 6). 

 A key advantage of JIT for business customers is that it reduces their PD 
costs—especially storing and handling costs. However, if the customer doesn’t 
have any backup inventory, there’s no security blanket if a supplier’s delivery 
truck gets stuck in traffic, there’s an error in what’s shipped, or there are any 
quality problems. Thus, a JIT system requires that a supplier have extremely 
high quality control in every PD activity. 

 A JIT system usually requires that a supplier respond to very short order lead 
times and the customer’s production schedule. Thus, e-commerce order sys-
tems and information sharing over computer networks are often required. JIT 
suppliers often locate their facilities close to important customers. Trucks may 
make smaller and more frequent deliveries—perhaps even several times a day. 

 A JIT system shifts greater responsibility for PD activities backward in the 
channel. If the supplier can be more efficient than the customer could be in 
controlling PD costs—and still provide the customer with the service level 
 required—this approach can work well for everyone in the channel. However, 
JIT is not always the best approach. It may be better for a supplier to produce 
and ship in larger, more economical quantities—if the savings offset the distri-
bution system’s total inventory and handling costs. 7  

 In our discussion, we have taken the point of view of a marketing manager. 
This focuses on how logistics should be coordinated to meet the needs of cus-
tomers at the end of the channel of distribution. Now, however, we should 
broaden the picture somewhat because the relationships within the distribution 
channel are sometimes part of a broader network of relationships in the  supply 

chain —the complete set of firms and facilities and logistics activities that are in-
volved in procuring materials, transforming them into intermediate or finished 
products, and distributing them to customers. 

 For example, Manitowoc is one of the world’s largest manufacturers of cranes. 
Its huge mobile cranes are used at construction sites all around the world. 

 Robert Ward, who is in 
charge of purchasing 
for Manitowoc, must 
ensure an unbroken 
flow of parts and mate-
rials so that Manitowoc 
can keep its promises 
to customers regarding 
crane delivery dates. 
This is difficult because 
each crane has compo-
nent parts from many 
suppliers around the 
globe. Further, any sup-
plier may be held up by 

 JIT requires a 
coordinated effort 

 Supply chain may involve 
even more firms 

Counterweights:
Poland & France

Boom: steel iron
source fabricated
in Belgium & U.S.

Cable: U.S.

Chasis: steel from
Sweden & Germany,
fabricated in Poland

Tires: France,
Japan & China

Steel rims:
Germany & China

Manitowoc
Mobile Crane

Cabs: Germany

Hook:
Netherlands
& Belgium
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Hurricanes, tsunamis, and earthquakes create immediate 
needs for emergency relief supplies. And the logistics in-
volved in delivering them include many of the same activi-
ties found in the physical delivery of other goods. However, 
in a disaster situation, life and death often hinge upon the 
speed with which food, water, and medical supplies can be 
delivered. Yet, when bridges, roads, and airports are 
 destroyed, local transportation can be complicated, if not 
impossible. And, even worse, there is no advance warning 
when or where aid will be needed. Imagine what it would be 
like for one business to be instantly ready to distribute mil-
lions of products to a target market that usually doesn’t 
 exist, moves around the world, and then without notice 
pops up somewhere with insatiable needs.

People in advanced societies have high expectations 
that help will be immediate when disaster strikes. Yet, it’s 
nearly impossible for relief agencies to meet those expec-
tations. Still, improved performance is on the way from 
both disaster relief agencies and private businesses, which 
have learned from recent efforts. For example, instead of 
stockpiling drugs, tents, and blankets, agencies are learn-
ing to rely on outsourcing. Agencies arrange open orders 
with suppliers who must be prepared to instantly ship sup-
plies whenever and wherever they are needed.

Organizations with logistics expertise also lend 
a helping hand. Immediately following disasters in 
all parts of the world, transportation giants like 

 FedEx, DHL, and China Southern Airlines have responded 
quickly with planes and trucks that facilitate delivery of 
needed supplies. Walmart and its Japanese Seiyu stores have 
responded more quickly than governmental organizations 
to disasters like Hurricane Katrina and Japan’s  Fukushima 
earthquake. The Fritz Institute analyzes past relief efforts 
and consults with agencies to help them better prepare for 
future responses.

When chaos hits, coordination of relief efforts is possi-
ble only if there is good information. Agencies need to 
know what supplies are available, where they’re located, 
what needs are greatest, and where and how quickly deliv-
eries can be made. Having one central communication 
hub—to collect and share this type of information—and IT 
systems specifically dedicated to the task are key. A new 
system called Suma allows relief workers to manage in-
coming donations, put them in the right storage places, 
and establish shipping priorities.

Other physical distribution solutions are decidedly low-
tech, but equally important. For example, boxes need to be 
color coded so it’s obvious which ones contain critical medical 
supplies and perishable food. And donated goods must be 
packed in cartons light enough to be carried manually in loca-
tions that have damaged roads and no power or equipment.8

Disaster relief is no logistics picnic

problems with its own suppliers. In one case,  Manitowoc’s German factory was 
having trouble getting key chassis parts from two suppliers in Poland. Ward 
traced the problem back to a  Scandinavian steel mill that was behind on 
 shipments to the  Polish firms.  Manitowoc buys a lot of steel and has a lot of 
 leverage with steel distributors, so Ward scoured  Europe for distributors who 
had extra inventory of steel plate. The steel he found was more expensive than 
buying the steel directly from the mill, but the mill couldn’t keep supplies flow-

ing and the distributors could. By helping to coordi-
nate the whole supply chain, Manitowoc was able to 
keep its promises and deliver cranes to its customers 
on schedule. 9

 Ideally, all of the firms in the supply chain 
should work together to meet the needs of the cus-
tomer at the very end of the chain. That way, at 
each link along the chain the shifting and sharing 
of logistics functions and costs are handled to 
 result in the most value for the final customer. 
This makes a supply chain more efficient and 
 effective—giving it a competitive advantage against 
other  supply chains competing to serve the same 
target market. 10

Internet Exercise

“Sourcemap” is an online site that tells people where 
things originate. The founder of the site made a map 
that shows the supply chain for a laptop computer. 
Go to https://sourcemap.com/view/744. Look through 
this map to see the sources of supplies and production. 
Note the color coding of upstream and downstream 
nodes and how the supplies travel the globe. How can 
a laptop maker keep costs low with such an extensive 
supply chain? What kinds of challenges does this 
create for a supply chain manager?
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 Coordinating all of the elements of PD has always been a challenge—even in 
a single firm. Trying to coordinate orders, inventory, and transportation through-
out the whole supply chain is even tougher. But information shared over the In-
ternet and at websites has been important in finding solutions to these 
challenges. Physical distribution decisions will continue to improve as more 
firms are able to have their computers “talk to each other” directly and as web-
sites help managers get access to up-to-date information whenever they need it. 

 Until recently, differences in computer systems from one firm to another 
hampered the flow of information. Many firms attacked this problem by adopt-
ing  electronic data interchange (EDI) —an approach that puts information in a 
standardized format easily shared between different computer systems. In many 
firms, purchase orders, shipping reports, and other paper documents were 
 replaced with computerized EDI. With EDI, a customer transmits its order 
 information directly to the supplier’s computer. The supplier’s computer 
 immediately processes the order and schedules production,  order assembly, 
and transportation. Inventory information is automatically  updated, and status 
reports are available instantly. The supplier might then use EDI to send the up-
dated information to the transportation provider’s computer. In fact, most in-
ternational transportation firms rely on EDI links with their customers. 11  

 Improved information flow and better coordination of PD activities is a key 
reason for the success of Pepperidge Farm’s line of premium cookies. Most of 
the company’s delivery truck drivers use handheld computers to record the in-
ventory at each stop along their routes. They use a wireless Internet connection 
to instantly transmit the information into a computer at the bakeries, and cook-
ies in short supply are produced. The right assortment of fresh cookies is quickly 
shipped to local markets, and delivery trucks are loaded with what retailers 
need that day. Pepperidge Farm moves cookies from its bakeries to store shelves 
in about three days; most cookie producers take about 10 days. That means 
fresher cookies for consumers and helps to support Pepperidge Farm’s high-
quality positioning and premium price. 12  

 Some ethical issues that arise in the PD area concern communications about 
product availability. For example, some critics say that Internet sellers too often 

 Better information helps 
coordinate PD 

 Electronic data 
interchange sets a 
standard 

 Ethical issues may arise 

Companies like Marsh and 
IBM provide consulting 
services and software to help 
firms manage complex supply 
chains.

What if your supply chain saw
what you needed before you did?

Smarter business for a Smarter Planet:

On a smarter planet, it’s possible to build a very different kind of supply chain. One that looks at the real-time 
data of the millions of customers and thousands of vendors it touches and acts on that knowledge — sensing, 
anticipating, even preempting. If a product is recalled, the supply chain knows and you’re able to restock those 
shelves with new inventory. If a container en route to a partner is missing a part, the supply chain prompts a 
new shipment before operations are interrupted. If customers prefer red over yellow, the supply chain tells you 
to order more red and less yellow. IBM is helping companies all over the world build smarter, more self-aware 
supply chains. A smarter business needs smarter thinking. Let’s build a smarter planet. ibm.com/supplychain
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take orders for products that are not available or which they cannot deliver as 
quickly as customers expect. Yet a marketing manager can’t always know precisely 
how long it will take before a product will be available. It doesn’t make sense for 
the marketer to lose a customer if it appears that he or she can satisfy the cus-
tomer’s needs. But the customer may be inconvenienced or face added cost if the 
marketer’s best guess isn’t accurate. Similarly, some critics say that stores too often 
run out of products that they promote to attract consumers to the store. Yet it may 
not be possible for the marketer to predict demand or to know when placing an 
ad that deliveries won’t arrive. Different people have different views about how a 
firm should handle such situations. Some retailers just offer rain checks. 

Many major firms, ranging from Nike and Starbucks to Walmart and IKEA, have been 
criticized for selling products from overseas suppliers whose workers toil in bad condi-
tions for long hours and at low pay. Defenders of the companies point out that overseas 
sourcing provides jobs that are better than what workers would have without it. Critics 
think that companies that sell products in wealthy countries have a social responsibility to 
see that suppliers in less-developed nations pay a fair wage and provide healthy working 
conditions. What do you think? Should U.S. firms be required to monitor the employment 
practices of suppliers in their supply chains? Should all suppliers be held to Western legal 
or moral standards? What solutions or compromises might be offered?13E
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The cost of transportation adds little to the total cost of products like pharmaceutical drugs, which are already expensive 
relative to their size and weight. On the other hand, transporting costs can be a large part of the total cost for heavy 
products that are low in value, like sheet aluminum.

 The Transporting Function Adds 
Value to a Marketing Strategy 

Transporting  is the marketing function of moving goods. Transportation makes 
products available when and where they need to be—at a cost. But the cost is 
less than the value added to products by moving them or there is little reason to 
ship in the first place. 

 Transporting can help achieve economies of scale in production. If produc-
tion costs can be reduced by producing larger quantities in one location, these 
savings may more than offset the added cost of transporting the finished prod-
ucts to customers. Without low-cost transportation, both within countries and 
internationally, there would be no mass distribution as we know it today. 

 Transporting aids 
economic development 
and exchange 

 LO 11.5 
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Exhibit 11–4 Transporting 
Costs as a Percent of 
Selling Price for Different 
Products

55%

42%

38%

20%

8%

6%

4%

3%

1%

Sand and gravel

Bituminous coal

Cabbage

Iron ore

Manufactured food

Chemicals and plastics

Factory machinery

Electronic equipment

Pharmaceuticals

Products Cost of transporting as percent of selling price

 Transporting costs limit the target markets a marketing manager can serve. 
Shipping costs increase delivered cost—and that’s what really interests customers. 
Transport costs add little to the cost of products that are already valuable relative 
to their size and weight. A case of medicine, for example, might be shipped to a 
drugstore at low cost. But transporting costs can be a large part of the total cost 
for heavy products of low value—like many minerals and raw materials. You can 
imagine that shipping a massive roll of aluminum to a producer of soft-drink cans 
is an expensive proposition. Exhibit 11-4 shows transporting costs as a percent of 
total sales dollars for several products. 14  

 Government often plays an important role in the development of a country’s 
transportation system, including its roads, harbors, railroads, and airports. And 
different countries regulate transportation differently, although regulation has 
in general been decreasing. 

 As regulations decreased in the United States, competition in the transporta-
tion industry increased. As a result, a marketing manager generally has many 
carriers in one or more modes competing for the firm’s transporting business. 
Or a firm can do its own transporting. So knowing about the different modes 
is important. 15  

 Which Transporting Alternative Is Best? 

 The transporting function should fit into the whole marketing strategy. But 
picking the best transporting alternative depends on the product, other 
physical distribution decisions, and what service level the company wants to 
offer. The best alternative should provide the level of service (for example, 
speed and dependability) required at as low a cost as possible. Exhibit 11-5 
shows that different modes of transportation have different strengths and 
weaknesses. Low  transporting cost is  not  the only criterion for selecting the 
best mode. 16  

 Railroads are still the workhorse of the U.S. transportation system. They carry 
more freight over more miles than any other mode. However, they account for less 
than 10 percent of transport revenues. They carry heavy and bulky goods—such as 
coal, steel, and chemicals—over long distances at relatively low cost. Because rail-
road freight usually moves more slowly than truck shipments, it is not as well suited 
for perishable items or those in urgent demand. Railroads are most efficient at 

 Transporting can be 
costly 

 Governments may 
influence transportation 

 Railroads—large loads 
moved at low cost 

Transporting function 
must fit the whole 
strategy
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handling full carloads of goods. Less-than-carload (LCL) shipments take a lot of 
handling, which means they usually move more slowly and at a higher price per 
pound than carload shipments. 17  

 The flexibility and speed of trucks make them better at moving small quanti-
ties of goods for shorter distances. They can travel on almost any road. They go 
where the rails can’t. They are also reliable in meeting delivery schedules, which 
is an  essential requirement for logistics systems that provide rapid replenish-
ment of inventory after a sale. In combination these factors explain why at least 
75 percent of U.S. consumer products travel at least part of the way from pro-
ducer to consumer by 
truck. And in coun-
tries with good high-
way systems, trucks can 
give extremely fast ser-
vice. Trucks compete 
for high-value items. 
Trucks are essential for 
firms that deliver to 
people’s homes—the 
so-called “last mile” for 
e-commerce. They will 
become even more 
critical as online sales 
and same-day delivery 
become important 
parts of some retailers’ 
marketing strategies. 18  

Water transportation is the slowest shipping mode, but it is usually the lowest-
cost way of shipping heavy freight. Water transportation is very important for 
international shipments and often the only practical approach. This explains 
why port cities like  Boston, New York City, Rotterdam, Osaka, and Singapore 
are important centers for international trade. 

 Inland waterways (such as the Mississippi River and Great Lakes in the United 
States and the Rhine and Danube in Europe) are also important, especially for 
bulky, nonperishable products such as iron ore, grain, and gravel. However, when 
winter ice closes freshwater harbors, alternate transportation must be used. 

Trucks are more 
expensive, but flexible 
and essential

 Ship it overseas, 
but slowly 

 Inland waterways are 
important too 

Exhibit 11–5 Benefits and Limitations of Different Transport Modes

Transporting Features

Mode Cost

Delivery 

Speed

Number of 

Locations 

Served

Ability to 

Handle a 

Variety of Goods

Frequency of 

Scheduled 

Shipments

Dependability 

in Meeting 

Schedules

Truck High Fast Very extensive High High High

Rail Medium Average Extensive High Low Medium

Water Very low Very slow Limited Very high Very low Medium

Air Very high Very fast Extensive Limited High High

Pipeline Low Slow Very limited Very limited Medium High

Low labor costs in developing countries can make transportation 
costs relatively low—especially for short distances. In Egypt 
one-third of McDonald’s sales involve delivery.
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Pipelines are used pri-
marily to move oil and 
natural gas. So pipelines 
are important both in 
the oil-producing and 
oil-consuming countries. 
Only a few major cities 
in the United States, 
Canada, Mexico, and 
Latin America are more 
than 200 miles from a 
major pipeline system. 
However, the majority 
of  the pipelines in the 
United States are located 
in the Southwest, con-
necting oil fields and 
 refineries. 

 The most expensive 
cargo transporting mode 
is airplane—but it is fast! Airfreight rates are on average three times higher than 
trucking rates—but the greater speed may offset the added cost. 

 High-value, low-weight goods—like high-fashion clothing and parts for the 
electronics industry—are often shipped by air. Perishable products that previ-
ously could not be shipped are now being flown across continents and oceans. 
Flowers and bulbs from Holland, for example, now are jet-flown to points all 
over the world. And airfreight has become very important for small emergency 
deliveries, like repair parts. 

Using planes may reduce the cost of packing, unpacking, and preparing goods 
for sale and may help a firm reduce inventory costs by eliminating outlying ware-
houses. Valuable benefits of airfreight’s speed are less spoilage, theft, and damage. 
Although the  transporting  cost of air shipments may be higher, the  total  cost of dis-
tribution may be lower. As more firms realize this, airfreight firms—like DHL 
Worldwide Express, FedEx, and Emery Air Freight—have enjoyed rapid growth. 19  

 Products often move by several different modes and carriers during their 
journey. This is especially common for international shipments. Japanese firms, 
like Sony, ship stereos to the United States, Canada, and Europe by boat. When 
they arrive at the dock, they are loaded on trains and sent across the country. 
Then the units are deliv-
ered to a wholesaler by 
truck or rail. 

 To better coordinate 
the flow of products be-
tween modes, transporta-
tion companies like CSX 
offer customers a complete 
choice of different trans-
portation modes. Then 
CSX, not the customer, 
 figures out the best and 
lowest-cost way to shift and 
share transporting func-
tions between the modes. 20  

 Pipelines move oil 
and gas 

 Airfreight is expensive, 
but fast and growing 

 But airplanes may cut 
the total cost of 
distribution 

 Put it in a container—and 
move between modes 
easily 

Internet Exercise

Shipping by sea can be a less costly mode of 
transportation. But with more than 100 carriers 
operating ships, it can be difficult to get a handle 
on all the options. OceanSchedules.com (www

.oceanschedules.com) aims to change this. Go to the 
website and do a “port to port” search, with “Hong 
Kong” as the origin and “Vancouver, British Columbia” 
as the destination. Next select “by departure” and 
enter today’s date and two weeks out. Finally, click 
“Get Schedules.” How many different boats could take 
your shipment? Now change the longest transit time to 
four weeks and note the difference that makes in the 
number of available boats. What happens if you 
change the arrival date? How could this website be 
useful to a company shipping light fixtures from 
Hong Kong to Canada?
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 Loading and unloading goods several times used to be a real problem. Parts of 
a shipment would become separated, damaged, or even stolen. And handling the 
goods, perhaps many times, raised costs and slowed delivery. Many of these prob-
lems are reduced with  containerization —grouping individual items into an eco-
nomical shipping quantity and sealing them in protective containers for transit to 
the final destination. This protects the products and simplifies handling during 
shipping. Some containers are as large as truck bodies. 

Piggyback service  means loading truck trailers—or flatbed trailers carrying 
containers—on railcars to provide both speed and flexibility. Railroads now pick 
up truck trailers at the producer’s location, load them onto specially designed 
rail flatcars, and haul them as close to the customer as rail lines run. The trailers 
are then hooked up to a truck tractor and delivered to the buyer’s door. Similar 
services are offered on oceangoing ships—allowing door-to-door service be-
tween cities around the world. 

Transportation choices are usually not so good in developing countries. 
Roads are often poor, rail systems may be limited, and ports may be undevel-
oped. Local firms that specialize in logistics services may not exist at all. Even so, 
firms that are willing to invest the effort can reap benefits and help their cus-
tomers overcome the effects of these problems. 

 Metro AG, a firm based in Germany that has opened wholesale facilities in 
Bangalore and several other major cities in India, illustrates this point. Metro 
focuses on selling food products and other supplies to the thousands of restau-
rants, hotels, and other small businesses in the markets it serves. When Metro 
started in India, 40 percent of the fruits and vegetables it purchased from farm-
ers were spoiled, damaged, or lost by the time they got to Metro. These prob-
lems piled up because the produce traveled from the fields over rough roads 
and was handled by as many as seven intermediaries along the way. To over-
come these problems, Metro gave farmers crates to protect freshly picked crops 
from damage and to keep them away from dirt and bacteria that would shorten 
their shelf life. Further, crates were loaded and unloaded only once because 
Metro bought its own refrigerated trucks—to pick up produce and bring it di-
rectly to its outlets. Metro used the same ideas to speed fresh seafood from 
fishermen’s boats. Many of Metro’s restaurant customers previously bought 
what they needed from a variety of small suppliers, many of whom would run 
out of stock. Now the restaurant owners save time and money with one-stop 
shopping at Metro. Metro is growing fast in India because it has quality prod-
ucts that are in stock when they’re needed, and it’s bringing down food costs for 
its customers. 21  

Marketing managers must be sensitive to the environmental effects of trans-
portation decisions. Trucks, trains, airplanes, and ships contribute to air pollu-
tion and global warming; estimates suggest that on average more than half of a 
firm’s total carbon emissions come from transportation. There are other prob-
lems as well. For example, a damaged pipeline or oil tanker can spew thousands 
of gallons of oil before it can be repaired. 

 Many firms are taking steps to reduce such problems. FedEx and UPS are 
revamping their fleets to use more electric and alternative fuel vehicles. Rail is 
usually the cleanest way to move land freight a long distance, but General 
 Electric’s recently introduced Evolution locomotives have 5 percent better fuel 
economy and 40 percent lower emissions compared to previous models. GE is 
already working on a hybrid locomotive that will improve fuel economy another 
10 percent. Truck manufacturers are also working to improve fuel efficiency 
and environmental impact. Peterbilt and International are among firms work-
ing to build diesel-hybrid 18-wheelers. The U.S. government supports these 

 Piggyback—a ride on 
two or more modes 

 Transportation in 
developing countries 
can cost more 

 Transportation choices 
have environmental 
costs too 
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 initiatives through the Environmental Protection Agency’s SmartWay program 
(www.epa.gov/smartway/). It helps freight carriers, shippers, and logistics com-
panies improve fuel efficiency and reduce environmental impact. Both trucking 
and railroad firms have procedures to ensure that transporting toxic cargo is 
safer. Today the public  expects  companies to manufacture, transport, sell, and 
dispose of products in an environmentally sound manner. 22  

 Transportation companies routinely place sensors on trucks and train cars 
to monitor their movement. These sensors generate a lot of data. Managers 
use this to identify opportunities to more effectively manage the economic 
and environmental costs of transportation. For example, UPS uses global po-
sitioning data to learn and recommend routes for its drivers—routes that 
maximize service and minimize fuel consumption. Trucking company U.S. 
Xpress monitors the location and driving behavior of each of its 10,000 trucks; 
it knows how many times a driver brakes hard, whether he sends a text mes-
sage to a customer to let him know he’s running late, and how long he takes 
for each rest stop. U.S. Xpress uses these data to show drivers how to improve 
service and save fuel. For instance, when a U.S. Xpress driver gets a 10-hour 
break, air conditioning lowers the cab temperature to 70 degrees for the first 
two hours, before kicking up to 78 degrees. This move alone saved the com-
pany $24 million in one year and also lowered U.S. Xpress’s environmental 
impact. 23  

 The Storing Function and Marketing Strategy 

  Storing  is the marketing function of holding goods so they’re available when 
they’re needed.  Inventory  is the amount of goods being stored. 

 Storing is necessary when production of goods doesn’t match consumption. 
This is common with mass production. Nippon Steel, for example, might pro-
duce thousands of steel bars of one size before changing the machines to pro-
duce another size. It’s often cheaper to produce large quantities of one size, 
and store the unsold quantity, than to have shorter production runs. Thus, stor-
ing goods allows the producer to achieve economies of scale in production. 

 Transportation analytics 
aid the environment and 
lower costs 

 Store it and smooth out 
sales and increase 
profits and consumer 
satisfaction 

 LO 11.6 

When Metro set up its 
cash-and-carry wholesale 
operations in India, it could 
not rely on the same logistics 
systems it used in Germany. 
Rather, Metro had to create 
its own fleet of refrigerated 
trucks to pick up produce 
directly from farmers. 
However, this reduced 
stock-outs and helped Metro 
offer customers better-quality 
produce at lower prices.
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 Storing allows producers and intermediaries to keep stocks at convenient loca-
tions, ready to meet customers’ needs. In fact, storing is one of the major activities 
of some intermediaries. 

 Most channel members provide the storing function for some length of 
time. Even final consumers store some things for their future needs. Which 
channel members store the product, and for how long, affects the behavior of 
all channel members. For example, the producer of Snapper lawn mowers tries 
to get wholesalers to inventory a wide selection of its machines. That way, re-
tailers can carry smaller inventories since they can be sure of dependable local 
supplies from wholesalers. And the retailers might decide to sell Snapper—
rather than Toro or some other brand that they would have to store at their 
own expense. 

 If consumers “store” the product, more of it may be used or consumed. That’s 
why Breyer’s likes customers to buy its half-gallon packages. The “inventory” is 
right there in the freezer—and ready to be eaten—whenever the impulse hits. 

 Storing can increase the value of goods, but  storing always involves costs  too. 
Different kinds of cost are involved. See Exhibit 11-6. Car dealers, for example, 

 Storing varies in the 
channel system 

 Goods are stored 
at a cost 

Menasha, a supplier of 
innovative packaging, wants 
its client firms to realize that 
its package designs can help 
to reduce both logistics costs 
and environmental impacts. 
The Environmental Protection 
Agency’s voluntary SmartWay 
Transport Partnership is 
another approach to achieve 
environmental goals by 
reducing fuel costs as well as 
air pollution.

Interest expense and opportunity
cost of money tied up in inventory

Cost of storage facilities and
maintaining them

Handling costs (to put products in
inventory and take them out again)

Total Inventory
Cost

Costs of damage to products while
in inventory

Costs of risks such as theft and fire

Costs of inventory becoming
obsolete

Exhibit 11–6 Many Expenses Contribute to Total Inventory Cost
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must store cars on their lots—waiting for the right customer. The interest 
 expense of money tied up in the inventory is a major cost. In addition, if a new 
car on the lot is dented or scratched, there is a repair cost. If a car isn’t sold 
before the new models come out, its value drops. There is also a risk of fire or 
theft—so the retailer must carry insurance. And, of course, dealers incur the 
cost of leasing or owning the display lot where they store the cars. 

 In today’s competitive markets, most firms watch their inventories closely. 
They try to cut unnecessary inventory because it can make the difference 
between a profitable strategy and a loser. On the other hand, a marketing 
manager must be very careful in making the distinction between unneces-
sary inventory and inventory needed to provide the distribution service level 
customers expect. Shipments of Boeing’s 787 Dreamliner aircraft were sig-
nificantly delayed by a shortage of bolts that hold the jet airplanes together. 
The lack of availability of this relatively small part cost Boeing millions of 
dollars. 24  

 Many firms are finding that they can cut inventory costs and still provide 
the desired customer service level—if they can reduce the time it takes to re-
place items that are sold. This is one important reason that JIT has been widely 
adopted. The firms involved use EDI, the Internet, and similar computerized 
approaches to share information and speed up the order cycle and delivery 
process. 

 Specialized Storing Facilities May Be Required 

 New cars can be stored outside on the dealer’s lot. Fuel oil can be stored in a 
specially designed tank. Coal and other raw materials can be stored in open 
pits. But most products must be stored inside protective buildings. Often, firms 
can choose among different types of specialized storing facilities. The right 
choice may reduce costs and serve customers better. 

  Private warehouses  are storing facilities owned or leased by companies for 
their own use. Most manufacturers, wholesalers, and retailers have some storing 
facilities either in their main buildings or in a separate location. A sales man-
ager often is responsible for managing a manufacturer’s finished-goods ware-
house, especially if regional sales branches aren’t near the factory. 

 Firms use private warehouses when a large volume of goods must be stored 
regularly. Yet private warehouses can be expensive. If the need changes, the ex-
tra space may be hard, or impossible, to rent to others. 

  Public warehouses  are independent storing facilities. They can provide all 
the services that a company’s own warehouse can provide. A company might 
choose a public warehouse if it doesn’t have a regular need for space. For ex-
ample, Tonka Toys uses public warehouses because its business is seasonal. 
Tonka pays for the space only when it is used. Public warehouses are also use-
ful for manufacturers that must maintain stocks in many locations, including 
foreign countries. See Exhibit 11-7 for a comparison of private and public 
warehouses. 25  

 The cost of physical handling is a major storing cost. Goods must be handled 
once when put into storage and again when removed to be sold. To reduce these 
costs, modern one-story buildings away from downtown traffic have replaced 
most old multistory warehouses. They eliminate the need for elevators and 
 permit the use of power-operated lift trucks, battery-operated motor scooters, 

 Rapid response cuts 
inventory costs 

 Private warehouses are 
common 

 Public warehouses fill 
special needs 

 Warehousing facilities 
cut handling costs too 
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roller-skating order pickers, electric hoists for heavy items, and hydraulic ramps 
to speed loading and unloading. Bar codes, universal product code (UPC) num-
bers, and electronic radio frequency identification (RFID) tags make it easy for 
computers to monitor inventory, order needed stock, and track storing and 
shipping costs. For example, a warehouse worker may wear a tiny scanner ring 
when removing cartons from a shelf so that information in the bar codes can be 
instantly read and transmitted via a Bluetooth wireless network to the firm’s in-
formation system. Similarly, RFID tags may transmit detailed information about 
the contents of a carton as it moves along a conveyor system. Some warehouses 
also have computer-controlled order-picking systems or conveyor belts that 
speed the process of locating and assembling the assortment required to fill 
an order. 26

 The Distribution Center—A Different Kind of Warehouse 

Discrepancies of assortment or quantity between one channel level and another 
are often adjusted at the place where goods are stored. It reduces handling 
costs to regroup and store at the same place— if both functions are required.  But 
sometimes regrouping is required when storing isn’t. 

A  distribution center  is a special kind of warehouse designed to speed the flow 
of goods and avoid unnecessary storing costs. Today, the distribution center 
concept is widely used by firms at all channel levels. Many products buzz 
through a distribution center without ever tarrying on a shelf; workers and 
equipment immediately sort the products as they come in and then move them 
to an outgoing loading dock and the vehicle that will take them to their next 
stop. Technology is key to making distribution centers efficient. 

 Consider how food distributor Sysco addresses the challenge of shipping more 
than 21.5 million tons of fruit, vegetables, meats, and other food-related prod-
ucts each year. Sysco’s customers include one in every three restaurants, school 
cafeterias, and other food service outlets in the United States and Canada. Be-
cause Sysco delivers so many products in so many different forms—from boxes of 
frozen French fries, crates of Granny Smith apples, and 80-pound tubs of flour to 
pots, pans, and utensils—its handling needs vary widely. 

 To move all these goods efficiently and quickly, Sysco relies on technology. It 
uses supply chain management software and an EDI system to automatically 

 Is storing really 
needed? 

 Don’t store it, 
distribute it 

Type of Warehouse

Characteristics Private Public

Fixed investment Very high No fixed investment

Unit cost High if volume is low 
Very low if volume is 
very high

Low: charges are 
made only for space 
needed

Control High Low managerial 
control

Adequacy for product line Highly adequate May not be convenient

Flexibility Low: fixed costs have 
already been com-
mitted

High: easy to end 
arrangement

Exhibit 11–7 
A Comparison of Private 
Warehouses and Public 
Warehouses

LO 11.7
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direct supplies from vendors like Kraft and Kellogg to one of two Sysco “redis-
tribution centers.” There, orders are quickly consolidated and moved to one of 
Sysco’s 177 distribution centers. The 400,000 1  square-foot distribution centers 
are organized by weight and temperature; heavier items—like cans weighing 
40 to 50 pounds—are housed on one side, and lighter items—like boxes of 
potato chips—on the other. To fill orders, custom software supplies fork-lift 
drivers with printouts telling them which items to pick first and how to stack 
them on a pallet based on the weight of the items, their location in the distri-
bution center, and their ultimate destination. After calculating delivery routes 
that optimize time and fuel use, the software also provides instructions for 
loading the trucks. 

 Sysco delivers more than food to its customers. On the “Customer Solutions” 
section of Sysco’s website, restaurateurs are connected with business resources (like 
payroll and marketing tools) and managers of school lunch programs or nursing 
home meals to learn about Sysco’s profitability consultation, menu analysis, and 
safety training. Together Sysco’s combination of efficient operations, service and 
support, and quality products provide excellent value for its target market. 27  

 Some firms prefer to skip the distribution center altogether and ship prod-
ucts directly from where they are manufactured to retail stores. This may move 
products more quickly, but usually at a higher cost. Frito-Lay uses this approach. 
It handles more than 10,000 direct delivery routes to more than 200,000 small-
store customers. The route drivers build close relationships with the many small 
retailers. That helps Frito-Lay better understand end consumers and adapt 
product mixes to particular stores. These extra services result in more shelf 
space and higher prices at the small stores. 28  

 More competitive markets, improved technology, coordination among firms, 
and efficient new distribution centers are bringing big improvements to the PD 
area. Yet the biggest challenges may be more basic. As we’ve emphasized here, 

 Direct store delivery 
skips the distribution 
center 

 Managers must be 
innovative to provide 
customers with superior 
value 

Kiva Systems develops robots 
that handle order fulfillment in 
many warehouses. The orange 
Kivas get orders from a 
central computer that directs 
the robots to specific areas of 
a warehouse where they 
retrieve goods and bring them 
back to a central location for 
packaging.
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physical distribution activities transcend departmental, corporate, and even 
 national boundaries. So taking advantage of ways to improve often requires co-
operation all along the channel system. Too often, such cooperation doesn’t 
exist—and changing ingrained ways of doing things is hard. But marketing 
managers who push for innovations in these areas are likely to win customers 
away from firms and whole channel systems that are stuck doing things the 
old way. 29  

 logistics,  290  

 physical distribution (PD),  290  

 customer service level,  292  

 physical distribution (PD) 
concept,  294  

 total cost approach,  295  

 supply chain,  296  

 electronic data interchange (EDI),  298  

 transporting,  299  

 containerization,  303  

 piggyback service,  303  

 storing,  304  

 inventory,  304  

 private warehouses,  306  

 public warehouses,  306  

 distribution center,  307  

 KEY TERMS LO 11.8

 QUESTIONS AND PROBLEMS 
  1. Explain how adjusting the customer service level could im-

prove a marketing mix. Illustrate. 

  2. Briefly explain which aspects of customer service you 
think would be most important for a producer that sells 
fabric to a firm that manufactures furniture. 

  3. Briefly describe a purchase you made where the customer 
service level had an effect on the product you selected or 
where you purchased it. 

  4. Discuss the types of trade-offs involved in PD costs, ser-
vice levels, and sales. 

 This chapter explained the major logistics activities and 
how they contribute to the value of products by getting 
them to the place that customers want or need them.  If  the 
distribution customer service level meets their needs and 
can be provided at a reasonable cost, customers may not 
even think about the logistics activities that occur behind 
the scenes. But if products are not available when and 
where they need to be, a strategy will fail. So decisions in 
these areas are an important part of Place and marketing 
strategy planning. 

 We emphasized the relation between customer service 
level, transporting, and storing. The physical distribution 
concept focuses on coordinating all the storing, transport-
ing, and product-handling activities into a smoothly working 
system—to deliver the desired service level and customer 
value at the lowest total cost. 

 Marketing managers often want to improve service 
and may select a higher-cost alternative to improve their 

marketing mix. The total cost approach might reveal that 
it is possible both to reduce costs and to improve cus-
tomer service—perhaps by working closely with other 
members of the supply chain. 

 We discussed various modes of transporting and their 
advantages and disadvantages. We also discussed ways to 
reduce inventory costs. For example, distribution centers 
are an important way to cut storing and handling costs, and 
computerized information links—within firms and among 
firms in the channel—are increasingly important in blend-
ing all of the logistics activities into a smooth-running 
 system. 

 Effective marketing managers make important strategy 
decisions about physical distribution. Creative strategy de-
cisions may result in lower PD costs while maintaining or 
improving the customer service level. And production- 
oriented competitors may not even understand what is 
 happening. 

 CONCLUSION 
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  5. Give an example of why it is important for different firms 
in the supply chain to coordinate logistics activities. 

  6. Discuss some of the ways computers are being used to im-
prove PD decisions. 

  7. Explain why a just-in-time delivery system would require a 
supplier to pay attention to quality control. Give an exam-
ple to illustrate your points. 

  8. Discuss the problems a supplier might encounter in using 
a just-in-time delivery system with a customer in a foreign 
country. 

  9. Review the list of factors that affect PD service levels in 
Exhibit 11-3. Indicate which ones are most likely to be im-
proved by EDI links between a supplier and its customers. 

  10. Explain the total cost approach and why it may cause con-
flicts in some firms. Give examples of how conflicts might 
occur between different departments. 

  11. Discuss the relative advantages and disadvantages of rail-
roads, trucks, and airlines as transporting methods. 

  12. Discuss why economies of scale in transportation might 
encourage a producer to include a regional merchant 
wholesaler in the channel of distribution for its consumer 
product. 

  13. Discuss some of the ways that air transportation can 
change other aspects of a Place system. 

  14. Explain which transportation mode would probably be 
most suitable for shipping the following goods to a large 
Los Angeles department store: 

  a. 300 pounds of Maine lobster. 
  b. 15 pounds of screwdrivers from Ohio. 
  c. Three dining room tables from High Point, North 

Carolina. 
  d. 500 high-fashion dresses from the fashion district in 

Paris. 
  e. A 10,000-pound shipment of exercise equipment from 

Germany. 
  f. 600,000 pounds of various appliances from Evansville, 

Indiana. 

  15. Indicate the nearest location where you would expect to 
find large storage facilities. What kinds of products would 
be stored there? Why are they stored there instead of 
some other place? 

  16. When would a producer or intermediary find it desirable 
to use a public warehouse rather than a private ware-
house? Illustrate, using a specific product or situation. 

  17. Discuss the distribution center concept. Is this likely to 
eliminate the storing function of conventional wholesal-
ers? Is it applicable to all products? If not, cite several 
examples. 

  18. Clearly differentiate between a warehouse and a distribu-
tion center. Explain how a specific product would be han-
dled differently by each. 

  19. If a retailer operates only from a website and ships all or-
ders by UPS, is it freed from the logistics issues that face 
traditional retailers? Explain your thinking. 

 SUGGESTED CASES 
 1 6. J&J Lumber  26. A bundant Harvest 

 COMPUTER-AIDED PROBLEM 
 11. TOTAL DISTRIBUTION COST 

 Proto Company has been producing various items made of 
plastic. It recently added a line of plain plastic cards that other 
firms (such as banks and retail stores) will imprint to produce 

credit cards. Proto offers its customers the plastic cards in dif-
ferent colors, but they all sell for $40 per box of 1,000. Tom 
Phillips, Proto’s product manager for this line, is considering 
two possible physical distribution systems. He estimates that if 

 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Marketing Strategy” section. To provide veterinary care to pets, Hillside needs to have a variety of medical supplies 
on hand. To handle that, it relies on deliveries from suppliers and its own inventory decisions. It also sells some retail pet products 
to customers, and that requires a separate set of decisions about how it will handle inventory. 

  a. What logistics issues related to medical supplies should Hillside consider? Can you think of ways in which delivery from its 
suppliers or its own inventory decisions will be important in its ability to help its patients? 

  b. With respect to the retail pet products that Hillside sells, what level of customer service should customers expect? 

  c. What issues are involved in the storage of pet supplies? 
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Proto uses airfreight, transportation costs will be $7.50 a box, 
and its cost of carrying inventory will be 5 percent of total an-
nual sales dollars. Alternatively, Proto could ship by rail for $2 a 
box. But rail transport will require renting space at four re-
gional warehouses—at $26,000 a year each. Inventory carrying 
cost with this system will be 10 percent of total annual sales 
dollars. Phillips prepared a spreadsheet to compare the cost of 
the two alternative physical distribution systems. 

  a. If Proto Company expects to sell 20,000 boxes a year, 
what are the total physical distribution costs for each of 
the systems? 

  b. If Phillips can negotiate cheaper warehouse space for the 
rail option so that each warehouse costs only $20,000 per 
year, which physical distribution system has the lowest 
overall cost? 

  c. Proto’s finance manager predicts that interest rates are 
likely to be lower during the next marketing plan year 
and suggests that Tom Phillips use inventory carrying 
costs of 4 percent for airfreight and 7.5 percent for rail-
roads (with warehouse cost at $20,000 each). If interest 
rates are in fact lower, which alternative would you sug-
gest? Why?   
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  Retailers, Wholesalers, 
and Their Strategy 
Planning 
 From 1843 to 1855 Rowland Hussey Macy opened—and closed—
four general stores that specialized in “dry goods,” mainly 
 textiles and ready-to-wear clothing. Learning from those early 
failures, Macy finally hit on a formula that worked with the R.H. 
Macy Dry Goods store he opened in New York City in 1858. 
Macy was soon adding departments with new product lines 
and moving into nearby buildings. Resembling a collection of 
specialty shops, Macy’s became one of the world’s first depart-
ment stores. Innovative from the start, Macy’s was the first to 
use the store Santa Claus and illuminated window displays to 
lure customers into its stores. In 1902 the original store moved 
uptown to Herald Square, where it remains today as the flag-
ship in the 800 1  store Macy’s chain. 

 Department stores proved to be popular with American 
shoppers; the concept was in the growth stage of its life cycle 
for more than a century before sales topped out in the 1970s. 
Department stores’ large product assortment and attentive 
customer service appealed to many customers. Department 
stores typically located in city centers or regional malls and 
pulled customers from a wide geographic area. In the early 
1900s, Sears and Marshall Fields branched out with mail-order 
catalogs and brought the department store to rural America. 
In the 1970s, department stores began to lose market share; 
first to mass-merchandisers and later to supercenters like Tar-
get and Walmart, which offered convenient neighborhood lo-
cations and lower prices. To compete, department stores 
pushed sale prices, but profits declined and customer service 
suffered. Many thought the arrival of Internet retailing in the 
late 1990s signaled the death knell for department stores. But 
some department stores successfully adapted their marketing 
mixes, making them relevant again. Macy’s has been particu-
larly successful. 

 Macy’s revival stems from changes across its marketing 
strategy. Macy’s started by clearly defining its target markets. 
Macy’s saw an opportunity when research showed that teens 
and the slightly older millennials (age 19–30) spend $60 billion 
a year and 50 percent more per person than the average pop-
ulation. Macy’s defined four distinct target markets: teen girls, 
teen boys, millennial women, and millennial men. Each seg-
ment has unique needs and shopping behaviors. 

 High-school-age teens want stylish clothes and spend a lot 
of time online. So Macy’s connects with them through Tumblr, 
Pinterest, Facebook, text messages, and the mstylelab.com 
microsite. Macy’s mstylelab.com features a mix of content that 
appeals to teens: videos with the latest fashion trends, online 
shopping, and m.mix, where teens can discover new bands, 
download music, and get tips on decorating a college dorm 
room. Macy’s also developed exclusive lines for this market, 
including its Marilyn Monroe clothing (for girls), G-Star Raw 
clothing (for boys), Keds collection shoes, and a Glee-themed 
line based on the popular television program. In the store this 
group prefers to “self-serve,” so Macy’s trained its sales staff 
to be available but not pushy with teens. 

 The millennial market might be found in college, starting a 
career, or maybe having a family. These customers prefer to 
hear from Macy’s via e-mail, catalog, or direct mail. Macy’s 
created its Impulse Shop with products for this group. Shop-
pers will find Inglot Cosmetics, DV by Dolce Vita Shoes, and 
Else from Joe’s Jeans here. This target market favors fast-
fashion retailers like Zara and H&M that produce a collection 
of clothes and get it into a store in just a couple of weeks. 
Macy’s needed to do the same and geared up its supply 
chain to respond quickly to fashion trends. These customers 
appreciate suggestions and advice from Macy’s salespeople. 
So in the Impulse Shop at Macys.com, a black handbag might 
be suggested to complement the black shoes a shopper puts 
into her shopping cart. And in the store, Macy’s salespeople 
act friendlier and offer more suggestions to millennials. 

 Macy’s further focuses on customers with the My Macy’s 
program, which provides customers with more personalized 
shopping experiences. One element of this strategy involves 
analyzing data from 2.9 billion transactions to tailor product 
assortment to each store. To illustrate, you find more white 
leather couches in Miami, boys’ formal wear in Utah, and 
swimsuits at stores near water parks. 

 My Macy’s also mines customer data to adapt marketing 
communications to  individual  customers. Macy’s customer 
relationship management database includes a great deal of 
insight about each customer: previous purchases, responses 
to e-mails, online shopping behavior, and other information 
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collected over time. Macy’s uses these data to customize pro-
motions in e-mails and direct mail. For example, Macy’s sent 
out 30,000 different versions of a direct mailing; the pieces 
varied from 32 to 76 pages long and featured merchandise 
designed to appeal to each customer. As a result, footwear 
fanatics saw more shoes and moms saw more kids’ clothes. 

 Macy’s recognizes that teens and millennials are multichan-
nel shoppers, and Macy’s wants to be in all those channels. 
Macy’s developed its “omnichannel” strategy to create a 
seamless shopping experience across its mobile, online, and 
brick-and-mortar stores. So when the shoes a customer loves 
at the store are not in stock in his size, they are delivered to 
the customer’s home two days later direct from Macys.com. 
Or when a customer finds the color of a comforter she 
 ordered with the Macy’s 
smartphone app doesn’t 
match the drapes in her bed-
room, she can return it to her 
local  Macy’s store. 

 Macy’s has invested in 
software, RFID, and training 
to ensure accurate informa-
tion on inventory in each 
warehouse and store. Macy’s 
even uses some of its stores 
as satellite warehouses, de-
livering orders at Macys.com 
from a store closest to the 
customer. Macy’s hopes this 
system will allow same-day 
delivery on orders from 
Macys.com. 

 In retail, not everything 
goes out the front door. 
Sometimes even Macy’s One-
Day Sale prices don’t move 

the merchandise. When that happens, or when returns can-
not be re-stocked, other channels of distribution are 
needed. Macy’s Wholesale sells pallet loads of returned 
clothing and unsold merchandise to clearance centers or 
other countries. 

 Macy’s is leading a department store revival with its blend 
of online, mobile, and 800 1  stores, an ability to transform big 
data into personalized shopping experiences, and a focus on 
the needs of its teen and millennial target markets. Still,  Macy’s 
faces fierce competition from department stores like Nord-
strom and Kohl’s, specialty shops like Buckle and  American 
Eagle, and online stores like eBay and Zappos. To keep grow-
ing, Macy’s must continue adapting its marketing mix to meet 
its customers’ evolving needs. 1  

 LEARNING OBJECTIVES 

 Retail and wholesale organizations exist as members of marketing channel systems. But 
they also do their own strategy planning as they compete for target customers. As the 
Macy’s case shows, these firms make decisions about Product, Place, Promotion, and Price. 
This chapter overviews the strategy planning decisions of different types of retailers and 
wholesalers. The chapter shows how retailing and wholesaling are evolving—to give you a 
sense of how things may change in the future. 

 When you finish this chapter, you should be able to: 
  1 understand how retailers plan their marketing strategies. 

  2 know about the many kinds of retailers that work with producers and 
wholesalers as members of channel systems. 

  3 understand how retailers evolve, including the roles of technology, 
scrambled merchandising, and the “wheel of retailing.” 

  4 see why size or belonging to a chain can be important to a retailer. 

  5 understand some of the differences in retailing in different nations. 

  6 know what progressive wholesalers are doing to modernize their 
operations and marketing strategies. 

  7 know the various kinds of merchant and agent wholesalers and the 
strategies they use. 

  8 understand important new terms (shown in red). 

 Retailers and Wholesalers Plan Their Own Strategies 

 As we saw in Chapter 10, retailers and wholesalers perform a vital role in chan-
nel systems. Now we’ll look at the decisions that retailers and wholesalers make 
in developing their own strategies. But first, study Exhibit 12-1 for a visual of 
how everything fits together. 

 Producers can choose a variety of different paths to deliver products to 
 target customers (see Exhibit 12-2). In Chapter 10 we discussed how some 
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producers deliver goods or services directly to customers. We also saw how in 
some industries, retailers and/or wholesalers add value so it makes sense to use 
indirect channels. And of course, many pro-
ducers use more than one of these paths to get 
products to customers. 

 When marketing managers decide to use 
intermediaries in their marketing strategy, 
they can choose among many different types 
of retailers and wholesalers. Retailers and 
wholesalers have different target markets and 
different marketing mixes, and a producer 
should select intermediaries that best facili-
tate its strategy. 

 To better understand these options, we begin 
the chapter with a discussion of strategy plan-
ning for retailers (back to Exhibit 12-1). Retail-
ers must create a marketing mix that provides 
value for a target market. We also discuss how 
retailing has evolved and where it stands today, 
including some important international differ-
ences. Chapter 12 concludes by considering 
strategy planning and the services offered by dif-
ferent types of wholesalers. 

Exhibit 12–1  Marketing Strategy Planning for Retailers and Wholesalers

Chapter 10
Place and Development of

Channel Systems

Chapter 11
Distribution Customer
Service and Logistics

Chapter 12
Retailers, Wholesalers, and

Their Strategy Planning

Strategy planning for
retailers

 •  Product offering
 •  Expand assortment and
    service; increase price
 •  Mass-merchandise retailers
 •  Competing on convenience
 •  Retailing on the Internet

Nature of retailing

 •  Evolution of 
    retailing
 •  Retailer size
    and profits
 •  Differences in
   retailing in
    different nations

Strategy planning for 
wholesalers

PLACE

 •  Evolution of
    wholesaling
 •  How wholesalers
    add value
 •  Merchant
    wholesalers
 •  Agent wholesalers

Customer

Producer

Wholesaler

Retailer

Exhibit 12–2 Wholesalers 
and Retailers in a Typical 
Channel of Distribution
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 Both retailing and wholesaling have been undergoing great changes as 
 technology—especially the Internet—has changed their external environment. 
To get a better perspective on the future of these intermediaries, we take an 
evolutionary perspective in this chapter and consider how retailing and whole-
saling have changed over time. We look at where retailing and wholesaling have 
come from to better understand where they are going. 

 This viewpoint will help make it clear that it is the whole strategy, not just one 
aspect of it, that ultimately defines success or failure. This may seem obvious, 
but it’s a point that many people have ignored—at great cost. Many Internet 
retailing pioneers had great ideas—delivery of pet food (Pets.com) and grocer-
ies (Webvan) made a lot of sense. But these companies failed to develop whole 
marketing strategies that met customer needs, which is why they aren’t around 
today. 

 The Nature of Retailing 

  Retailing  covers all of the activities involved in the sale of products to final 
 consumers. Retailers range from large chains of specialized stores, like Toys “R” 
Us, to individual merchants like the woman who sells baskets from an open stall 
in the central market in Ibadan, Nigeria. Some retailers operate from stores and 
others operate without a store—by selling online, on TV, with a printed catalog, 
from vending machines, or even in consumers’ homes. Most retailers sell physi-
cal goods produced by someone else. But in the case of service retailing—like 
dry cleaning, fast food, tourist attractions, online bank accounts, or one-hour 
photo processing—the retailer is also the producer. Because they serve individ-
ual consumers, even the largest retailers face the challenge of handling small 
transactions. And the total number of transactions with consumers is much 
greater than at other channel levels. 

 Retailing is crucial to consumers in every macro-marketing system. For ex-
ample, consumers spend about $4.5  trillion  (that’s $4,500,000,000,000!) a year 
buying goods and services from U.S. retailers. 

 The nature of retailing and its rate of change are generally related to the 
stage and speed of a country’s economic development. In the United States, 
retailing is more varied and dynamic than in most other countries. By studying 
the U.S. system, you will better understand where retailing is headed in other 
parts of the world. 

 Planning a Retailer’s Strategy 

 Retailers interact directly with final consumers—so strategy planning is critical 
to their survival. If a retailer loses a customer to a competitor, the retailer is the 
one who suffers. Producers and wholesalers still make  their  sale regardless of 
which retailer sells the product. 

 Different consumers prefer different kinds of retailers. But many retailers 
either don’t know or don’t care why. All too often, beginning retailers just rent 
a store and assume customers will show up. As a result, in the United States 
about three-fourths of new retailing ventures fail during the first year. Even an 
established retailer will quickly lose if its customers find a better way to meet 
their needs. To avoid this fate, a retailer should carefully identify possible tar-
get markets and try to understand why these people buy where they do. In this 
way, the retailer can fine-tune its marketing mix to the needs of specific target 
markets. 2  

 An evolutionary 
perspective on retailing 
and wholesaling 

LO 12.1

 Consumers have reasons 
for buying from 
particular retailers 
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 Like other organizations, retailers make 
marketing mix decisions about Product, 
Place, Promotion, and Price. See Exhibit 
12-3. For retailers, some of the Product de-
cisions include choices about what prod-
ucts to carry, how much assortment to 
offer, and which services to support. Place 
decisions include where stores will be 
located—online and/or brick-and-mortar, 
the number of stores, as well as store lay-
out and design. Promotion involves letting 
customers know about the business and 
the goods and services offered through its 
in-store and out-of-store signage, advertis-
ing, salespeople, publicity (including so-
cial media), and other approaches. Price 
decisions are varied as well, and include, 
for example, whether to accept credit 
cards or charge for delivery, and how fre-
quently to offer products at discounted 
sales prices. 

 In developing a strategy, a retailer should 
consciously make decisions that set policies 
on  all  of these marketing mix issues. Each 
of them can impact a customer’s view of the 
costs and benefits of choosing that retailer. 
The combination of these marketing mix 
decisions differentiates one retailer’s offer-
ing from another. These decisions affect its 
positioning in the market—how customers 
think about the retailer compared to oth-
ers. A retailer must consider its target cus-
tomers’ economic, social, and emotional 

 Retailers make decisions 
about the whole 
marketing mix 

 Strategy requires 
carefully setting policies Retailers make decisions about the 

whole marketing mix. Drugstore CVS 
created its myCVS smartphone app 
that helps its customers manage and 
quickly refill their prescriptions, find 
out about deals, place orders for 
merchandise to be picked up later, and 
much more.

Exhibit 12–3 Examples of Marketing Strategy Decisions for Retailers

Product
 • Product selection (width and depth
    of assortment, brands, quality)
 • After-sale service
 • Special services (special orders,
    entertainment, gift wrap)

Price
 • Credit cards—whether to offer a
     store card
 • Discount policies
 • Frequency and level of sales prices
 • Charge (or not) for delivery or other
    services

             Place
 •  Physical stores and/or sales over
    the Internet
 • Number and location of stores
 • Shopping atmosphere (comfort,
    safety)
 • Store size, layout, and design
 • Store hours

     Promotion
 • Advertising
 • Publicity (Facebook, Twitter, 
   Pinterest)
 • Salespeople (number and training)
 • Helpful information 
    (demonstrations, displays, online
     videos, online reviews)

per61043_ch12_312-341.indd Page 317  18/12/13  12:14 PM user per61043_ch12_312-341.indd Page 317  18/12/13  12:14 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



318

needs. If the combination doesn’t provide superior value to some target mar-
ket, the retailer will fail. 

 Consider the marketing strategies for two very different, yet successful, shoe 
retailers. Usually located in malls and shopping centers, Payless ShoeSource’s 
 primary target market is families looking for moderately priced shoes. While its 
shoes can be ordered online, most sales occur in one of its 4,500 brick-and-mortar 
stores. The stores have a self-service design that encourages customers to select 
and try on shoes without the help of a salesperson. Even though each store carries 
an average of 500 styles and 6,700 pairs of shoes—including dress, casual, boots, 
and athletic—for men, women, and children, Payless’ product line is relatively 
narrow for a shoe retailer and includes mostly lesser-known brands. Payless’ 
 advertising in local newspapers emphasizes value and usually promotes its low 
prices. Further, Payless’ Facebook page, with more than 750,000 “likes,” keeps its 
most ardent fans informed of the next deal. 3  

 Zappos.com offers a different marketing mix that appeals to a different tar-
get market. Zappos operates several online storefronts in addition to Zappos— 
including Zappos Couture with high fashion shoes and Zappos Running. 
While Zappos recently added clothing, handbags, housewares, and beauty sup-
plies to its product assortment, its core product line remains shoes. Zappos’ 
wide product line includes more than 150,000 styles and 1,400 brands—
including many styles in well-known brands like Nike, Timberland, and 
 Bandolino. Because shoppers are understandably reluctant to buy shoes with-
out first trying them on, Zappos devotes a whole page to each shoe. There it 
provides eight or more photos from different angles, customer reviews, videos, 
and detailed descriptions. Zappos also offers free shipping and free returns—
for up to 365 days  after purchase! The retailer wins praise for its customer 
service, available 24/7 on the phone or the web. That service helps build posi-
tive word-of-mouth for Zappos and more than 75 percent of its customers are 
repeat buyers. It has a relatively small budget for its advertising on television, 
print, online, and the bottom of the plastic bins in airport security lines. A free 
monthly digital magazine for tablet computers,  Zappos Now,  keeps customers 
informed about fashion trends and offers tips about Zappos products. CEO 
and author Tony Hsieh’s Twitter feed has more than 2.8 million followers. 
Zappos and Payless ShoeSource developed very different marketing mixes, 
but each keeps target customers coming back. 4  

 Retailers have an almost unlimited number of ways in which to alter their 
 offerings—their marketing mixes—to appeal to a target market. Because of 
all the variations, it’s oversimplified to classify retailers and their strategies 
on the basis of a single characteristic—such as merchandise, services, sales 
volume, or even whether they operate in cyberspace. But a good place to 
start is by considering basic types of retailers and some differences in their 
strategies. 

 Conventional Retailers—Try to Avoid Price Competition 

 About 150 years ago,  general stores —which carried anything they could sell in 
reasonable volume—were the main retailers in the United States. But with the 
growing number of consumer products after the Civil War, general stores 
couldn’t offer enough variety in all their traditional lines. So some stores began 
specializing in dry goods, apparel, furniture, or groceries. 

 Now most  conventional  retailers are  single-line  or  limited-line stores —
stores that specialize in certain lines of related products rather than a wide 
 assortment. Many specialize not only in a single line, such as clothing, but also 
in a  limited line  within the broader line. Within the clothing line, a retailer might 

 Different types of 
retailers emphasize 
different strategies 

LO 12.2

 Single-line, limited-line 
retailers specialize by 
product 
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carry  only  shoes, formal wear, or even neckties but offer depth in that lim-
ited line. 

 The main advantage of limited-line retailers is that they can satisfy some tar-
get markets better. Perhaps some are just more conveniently located. But most 
adjust to suit specific customers. They build a relationship with their customers 
and earn a position as  the  place to shop for a certain type of product. But these 
retailers face the costly problem of having to stock some slow-moving items in 
order to satisfy their target markets. Many of these stores are small—with high 
expenses relative to sales. So they try to keep their prices up by avoiding compe-
tition on identical products. 

 Conventional retailers like this have been around for a long time and are 
still found in every community. They are a durable lot and clearly satisfy some 
people’s needs. In fact, in most countries conventional retailers still handle 
the vast majority of all retailing sales. However, this situation is changing fast. 
Nowhere is the change clearer than in the United States. Conventional retail-
ers are being squeezed by retailers who modify their mixes in the various ways 
suggested in Exhibit 12-4. Let’s look closer at some of these other types of 
retailers. 

 Expand Assortment and Service—To Compete at a High Price 

 A  specialty shop —a type of conventional limited-line store—is usually small 
and has a distinct “personality.” Specialty shops sell special types of shopping 
products, such as high-quality sporting goods, exclusive clothing, baked 
goods, or even antiques. They aim at a carefully defined target market by of-
fering a unique product assortment, knowledgeable salesclerks, and better 
service. 

 Catering to certain types of customers whom the management and salespeople 
know well simplifies buying, speeds turnover, and cuts costs due to obsolescence 

 Single-line, limited-line 
stores are being 
squeezed 

 Specialty shops usually 
sell shopping products 

Exhibit 12–4 Types of Retailers and the Nature of Their Offerings (with examples)

Expanded assortment
and service

Expanded assortment
and/or reduced
margins and service

Expanded assortment,
reduced margins, and
more information

Added convenience
and higher than
conventional
margins, usually
reduced assortment

Single- and
limited-line
stores

Conventional
Offerings

Specialty shops and
department stores

Supermarkets, discount
houses, mass-
merchandisers,
superstores, club stores,
single-line mass retailers

Convenience stores,
vending machines, door-
to-door, cable TV,
shopping channels,
catalogs

Internet

(Safeway, American
Furniture Warehouse,
IKEA, Costco, Home
Depot)

(7-11, Pepsi vending
machines, Avon, QVC,
Lands' End)

(eBay, Amazon, Zappos,
Netflix, Dell)

(Ritz Camera, Coach,
Gap, Macy’s, Kohl’s)
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and style changes. Specialty shops proba-
bly will continue to be a part of the retail-
ing scene as long as customers have varied 
tastes and the money to satisfy them. 5  

  Department stores  are larger stores 
that are organized into many separate 
departments and offer many product 
lines. Each department is like a separate 
limited-line store and handles a wide va-
riety of shopping products, such as men’s 
wear or housewares. They are usually 
strong in customer services, including 
credit, merchandise return, delivery, and 
sales help. 

 Department stores are still a major 
force in big cities. Although they have 
staged a bit of a comeback recently, in 
the United States, the number of depart-
ment stores, the average sales per store, 
and their share of retail business has de-
clined significantly since the 1970s. Well-run limited-line stores compete with 
good service and often carry the same brands. In the United States and 
many other countries, mass-merchandising retailers have posed an even big-
ger threat. 6  

 Evolution of Mass-Merchandising Retailers 

 The conventional retailers just discussed think that demand in their area is 
fixed—and they have a “buy low and sell high” philosophy. Many modern retail-
ers reject these ideas. Instead, they accept the  mass-merchandising concept —
which says that retailers should offer low prices to get faster turnover and 
greater sales volumes—by appealing to larger markets. The mass-merchandis-
ing concept applies to many types of retailers, including both those that operate 
stores and those that sell online. But to understand mass-merchandising better, 
let’s look at its evolution from the development of supermarkets and discount-
ers to modern mass-merchandisers like Walmart in the United States, Tesco in 
the U.K., and Amazon.com on the Internet. 

 The basic idea for  supermarkets , large stores specializing in groceries with 
self-service and wide assortments, developed in the United States during the 
1930s Depression. In earlier days, customers entered a store and a clerk, from 
behind a counter, fetched requested items. Then some innovators introduced 
self-service as a way to cut costs while also providing a broad assortment in large 
bare-bones stores. 7  

 Today’s supermarkets carry 20–40,000 items and per-store sales are about 
$20 million a year, with about 75 percent of that in food. The average size of a 
supermarket is 40,000 square feet. In the United States, there are about 35,000 
supermarkets, and competition in most areas is intense. More recently, super-
market operators have opened superstores of 50–100,000 square feet with ex-
tensive selection. 8  

 Supermarkets are planned for maximum efficiency. Scanners at checkout 
make it possible to carefully analyze the sales of each item and allocate more shelf 
space to faster-moving and higher-profit items. Survival depends on efficiency 

 Department stores 
combine many limited-
line stores and specialty 
shops 

LO 12.3

 Mass-merchandising is 
different from 
conventional retailing 

 Supermarkets started 
the move to mass-
merchandising 
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and high sales volume. Net profits in supermarkets usually run a thin 1–2 percent 
of sales or less! 

 After World War II, some retailers started to focus on discount prices. These 
discount houses  offered “hard goods” (cameras, TVs, and appliances) at substan-
tial price cuts to customers who would go to the discounter’s low-rent store, pay 
cash, and take care of any service or repair problems themselves. These retailers 
sold at 20 to 30 percent off the list price being charged by conventional retailers. 

 In the early 1950s, with war shortages finally over, manufacturer brands be-
came more available. The discount houses were able to get any brands they 
wanted and to offer wider assortments. At this stage, many discounters turned 
respectable—moving to better locations and offering more services and guaran-
tees. It was from these origins that today’s mass-merchandisers developed. 

  Mass-merchandisers  are large self-service stores with many departments that 
emphasize “soft goods” (housewares, clothing, and fabrics) and staples (like 
health and beauty aids) but still follow the discount house’s emphasis on lower 
margins to get faster turnover. Mass-merchandisers, like Walmart and Target, 
have checkout counters in the front of the store and little sales help on the 
floor. Today, the average mass-merchandiser has nearly 60,000 square feet 
of  floor space, but many new stores are 100,000 square feet or more. Mass- 
merchandisers grew rapidly—and they’ve become the primary place to shop for 
many frequently purchased consumer products. 

 Some supermarkets and mass-merchandisers have moved toward becoming 
supercenters (hypermarkets) —very large stores that try to carry not only food 
and drug items but all goods and services that the consumer purchases  routinely.
These superstores look a lot like a combination of the supermarkets, drugstores, 
and mass-merchandisers from which they have evolved, but the concept is dif-
ferent. A supercenter is trying to meet  all  the customer’s routine needs at a low 
price. Supercenter operators include Meijer, Fred Meyer, Target, and Walmart. 
In fact, Walmart’s supercenters have turned it into the largest food retailer in 
the United States. 

 Supercenters average more than 150,000 square feet and carry about 50,000 
items. Their assortment in one place is convenient, but many time-pressured 
consumers think that the crowds, lines, and “wandering around” time in the 
store are not. Some supercenters have responded by reducing product line 
depth. For example, Walmart recently decided that it didn’t need to carry 24 
tape measures and now carries just four. 9  

 The warehouse club is another retailing format that quickly gained popularity. 
Sam’s Club and Costco are two of the largest. Consumers usually pay an annual 
membership fee to shop in these large, 
no-frills facilities. Among the 3,500 
items per store, they carry food, appli-
ances, yard tools, tires, and other items 
that many consumers see as homoge-
neous shopping items and want at the 
lowest possible price. The growth of 
these clubs has also been fueled by 
sales to small-business customers. 
That’s why some people refer to these 
outlets as wholesale clubs. However, 
when half or more of a firm’s sales are 
to final consumers, it is classified as a 
retailer, not a wholesaler. 10  

 Discount houses upset 
conventional retailers 

 Mass-merchandisers are 
more than discounters 

 Supercenters meet all 
routine needs 

 New mass-
merchandising formats 
keep coming 

Warehouse club store Costco offers its 
target customers a limited assortment, 
warehouse ambiance, and low prices.
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 Since 1980, many retailers focusing on single product lines have adopted the 
mass-merchandisers’ approach with great success. Toys “R” Us pioneered this 
trend. Similarly, IKEA (furniture), Home Depot (home improvements), Best 
Buy (electronics), and Staples (office supplies) attract large numbers of custom-
ers with their large assortment and low prices in specific product categories. 
These stores are called  category killers  because it’s so hard for less specialized re-
tailers to compete. Now online retailers offering greater assortment and even 
lower prices threaten the category killers. 11  

 Some Retailers Focus on Added Convenience 

  Convenience (food) stores  are a convenience-oriented variation of the conven-
tional limited-line food stores. Instead of expanding their assortment, however, 
convenience stores limit their stock to pickup or fill-in items like bread, milk, 
beer, and eat-on-the-go snacks. Many also sell gas. Stores such as 7-Eleven and 
Stop-N-Go aim to fill consumers’ needs between trips to a supermarket, and many 
of them are competing with fast-food outlets. They offer convenience, not assort-
ment, and often charge prices 10 to 20 percent higher than nearby supermarkets. 
However, as many other retailers have expanded their hours, intense competition 
is driving down convenience store prices and profits. 12  

  Automatic vending  is selling and delivering products through vending ma-
chines. Vending machine sales account for only about 1.5 percent of total U.S. 
retail sales. Yet for some target markets this retailing method can’t be ignored. 

 While vending machines can be costly to operate, consumers like their con-
venience. Traditionally, soft drinks, candy bars, and snack foods have been sold 
by vending machines. Now some higher-margin products are beginning to use 
this channel. In the United States, Standard Hotels uses poolside vending ma-
chines to sell bathing suits. 13  

 In-home shopping in the United States started in the pioneer days with  door-

to-door selling —a salesperson going directly to the consumer’s home. Variations 
on this approach are still important for firms like Amway Global and Mary Kay. 
It meets some consumers’ need for convenient personal attention. While gain-
ing popularity in some international markets like China and parts of Africa, it 
now accounts for less than 1 percent of retail sales in the United States. 

 Single-line mass-
merchandisers rise and 
fall 

 Convenience (food) 
stores must have the 
right assortment 

 Vending machines are 
convenient 

 Stores come to the 
home—in person, on 
television, and in 
catalogs 

Many firms have turned to 
automatic vending 
because target customers 
appreciate the 
convenience. U*tiques 
interactive touch sensitive 
vending machines offer 
luxury personal-care 
items. Redbox offers a 
wide range of movies.
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 Customers can also shop at home by watching cable television channels ded-
icated to shopping and then calling in their orders by phone. QVC and Home 
Shopping Network operate in the United States, Japan, and some European 
countries. Similarly, catalogs allow customers to page through merchandise and 
place orders on the phone or online. Deliveries will usually occur a few days 
later, handled by shippers UPS or FedEx. Both of these home shopping meth-
ods use a multichannel approach by adding a website. 

 Internet retailing has quickly become the most popular way to shop at home 
(and sometimes at work). Let’s take a closer look at online retailing. 14  

 Retailing on the Internet 

 Internet retailing is still in the growth stage. In 1997, consumers spent about 
$2.7 billion on the Internet. To put that in perspective, it took about 3 percent 
of Walmart’s stores to rack up the same sales. By 2015 that number will top 
$300 billion and grow to 9 percent of all retail sales in the U.S. In some catego-
ries, the share of online sales is even greater; more than half of all computer 
hardware and software and more than a quarter of all books are sold online. 

 Internet retailers and physical stores are waging an intense battle for con-
sumer shopping attention. See Exhibit 12-5 for a comparison of these two shop-
ping methods. 15  Innovative Internet retailers have found ways to offset some of 
the advantages of physical stores—and physical stores have found ways to use 
the Internet, too. Let’s take a closer look at how retailers are adapting their 
strategies for the online customer. 16  

 With no storefront and limited sales help, online retailers usually have lower 
operating costs than brick-and-mortar stores. Customers may not have to pay 
sales taxes either. These advantages lead many online stores to use low prices 
to attract customers. But because the Internet makes it easy to compare prod-
ucts and prices from different online sellers, price-sensitive shoppers usually 
choose the store with the lowest price. That puts constant price pressure on 
those Internet sellers who have not figured out how else to differentiate what 
they offer. 

 While customers can find low prices online, sometimes prices aren’t what 
they seem. Many online retailers add high charges for handling and delivery. 
Returns and exchanges can create more expense and hassle. Customer con-
cerns about fraud and security create hidden costs. Some customers worry 
about how an online retailer handles personal information like e-mail addresses 

 Internet retailing is 
growing rapidly 

 Online costs for retailers 
and customers 

Exhibit 12-5 Comparing the Advantages of Shopping Online with Shopping at a Physical Store

Advantages of Shopping Online Advantages of Shopping at a Physical Store

• Rich variety of product information from many 
sources

• Ability to hold, try on, or test products before pur-
chase

• Reviews and tips from customers who’ve already used 
the product

• Personal help and interaction

• Wide assortment • Edited assortment—easier to decide

• Fast and convenient purchase/checkout • Convenient for product returns

• Simplified price and product feature 
comparison

• Help with setup and ongoing service needs

• Anytime and anywhere access • Instant access to products and instant gratification

• Shopping with friends or family is a social activity
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and credit card numbers. Worse yet, a fly-by-night operator may take a custom-
er’s money and deliver inferior goods or not make a delivery at all. 

 The most successful online retailers have found ways to overcome these 
customer concerns. Many now offer free delivery. Some offer free exchanges 
or returns and pack bar-coded return labels with the original shipment to 
make returns easy. Other stores provide excellent customer service and build 
a good reputation, because word-of-mouth matters online. Organizations like 
TRUSTe place a seal of approval on sites that meet certain privacy standards. 
Together these efforts help lower the costs, worries, and hassles of online 
shopping. 

 Traditional thinking about retail stores looked at shopping convenience 
from the perspective of product assortment and store location. On the Internet, 
by contrast, a consumer can get to a very wide assortment, perhaps from differ-
ent sellers, or by clicking from one website to another. Product assortment on 
the Internet can be almost unlimited. Online stores are also open 24 hours a 
day, 7 days a week. 

 Yet the Internet makes shopping inconvenient in other ways. You have to 
plan ahead. When you buy something, you’ve actually just ordered it and you 
have to wait for delivery. Online retailers try to overcome these disadvantages 
with faster shipping. Some retailers even offer same-day delivery—AmazonFresh 
offers same-day delivery of groceries in some markets. eBay has experimented 
with one-hour delivery! 

 It used to be inconvenient to shop online because there just wasn’t a lot of 
product information available. That has changed. In many physical retail stores 
cost-cutting measures have resulted in fewer or less-well-trained salespeople, mak-
ing it difficult to get helpful buying information. With just the click of a mouse, an 
online shopper can access product descriptions and specifications, photos and 
videos, and reviews posted by other consumers. Some sites make virtual salesclerks 
available to chat—online or on the phone—at any time. 

 However, for some purchases the ultimate information comes from physi-
cally inspecting a product before purchase. That is one reason that specialty 
clothing sells best in physical stores. To try to overcome this limitation, many 
online stores show photos and videos that  demonstrate products. At eyeglass 
retailer EyeBuyDirect.com, customers can upload a photo of themselves and 

 Online buying process 

Like brick-and-mortar outlets, online retailers have different marketing strategies. Fab.com offers a wide assortment of 
products used by people every day, but the products feature unique twists in design. Prices vary according to designer 
popularity and cost of materials. Zibbet is an online global marketplace that connects buyers and sellers of handmade goods, 
fine art, vintage items, and crafting supplies.
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then see what they look like when they “try on” different eyeglass frames. An-
other online eyeglass retailer allows its customers to try up to five frames in the 
comfort of their own home. 

 Some Internet retail customers have found other ways to get around the chal-
lenge of physically inspecting products before buying online. These  multichannel
shoppers  use different retailers as they move through the purchase process. For 
 example, a multichan-
nel shopper looking for 
a new tennis racquet 
might read consumer 
reviews of the Wilson 
Blade tennis  racquet at 
The-Tennis-Store.com, 
go to a pro shop at a 
 local tennis club to hit 
some balls with the 
Blade, and then ulti-
mately purchase the ten-
nis racquet at a steep 
discount from an online 

 Showrooming brings 
channel conflict 

Internet Exercise

Amazon Price Check for iPhone (and Android) is a 
smartphone application that allows a shopper in a 
physical store to scan a product’s bar code and 
then check prices for the product at Amazon.com. 
Go to Amazon’s website and read about this app 
(http://tinyurl.com/4qdw9bt). How will this type 
of application affect retailers and their marketing 
mix decisions? Which types of stores will see 
Price Check as a threat? How is this an opportunity 
for Amazon.com?

A local Borders bookstore that carries 100,000 book 
titles seems overwhelming. Yet at Amazon.com online 
shoppers can choose from over 7 million. A Walmart stocks 
about 4,000 best-selling CD titles, but the iTunes “juke-
box” has more than 11 million songs for download. Does it 
really make sense for online stores to offer assortments 
that are so much larger?

Part of the answer to the assortment question relates 
to the cost of shelf space. Retailers with nice facilities and 
ample parking in high-traffic locations have a high cost per 
square foot of shelf space. Even if the retailer sells prod-
ucts at low prices, the store will draw customers from a 
limited geographic area; there would be little demand for 
less popular products. With high costs and limited demand 
it makes sense for the store to carry only the products that 
are the most in demand (popular) with the local target 
market. A larger store with less popular products would 
run up inventory carrying costs.

The cost to house inventory is usually a lot lower for an 
online retailer with a warehouse somewhere off the beaten 
path. Plus an online retailer can draw customers from 
across the country—or around the world—and added to-
gether they might be a large market for unpopular prod-
ucts. After all, when customers who want an “unpopular” 

choice can’t find it at a local re-
tail store, they are likely to look 
for it online. So, an online re-

tailer’s ability to offer a greater assortment is often a key 
source of competitive advantage. Many online retailers 
have found that sales of lots of unpopular products add up 
to big bucks. At Amazon.com more than 30 percent of to-
tal book sales come from books that are not among the 
100,000 most popular titles, and over 25 percent of Netflix 
DVD rentals are titles outside the top 3,000 found at your 
local Blockbuster.

To get extra sales from the “unpopular” products, the 
trick for many online retailers is to help consumers find 
what they want among the endless “aisles” of choices. For 
example, B & H Photo Video carries hundreds of different 
binoculars, but for many customers that much choice is 
confusing. To simplify the choice, the site offers customers 
the ability to “filter” their search and show (for example) 
binoculars with prices less than $250, 7x magnification, and 
compact in size. Customer reviews and the “compare” fea-
ture help customers narrow choices down further.

In the early days of the Internet many people predicted 
that online stores would compete primarily on price. Cer-
tainly that is true of many. However, some successful on-
line sellers attract customers with wide product selections, 
tools that help figure out the best choices, and services 
that encourage customer loyalty.17

Where to go to buy an unpopular product
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retailer. When consumers go to a brick-and-mortar store to inspect a product (a 
showroom) and then purchase from an online retailer with a lower price, this 
practice is called  showrooming . Smartphone apps make the practice easy, allow-
ing customers to scan products in a retail store and then see prices from across 
the web. 

 Stores being used as showrooms don’t like losing sales to online discounters. 
Producers worry that these stores will stop demonstrating their products if cus-
tomers look but then buy elsewhere. Some target customers will not buy online. 

 So producers and retailers are working to prevent showrooming. Some manu-
facturers require all of their retail outlets to maintain a minimum price so custom-
ers can’t find better deals online. Target asks its suppliers for exclusive products 
that cannot be found at other stores. Best Buy replaced standard bar codes with 
Best Buy-only bar codes to foil comparison apps. Unfortunately, these approaches 
fail to add value for customers and are not likely to be successful in the long run. 

 Other brick-and-mortar retailers are differentiating and creating value by 
blending online and offline stores. Some more closely  integrate  their online and 
brick-and-mortar stores. For example, AceHardware.com has found that more 
than three-fourths of its online shoppers pick up their orders in-store instead of 
waiting for shipment. Many Walmart.com shoppers want to pay in cash (maybe 
because they don’t have or want to use a credit card), so they buy online and 
pick up in their local store. Other stores make returns more convenient by al-
lowing online customers to drop off returns at their physical stores. 

 Kohl’s uses its online presence to  supplement  its product assortment with more 
merchandise as compared to what customers find in the physical Kohl’s loca-
tion in their city. An in-store kiosk gives customers access to Kohl’s more exten-
sive online inventory and lets them place an order for home delivery. 18  

 Consumers are increasingly accessing 
the Internet “on the go.” Physical retailers 
in particular see an opportunity to lever-
age this trend with websites and apps that 
work with tablet computers and smart-
phones. For example, ShopRite Super-
markets developed an app for iPhone and 
Android which allows users to buy grocer-
ies, check out the weekly sales, manage 
their shopping list, clip coupons, and dis-
cover new recipes. The app also allows customers to shop from home; they can 
even scan items currently in their pantry, and then send their order to ShopRite 
for pickup or delivery. Shopping on mobile devices is a new consumer behavior, 
and leading retailers are watching closely for opportunities to develop services 
that enhance target customers’ shopping experience. 

 Customers expect to use the larger screen on tablet computers differently 
from their smartphones. Retailers like Amazon, IKEA, Fab, and Nordstrom 
have created tablet computer apps that turn traditional catalogs into more in-
teractive experiences. Consumers appear to put their feet up, relax, and shop 
on their tablets. Many use the apps to discover new products or to gather infor-
mation for future purchases. This creates a different shopping experience than 
sitting at a desk with a computer. Retailers that figure out ways to provide target 
customers with improved shopping experiences on their tablets will grow sales. 

 Online retailers have access to extensive data about customer shopping be-
havior. For example, an online retailer can see just how customers move 
through its website, what information about each product is being consumed 

   Battling against 
showrooming 

 Physical stores leverage 
the Internet to add 
customer value 

 Shoppers go mobile with 
tablets and smartphones 

   Online retailers use 
big data to personalize 
shopping 
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(do they watch videos or read reviews?), what competitive products are consid-
ered, and what (if anything) is ultimately purchased. Cookies (small data files 
placed on a customer’s computer) can even tell a retailer what a shopper does 
at a competitor’s site and pull information from a customer’s Facebook page. 
All those data offer a retailer a great deal of insight into each of its customers. 

 The ability to collect and analyze big data in real time (while customers are 
shopping) gives retailers the opportunity to provide a more personalized shop-
ping experience. So for example, a customer known to have shopped at a com-
petitor’s site might be seen as a “price-oriented shopper” and could receive a 
targeted discount. Knowing that a customer previously purchased a sweater 
from the store, an online retailer might show more sweaters of a similar style on 
the front page when the customer returns. When a customer shops for a DVD at 
Amazon.com, the site makes recommendations for other videos based on that 
customer’s previous purchases and those of movie buyers with similar interests. 
That intimate knowledge should make such recommendations more relevant. 
All of these activities provide customers with a shopping experience tailored to 
their needs and interests. 

 Why Retailers Evolve and Change 

 Technology has recently had a big influence on retail evolution. We have al-
ready seen how the Internet and the collection and analysis of customers’ on-
line activity are changing shopping and retailing, but physical stores are also 
leveraging technology to improve the in-store shopping experience. Customers’ 
cell phone signals and in-store video cameras can be monitored to better under-
stand how customers move through stores and how long and where they linger 
in each aisle. Even the video data analysis can be automated and analyzed to 
better understand how to lay out stores or better serve customers. At Kroger for 
example, cameras trained on checkout lanes automatically signal a manager 
when more than two customers are waiting in line. The store manager can then 
open additional checkout lanes—and the home office can evaluate service lev-
els at every Kroger store. 

 Careful use of big data can be used to provide customers with more personal-
ized shopping experiences. Stores’ CRM databases combine purchase data from 
customer loyalty cards and credit cards, social information scraped from cus-
tomers’ Facebook pages, and demographic and lifestyle information purchased 
from outside vendors to develop detailed profiles of each customer. These pro-
files can be used to tailor relevant marketing messages for each customer. For 
example, Target stores know when a family is sending a child off to college, and 
it targets that family with a catalog filled with stuff for decorating a dorm room. 
A grocery store targets a loyal and valuable customer (and known ice cream 
lover) with a text message offering a $2 discount on a new flavor of Breyer’s ice 
cream just as she pushes her cart through the frozen food section. 19  

 Another driver of change is the  wheel of retailing theory,  which says that new 
types of retailers enter the market as low-status, low-margin, low-price operators 
and then, if successful, evolve into more conventional retailers offering more 
services with higher operating costs and higher prices. Then they’re threatened 
by new low-status, low-margin, low-price retailers—and the wheel turns again. 
Department stores, supermarkets, and mass-merchandisers went through this 
cycle. Some Internet sellers are on this path. 

 The wheel of retailing theory, however, doesn’t explain all major retailing 
developments. Vending machines entered as high-cost, high-margin operations. 
Convenience food stores are high-priced. Suburban shopping centers don’t em-
phasize low price. 

 Technology drives retail 
change 

 The wheel of retailing 
keeps rolling 
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 Conventional retailers tend to specialize by product line. But many modern 
retailers are moving toward  scrambled merchandising —carrying any product lines 
they think they can sell profitably. Supermarkets and drugstores sell anything 
they can move in volume—panty hose, phone cards, one-hour photo processing, 
motor oil, potted plants, and computer software. Mass-merchandisers don’t just 
sell everyday items but also cell phones, computer printers, and jewelry. 20  

 A retailer with a new idea may have big profits—for a while. But if it’s a really 
good idea, the retailer can count on speedy imitation and a squeeze on profits. 
Other retailers will copy the new format or scramble their product mix to sell 
products that offer them higher margins or faster turnover. That puts pressure 
on the original firm to change or lose its market. 

 Some conventional retailers are in decline as these life and death cycles con-
tinue. Recent innovators, like the Internet merchants, are still in the market 
growth stage. See Exhibit 12-6. Some retailing formats that are mature in the 
United States are only now beginning to grow in other countries. 

 Most retailers face intense competitive pressure. The desperation that comes 
with such pressure has pushed some retailers toward questionable marketing 
practices. 

 Critics argue, for example, that retailers too often advertise special sale items 
to bring price-sensitive shoppers into the store or to a website but then don’t 
stock enough to meet demand. Other retailers are criticized for pushing con-
sumers to trade up to more expensive items. What is ethical and unethical in 
situations like these, however, is subject to debate. Retailers can’t always antici-
pate demand perfectly, and deliveries may not arrive on time. Similarly, trading 
up may be a sensible part of a strategy—if it’s done honestly. 

 Retailers are gathering and using information to offer customers a more per-
sonalized shopping experience, which appears consistent with the marketing 
concept. But is it ethical to monitor customers’ shopping behavior without their 

 Scrambled 
merchandising—
mixing product lines 
for higher profits 

 Product life-cycle 
concept applies to 
retailer types too 

 Ethical issues may arise 

Many retailers use technology to enhance the shopping experience. In South Korea, Homeplus wanted to expand its market 
share without the high cost of opening new stores. So Homeplus placed “virtual stores” in subway stations in Korean cities. 
The stores have no actual stock, only images with QR codes. On their way home from work, customers scan the QR codes of 
items they wish to purchase. Shortly after they arrive home, their order is delivered. Intel is working on developing signage 
that recognizes the age and gender of customers standing in front of its signs. The signs can then display messages tailored 
to each customer.
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Exhibit 12–6 
Retailer Life Cycles—
Timing and Years to 
Market Maturity

Department
stores Variety stores

Supermarkets

Discount department stores

Mass-merchandisers

Fast-food outlets

Catalog showrooms

Supercenters

Single-line mass-merchandisers

Internet merchants

100 years

60 years

30 years

20 years

20 years

15 years

15 years

15 years

15 years

? years

20101850 1870 1890 1910 1930 1950 1970 1990

Farmers in poor countries get very little money for crops—such as coffee, cocoa, and ba-
nanas—that they grow for export. Some consumers in prosperous nations are willing to 
pay retailers higher prices for “fair trade” goods so that the farmers receive greater com-
pensation. But critics question whether fair trade works as it should. For example, Sains-
bury’s is a popular British food retailer. It was charging $2.74 per pound for “fair trade” 
bananas versus only $.69 per pound for regular bananas. Farmers, however, only got $.16 
extra from that $2.05 price premium. Critics charge that Sainsbury’s makes more from the 
“fair trade” promotion than the farmers it is supposed to help. Many retailers have similar 
programs. Do you think that Sainsbury’s is acting ethically? What do you think Sainsbury’s 
and other similar retailers should do? Why?22

E
th

ic
s 

Q
u

e
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n

knowledge? Do retailers need customers’ permission? Does it depend on how 
this information is used? 

 The marketing concept should guide firms away from unethical treatment of 
customers. However, a retailer on the edge of going out of business may lose 
perspective on the need to satisfy customers in both the short and the long 
term. 21  

 Retailer Size and Profi ts 

 The large number of retailers (1,128,112) might suggest that retailing is a field 
of small businesses. To some extent this is true. When the last census of retailers 
was published, just over half of all the retail stores in the United States had an-
nual sales of less than $1 million. But that’s only part of the story. Those same 
retailers accounted for less than 6 cents of every $1 in retail sales! 

 The larger retail stores—those selling more than $5 million annually—do 
most of the business. Less than 15 percent of the retail stores are this big, yet 
they account for almost 75 percent of all retail sales. Many small retailers are 
being squeezed out of business. 23

 The main way for a retailer to achieve economies of scale is with a corporate 
chain. A  corporate chain  is a firm that owns and manages more than one 

LO 12.4

 A few big retailers do 
most of the business 

 Big chains are building 
market clout 
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store—and often it’s many. Chains have grown rapidly and now account for 
about half of all retail sales. You can expect chains to continue to grow and 
take business from independent stores. 

 Large chains use central buying for different stores. They take advantage of 
quantity discounts and develop their own efficient distribution centers. They 
can use computer networks to control inventory costs and stock-outs. They may 
also spread promotion, information technology, and management costs to 
many stores. Retail chains also have their own dealer brands. Many of these 
chains are becoming powerful members, or channel captains, in their channel 
systems. In fact, the most successful of these big chains, like Home Depot and 
Walmart, control access to so many consumers that they have the clout to dic-
tate almost every detail of relationships with their suppliers. 24  

 Competitive pressure from corporate chains encouraged the development of 
both cooperative chains and voluntary chains.  Cooperative chains  are retailer- 
sponsored groups—formed by inde-
pendent retailers—that run their own 
buying organizations and conduct 
joint promotion efforts. Cooperative 
chains face a tough battle. Some, like 
True Value Company, are still thriving 
as they exploit the weaknesses of cor-
porate chains. For example, ads re-
mind consumers that they can receive 
friendly expert advice at their True 
Value store. 

  Voluntary chains  are wholesaler-
sponsored groups that work with “in-
dependent” retailers. Some are linked 
by contracts stating common operat-
ing procedures and requiring the use 
of common storefront designs, store 
names, and joint promotion efforts. 
Examples include SuperValu in gro-
ceries and Ace in hardware. 

 In a  franchise operation , the fran-
chisor develops a good marketing 
strategy, and the retail franchise hold-
ers carry out the strategy in their own 
units. Each franchise holder benefits 
from its relationship with the larger company and its experience, buying power, 
promotion, and image. In return, the franchise holder usually signs a contract 
to pay fees and commissions and to strictly follow franchise rules designed to 
continue the successful strategy. 

 Franchise holders’ sales account for about a third of all retail sales. One rea-
son is that franchising is especially popular with service retailers, a fast-growing 
sector of the economy. 25  

 Differences in Retailing in Different Nations 

 New retailing approaches that succeed in one part of the world are often quickly 
adapted to other countries. Self-service approaches that started with supermar-
kets in the United States are now found in retail operations worldwide. The su-
percenter concept, on the other hand, initially developed in Europe. 

 Independents form 
chains 

 Franchisors form chains 

New ideas spread across 
countries

LO 12.5

Some businesspeople like to open retail 
franchises with brand names consumers 
already know, like Dunkin’ Donuts and Baskin 
Robbins.
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 The low prices, selections, and efficient operations offered by mass-merchan-
disers might be attractive to consumers everywhere. But consumers in less- 
developed nations often don’t have the income to support mass distribution. 
The small shops that survive in these economies sell in very small quantities, 
often to a small number of consumers. 

 Slow growth at home has prompted some large retail chains to move into 
international markets. They think that the competitive advantages that worked 
well in one market can provide a similar advantage in another country. But le-
gal and cultural differences in international markets can make success difficult. 
Despite success in Latin America and Canada, Walmart has struggled in 
 Germany and Japan. Similarly, French mass-merchandiser Carrefour expanded 
in Europe and South America, but its U.S. stores failed and it experienced legal 
problems in Indonesia. 

 Other retailers, like California-based My 
Dollarstore, have seen quick international 
growth. My Dollarstore franchises the “dol-
lar store” concept worldwide and adapts its 
marketing strategy to local markets. In In-
dia, the price of each product is 99 rupees 
or about two dollars. Dollar stores in the 
United States target lower-income consum-
ers, but in India the “Made in America” la-
bel attracts many higher-income 
consumers. Initially the merchandise in 
the Indian stores was the same as in U.S. 
stores. However, My Dollarstore quickly 
discovered what sold (Hershey’s syrup is a 
hit) and what didn’t (papaya and carrot 
juice). It also offered money-back guaran-
tees, an unusual practice in India. Adapta-
tions like these helped entice consumers 
into My Dollarstore’s Indian franchises. 26  

 Online shopping behavior, and there-
fore online retailing, varies considerably 
across countries. For example, in the 
United Kingdom about half of all consum-
ers regularly purchase online, while in 

 Mass-merchandising 
requires mass markets 

 Retailers moving to 
international markets 
must adapt marketing 
strategies 

 Online retailing varies 
across nations 

Coca-Cola’s desire to put its products “within an arm’s reach of desire” anywhere in the world requires selling through a 
variety of different retail channels.

Yebhi is an online retailer that sells 
home, lifestyle, and fashion 
merchandise in India. Because online 
retailing is relatively new to India, 
Yebhi’s advertising focuses on the 
benefits of online shopping.
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emerging markets online sales are almost nonexistent. The most obvious pre-
requisite for online retailing is access to the Internet—in particular, broadband 
(fast) connections. In Chapter 3 we discussed the importance of technology 
and its uneven adoption around the globe. A reliable national postal system 
(lacking in many countries) is also needed for delivering online purchases. 

 Even when infrastructure is in place, cultural factors influence preferences 
for online shopping. For example, a European study of 20,000 clothing shop-
pers identified seven segments based on their shopping needs. One segment, 
nicknamed “time-pressed optimizers,” was particularly interested in online shop-
ping. With very busy lives, this group had less time for in-store shopping so they 
sought the best possible product by doing research online. Yet only 3 percent of 
Italian shoppers and 6 percent of French shoppers fell into this segment—as 
compared to 16 percent of Brits and 18 percent of Germans. Another segment, 
“price-oriented bargain hunters,” enjoyed going to many stores and rummaging 
to find bargain merchandise. This group was most common in Italy (31 percent 
of shoppers)—and helps to explain why only about 10 percent of Italians regu-
larly purchased online. 27  

 What Is a Wholesaler? 

 It’s hard to define what a wholesaler is because there are so many different 
wholesalers doing different jobs. Some of their activities may even seem like 
manufacturing. As a result, some wholesalers describe themselves as “manufac-
turer and dealer.” Some like to identify themselves with such general terms as 
 merchant, agent, dealer,  or  distributor.  And others just take the name commonly 
used in their trade—without really thinking about what it means. 

 To avoid a long technical discussion on the nature of wholesaling, we’ll use 
the U.S. Census Bureau definition: 

  Wholesaling  is concerned with the  activities  of those persons or establishments 
that sell to retailers and other merchants, or to industrial, institutional, and 
commercial users, but that do not sell in large amounts to final consumers. So 
 wholesalers  are firms whose main function is providing wholesaling activities. 
Wholesalers sell to all of the different types of organizational customers de-
scribed in Chapter 6. 

 Wholesaling activities are just variations of the basic marketing func-
tions—gathering and providing information, buying and selling, grading, 
storing, transporting, financing, and risk taking—we discussed in Chapter 1. 
You can understand wholesalers’ strategies better if you look at them as mem-
bers of channels. They add value by doing jobs for their customers and for 
their suppliers. 

 Wholesaling Is Changing with the Times 

 A hundred years ago wholesalers dominated distribution channels in the United 
States and most other countries. The many small producers and small retailers 
needed their services. This situation still exists in less-developed economies. 

 However, in developed nations, as producers became larger many bypassed 
the wholesalers. Cost-conscious buyers at some large retail chains, including 
Walmart and Lowe’s, even refuse to deal with some wholesalers who  represent 
small producers. Efficient delivery services from UPS and FedEx make it 
 easier for many producers to ship directly to their customers, even those in 
foreign markets. The Internet also puts pressure on wholesalers whose 

LO 12.6

 Wholesaling is in decline 
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 primary role is provid-
ing information to 
bring buyers and sellers 
together. These factors 
have combined to de-
crease the number of 
wholesalers in the 
United States; there 
are about 435,000 
wholesalers today—a 
decline of 16 percent 
in the last 15 years. 

 Those that have sur-
vived are adapting their 
marketing strategies and 
finding new ways to add 
value in the channel. 
Progressive wholesalers 
are becoming more con-
cerned with their cus-
tomers and with channel 
systems. Many are using 
technology to offer bet-
ter service. Some of the 
biggest B2B e-commerce 
sites on the Internet are 
wholesaler operations, 
and many wholesalers 
are enjoying significant growth. Others develop voluntary chains that bind them 
more closely to their customers. 

 Frieda’s, Inc., is a good example; it is a wholesaler that each year supplies su-
permarkets and food-service distributors with $30 million worth of exotic fruits 
and vegetables. It was started by Frieda Caplan in 1962; today her daughters 
Karen and Jackie run the company. It is a sign of the marketing savvy of these 
women that artichokes, Chinese donut peaches, alfalfa sprouts, and spaghetti 
squash no longer seem very exotic. All of these crops were once viewed as un-
usual. Few farmers grew them, supermarkets didn’t handle them, and consum-
ers didn’t know about them. Caplan helped to change all of that. She realized 
that some supermarkets wanted to attract less price-sensitive consumers who 
preferred more interesting choices in the hard-to-manage produce department. 
So she looked for products that would help her retailer-customers meet this 
need. For example, the funny looking kiwi fruit with its fuzzy brown skin was 
popular in New Zealand but virtually unknown to U.S. consumers. Caplan 
worked with small farmer-producers to ensure that she could provide her re-
tailer-customers with a steady supply. She packaged kiwi with interesting recipes 
and promoted it to consumers. Because of her efforts, demand has grown and 
most supermarkets now carry kiwi. That has attracted competition from larger 
wholesalers. But that doesn’t bother the Caplans. When one of their specialty 
items becomes a commodity with low profit margins, another novel item re-
places it. In a typical year, Frieda’s introduces about 40 new products—like 
Asian pears, kiwano melons, sun-dried yellow tomatoes, and hot Asian chiles. 

 Frieda’s also has an advantage because of the special services it provides. It 
was the first wholesaler to routinely use airfreight for orders and send produce 
managers a weekly “hot sheet” about the best sellers. The Caplans also use sem-
inars and press releases to inform produce buyers about how to improve sales. 

 Opportunities remain 
for progressive 
wholesalers 
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For example, one attention-getting story about Frieda’s “El Mercado de Frieda” 
line helped retailers do a better job serving Hispanic customers. Similarly, Frie-
da’s website attracts final consumers with helpful tips and recipes. And now that 
more consumers are eating out, Frieda’s has established a separate division to 
serve the special needs of food-service distributors. 28  

 Progressive wholesalers need to be efficient, but that doesn’t mean they all 
have low costs. Some wholesalers’ higher operating expenses result from the 
strategies they select, including the special services they offer to some custom-
ers. Let’s look more closely at different types of wholesalers and the different 
ways they add value to channels of distribution. 

 Wholesalers Add Value in Different Ways 

 Exhibit 12-7 compares the number, sales volume, and costs of some major types 
of wholesalers. The differences in operating costs suggest that each of these 
types performs, or does not perform, certain wholesaling functions. But which 
ones and why? And why do manufacturers use merchant wholesalers—costing 
13.1 percent of sales—when agent wholesalers cost only 3.7 percent? 

 To answer these questions, we must understand what these wholesalers do 
and don’t do. Exhibit 12-8 gives a big-picture view of the major types of whole-
salers we’ll be discussing. There are lots more specialized types, but our discus-
sion will give you a sense of the diversity. Note that a major difference between 
merchant and agent wholesalers is whether they  own  the products they sell. Be-
fore discussing these wholesalers, we’ll briefly consider producers who handle 
their own wholesaling activities. 

 Manufacturers who just take over some wholesaling activities are not consid-
ered wholesalers. However, when they have  manufacturers’ sales branches —
warehouses that producers set up at separate locations away from their 
factories—they’re classified as wholesalers by the U.S. Census Bureau and by 
government agencies in many other countries. 

 In the United States, these manufacturer-owned branch operations account 
for about 4.7 percent of wholesale facilities—but they handle 26.3 percent of 
total wholesale sales. One reason sales per branch are so high is that the 

 Wholesalers need to 
add value 

 Manufacturers’ sales 
branches are considered 
wholesalers 

LO 12.7

Exhibit 12–7 
U.S. Wholesale Trade by 
Type of Wholesale 
Operation
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branches are usually placed in the best market areas. This also helps explain 
why their operating costs, as a percent of sales, are often lower. It’s also easier 
for a manufacturer to coordinate information and logistics functions with its 
own branch operations than with independent wholesalers. 29  

 Merchant Wholesalers Are the Most Numerous 

Merchant wholesalers  own (take title to) the products they sell. They often spe-
cialize by certain types of products or customers. For example, Fastenal is a 
wholesaler that specializes in distributing threaded fasteners used by a variety of 

manufacturers. It owns (takes title to) the fasteners 
for some period before selling to its customers. If you 
think all merchant wholesalers are fading away, Faste-
nal is proof that they can serve a needed role. In the 
last decade Fastenal’s profits have grown at about the 
same pace as Microsoft’s. 30  

 Exhibit 12-7 shows that almost 85 percent of the 
wholesaling establishments in the United States are 
merchant wholesalers—and they handle over 64 per-
cent of wholesale sales. Merchant wholesalers are 

even more common in other countries. Japan is an extreme example. Products 
are often bought and sold by a series of merchant wholesalers on their way to 
the business user or retailer. 31  

Service wholesalers  are merchant wholesalers that provide all the wholesaling 
functions. Within this basic group are three types: (1) general merchandise, 
(2) single-line, and (3) specialty. 

  General merchandise wholesalers  are service wholesalers that carry a wide vari-
ety of nonperishable items such as hardware, electrical supplies, furniture, drugs, 
cosmetics, and automobile equipment. With their broad line of convenience and 
shopping products, they serve hardware stores, drugstores, and small department 

 Service wholesalers 
provide all the functions 

Exhibit 12–8 Types of Wholesalers

Yes (merchant wholesalers)

All the functions Some functions

No (agent wholesalers)

How many functions does
the wholesaler provide?

Agent wholesalers
    Auction companies
    Brokers
    Manufacturers’ agents
    Selling agents

Service merchant wholesaler
   General merchandise
    wholesalers (or mill supply
    houses)
   Single-line or general-line
  wholesalers
   Specialty wholesalers

Limited-function merchant
wholesaler
    Cash-and-carry wholesalers
    Drop-shippers
    Truck wholesalers
    Rack jobbers
    Catalog wholesalers

Does wholesaler
own the products?

Internet Exercise

Check out the different aspects of the Fastenal 
website (www.fastenal.com). Give examples of ways 
that the website is intended to help Fastenal’s 
customers and suppliers.
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stores.  Mill supply houses  operate in a similar way, but they carry a broad variety of 
accessories and supplies to serve the needs of manufacturers. 

  Single-line (or general-line) wholesalers  are service wholesalers that carry a nar-
rower line of merchandise than general merchandise wholesalers. For example, 
they might carry only food, apparel, or certain types of industrial tools or supplies. 
In consumer products, they serve the single-and limited-line stores. In business 
products, they cover a wider geographic area and offer more specialized service. 

  Specialty wholesalers  are service wholesalers that carry a very narrow range of 
products and offer more information and service than other service wholesalers. 
For example, a firm that produces specialized lights for vehicles might rely on 
specialty wholesalers to help reach automakers in different countries. A consumer 
products specialty wholesaler might carry only health foods instead of a full line of 
groceries. Some limited-line and specialty wholesalers are growing by helping in-
dependent retailer-customers compete with mass-merchandisers. But in general, 
many consumer-products wholesalers have been hit hard by the growth of retail 
chains that set up their own distribution centers and deal directly with producers. 

 A specialty wholesaler of business products might limit itself to fields requiring 
special technical knowledge or service. Richardson Electronics is an interesting 
example. It specializes in distributing replacement parts, such as electron tubes, for 
old equipment that many manufacturers still use on the factory floor.  Richardson 
describes itself as “on the trailing edge of technology,” but many of its customers 
operate in countries where new technologies are not yet common. Richardson 
gives them easy access to information from its website (www.rell.com) and makes 
its products available quickly by stocking them in locations around the world. 32  

  Limited-function wholesalers  provide only  some  wholesaling functions. In the 
following paragraphs, we briefly discuss the main features of these wholesalers. 
Although less numerous in some countries, these wholesalers are very impor-
tant for some products. 

  Cash-and-carry wholesalers  operate like service wholesalers—except that the 
customer must pay cash. In the United States, big warehouse clubs have taken 

 Limited-function 
wholesalers provide 
some functions 

 Cash-and-carry 
wholesalers want cash 

Henry Schein is the largest 
distributor of health care 
products and services to 
office-based practitioners in 
North America. It also serves 
many international countries. 
It operates as a full-service 
wholesaler for medical, dental, 
and veterinary professionals.
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much of this business. But cash-and-carry operators are common in less- 
developed nations where very small retailers handle the bulk of retail transac-
tions. Full-service wholesalers often refuse to grant credit to small businesses 
that may have trouble paying their bills. 

Drop-shippers  own (take title to) the products they sell—but they do  not  actu-
ally handle, stock, or deliver them. These wholesalers are mainly involved in 
selling. They get orders and pass them on to producers. Then the producer 
ships the order directly to the customer. Drop-shippers commonly sell bulky 
products (like lumber) for which additional handling would be expensive and 
possibly damaging. Drop-shippers in the United States are already feeling the 
squeeze from buyers and sellers connecting directly via the Internet. But the 
progressive ones are fighting back by setting up their own websites and getting 
fees for referrals. 

Truck wholesalers  specialize in delivering products that they stock in their 
own trucks. Their big advantage is that they promptly deliver perishable prod-
ucts that regular wholesalers prefer not to carry. A 7-Eleven store that runs out 
of potato chips on a busy Friday night doesn’t want to be out of stock all week-
end! They help retailers keep a tight rein on inventory, and they seem to meet 
a need. 

Rack jobbers  specialize in hard-to-handle assortments of products that a re-
tailer doesn’t want to manage—and rack jobbers usually display the products on 
their own wire racks. For example, a grocery store or mass-merchandiser might 
rely on a rack jobber to decide which paperback books or magazines it sells. 
The wholesaler knows which titles sell in the local area and applies that knowl-
edge in many stores. 

  Catalog wholesalers  sell through catalogs that may be distributed widely to 
smaller industrial customers or to retailers that might not be called on by other 
wholesalers. Customers place orders at a website or by mail, e-mail, fax, or tele-
phone. These wholesalers sell lines such as hardware, jewelry, sporting goods, 
and computers. For example, Inmac uses a catalog that is printed in six 
 languages and a website (www.inmac.com) to sell a complete line of computer 
accessories. Many of its customers don’t have a local wholesaler, but they can 
place orders from anywhere in the world. Most catalog wholesalers quickly 
adapted to the Internet. It fits what they were already doing and makes it easier. 
But they’re facing more competition too; the Internet allows customers to com-
pare prices from more sources of supply. 33  

 Agents Are Strong on Selling 

  Agent wholesalers  are wholesalers who do  not  own the products they sell. 
Their main purpose is to help in buying and selling. Agent wholesalers nor-
mally specialize by customer type and by product or product line. But they 
usually provide even fewer functions than the limited-function wholesalers. 
They operate at relatively low cost—sometimes 2 to 6 percent of their selling 
price—or less in the case of website–based agents who simply bring buyers 
and sellers together. Worldwide, the role of agents is rapidly being trans-
formed by the Internet. Those who didn’t get on board this fast-moving train 
were left behind. 

 Agents are common in international trade. Many markets have only a few 
well-financed merchant wholesalers. The best many producers can do is get local 

 Drop-shippers do not 
handle the products 

 Truck wholesalers 
deliver—at a cost 

 Rack jobbers sell hard-
to-handle assortments 

 Catalog wholesalers 
reach outlying areas 

 They don’t own the 
products 

 They are important in 
international trade 
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representation through agents and then arrange financing through banks that 
specialize in international trade. 

 Agent wholesalers are usually experts on local business customs and regula-
tions in their own countries. Sometimes a marketing manager can’t work 
through a foreign government’s red tape without the help of a local agent. 

 A  manufacturers’ agent  sells similar products for several noncompeting 
 producers—for a commission on what is actually sold. Such agents work al-
most as members of each company’s sales force, but they’re really indepen-
dent wholesalers. More than half of all agent wholesalers are manufacturers’ 
agents. Their big plus is that they already call on some customers and can add 
another product line at relatively low cost—and at no cost to the producer 

until something sells! If 
an area’s sales poten-
tial is low, a company 
may use a manufactur-
ers’ agent because the 
agent can do the job at 
low cost. Small produc-
ers often use agents ev-
erywhere because their 
sales volume is too 
small to justify their 
own sales force. 

 Agents can be espe-
cially useful for intro-

ducing new products. For this service, they may earn 10 to 15 percent 
commission. (In contrast, their commission on large-volume established prod-
ucts may be quite low—perhaps only 2 percent.) A 10 to 15 percent commis-
sion rate may seem small for a new product with low sales. Once a product 
sells well, however, a producer may think the rate is high and begin using its 
own sales reps. 

  Export or import agents  are basically manufacturers’ agents who specialize 
in international trade. These agent wholesalers operate in every country 
and  help international firms adjust to unfamiliar market conditions in 
 foreign countries. 

 Manufacturers’ reps will continue to play an important role in businesses 
that need an agent to perform order-getting tasks. But manufacturers’ reps ev-
erywhere are feeling pressure when it comes to routine business contacts. More 
producers are turning to telephone selling, websites, e-mail, teleconferencing, 
and faxes to contact customers directly. 34  

  Brokers  bring buyers and sellers together. Brokers usually have a  temporary  
relationship with the buyer and seller while a particular deal is negotiated. They 
are especially useful when buyers and sellers don’t come into the market very 
often. The broker’s product is information about what buyers need and what 
supplies are available. If the transaction is completed, they earn a commission 
from whichever party hired them.  Export and import brokers  operate like other 
brokers, but they specialize in bringing together buyers and sellers from differ-
ent countries. Smart brokers quickly saw new opportunities to expand their 
reach by using the Internet. As the Internet causes consolidation, it will also 
provide more value. A smaller number of cyberbrokers will cut costs and domi-
nate the business with larger databases of buyers and sellers. 

  Selling agents  take over the whole marketing job of producers—not just the 
selling function. A selling agent may handle the entire output of one or more 

 Manufacturers’ agents—
freewheeling sales reps 

 Brokers provide 
information 

 Selling agents—almost 
marketing managers 

Electronic Manufacturers’ 
Agents is a company of 
manufacturers’ agents that 
represents 20 different 
suppliers of electronics parts. 
EMA reps make sales calls on 
customers in the southeastern 
United States.
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producers, even com-
peting producers, with 
almost complete con-
trol of pricing, selling, 
and advertising. In ef-
fect, the agent becomes 
each producer’s mar-
keting manager. 

 Financial trouble is 
one of the main reasons 
a producer calls in a sell-
ing agent. The selling 
agent may provide work-
ing capital and may also 
take over the affairs of 
the business. But selling 
agents also work inter-
nationally. A  combination export manager  is a blend of manufacturers’ agent and 
selling agent—handling the entire export function for several producers of simi-
lar but noncompeting lines. 

Auction companies  provide a place where buyers and sellers can come to-
gether and bid to complete a transaction. Traditionally they were important in 
certain lines—such as livestock, fur, tobacco, and used cars—where demand 
and supply conditions change rapidly. 

 Auction companies 
speed up the sale 

IronPlanet uses auctions to connect buyers and sellers of 
used heavy equipment like cranes, tractors, and trucks.

 In this chapter, we explored evolving approaches to re-
tailing and wholesaling. We also examined how marketers 
are finding an efficient and effective balance of technology 
and the personal touch that works for their target markets. 

 Modern retailing is scrambled—and we’ll see more 
changes in the future. In such a dynamic environment, a pro-
ducer’s marketing manager must choose carefully among 
the available kinds of retailers. And retailers must plan their 
marketing mixes with target customers’ needs in mind—
while at the same time becoming part of an effective chan-
nel system. 

 There are many different types of retailers, each offer-
ing different marketing mixes to appeal to different target 
customers. Lower margins and faster turnover are the mod-
ern philosophy for mass-merchandisers, but this is no guar-
antee of success as retailers’ life cycles move on. Online 
retailing is growing quickly, and many physical retailers in-
clude the Internet in their marketing mixes. 

 Retailing tends to evolve in predictable patterns—and we 
discussed the wheel of retailing theory to help understand 
this. But the growth of chains and scrambled merchandising 
continues, as retailing evolves to meet changing consumer 
demands. 

 Wholesalers can provide functions for those both 
above and below them in a channel of distribution. These 
services are closely related to the basic marketing func-
tions. There are many types of wholesalers. Some provide 
all the wholesaling functions—while others specialize in 
only a few. Eliminating wholesalers does not eliminate the 
need for the functions they now provide, but technology 
is helping firms to perform these functions in more effi-
cient ways. 

 Despite predictions that the Internet would eliminate 
the “middleman,” wholesalers continue to exist. The more 
progressive ones are adapting to a changing environment. 
But some less-progressive wholesalers will fail. On the other 
hand, new types of intermediaries are evolving. Some are 
creating new ways of helping producers and their custom-
ers achieve their objectives by finding new ways to add 
value. 

 One thing is certain, the evolving Internet and yet-to-
emerge technology won’t allow marketers to rest on their 
laurels. Successes will be short-lived as retail and wholesale 
competitors keep looking for new ways to satisfy customer 
needs. The most agile retailers and wholesalers are the 
most likely to survive. 

 CONCLUSION 
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 QUESTIONS AND PROBLEMS 
  1. Compare and contrast the marketing mix and target mar-

ket for a bike shop in your community with the online bi-
cycle retailer Performance Bicycle (www.performancebike.
com). Use your best judgment to identify each retailer’s 
primary target market and some of its Product, Place, Pro-
motion, and Price decisions. 

  2. What sort of a “product” are specialty shops offering? 
What are the prospects for organizing a chain of specialty 
shops? 

  3. Distinguish among discount houses, price-cutting by con-
ventional retailers, and mass-merchandising. Forecast the 
future of low-price selling in food, clothing, and appli-
ances. How will the Internet affect that future? 

  4. Discuss a few changes in the market environment that you 
think help to explain why telephone, mail-order, and Inter-
net retailing have been growing so rapidly. 

  5. What are some advantages and disadvantages to using the 
Internet for shopping? 

  6. Apply the wheel of retailing theory to your local community. 
What changes seem likely? Will established retailers see 
the need for change, or will entirely new firms have to 
 develop? 

  7. What advantages does a retail chain have over a retailer 
who operates with a single store? Does a small retailer 
have any advantages in competing against a chain? Explain 
your answer. 

  8. Many producers are now seeking new opportunities in in-
ternational markets. Are the opportunities for interna-
tional expansion equally good for retailers? Explain your 
answer. 

  9. Discuss how computer systems affect wholesalers’ and re-
tailers’ operations. 

  10. Consider the evolution of wholesaling in relation to the 
evolution of retailing. List several changes that are similar 
and several that are fundamentally different. 

  11. Do wholesalers and retailers need to worry about new-
product planning just as a producer needs to have an orga-
nized new-product development process? Explain your 
answer. 

  12. How do you think a retailer of Maytag washing machines 
would react if Maytag set up a website, sold direct to con-
sumers, and shipped direct from its distribution center? 
Explain your thinking. 

  13. What risks do merchant wholesalers assume by taking title 
to goods? Is the size of this risk about constant for all mer-
chant wholesalers? 

  14. Why would a manufacturer set up its own sales branches if 
established wholesalers were already available? 

  15. What is an agent wholesaler’s marketing mix? 

  16. Why do you think that many merchant wholesalers handle 
competing products from different producers, while man-
ufacturers’ agents usually handle only noncompeting 
products from different producers? 

  17. What alternatives does a producer have if it is trying to 
expand distribution in a foreign market and finds that the 
best existing merchant wholesalers won’t handle imported 
products? 

  18. Discuss the future growth and nature of wholesaling if 
chains, scrambled merchandising, and the Internet con-
tinue to become more important. How will wholesalers 
have to adjust their mixes? Will wholesalers be eliminated? 
If not, what wholesaling functions will be most important? 
Are there any particular lines of trade where wholesalers 
may have increasing difficulty? 
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 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Marketing Strategy” section. 

  a. What kind of retail operation is the vet clinic? Does it fit any of the types described in this chapter? 

  b. How could Hillside make use of a website? 

  c. The marketing plan notes future plans to offer kennel (boarding) services and pet supplies. How will this change Hillside’s 
current strategy? Does the marketing plan provide a good sense of what needs to be done? Do you have other 
recommendations for Hillside? 

 SUGGESTED CASES 
  11. Running Room 15. The Buckeye Group Video Case 2. Bass Pro Shops 
  12. DrJane.com—Custom Vitamins 16. J&J Lumber Supply Video Case 5. Suburban Regional Shopping Malls 
  14. Showtime Media 

 COMPUTER-AIDED PROBLEM 
 12. SELECTING CHANNEL INTERMEDIARIES 

 Art Glass Productions, a producer of decorative glass gift 
items, wants to expand into a new territory. Managers at Art 
Glass know that unit sales in the new territory will be affected 
by consumer response to the products. But sales will also be 
affected by which combination of wholesalers and retailers Art 
Glass selects. There is a choice between two wholesalers. One 
wholesaler, Giftware Distributing, is a merchant wholesaler that 
specializes in gift items; it sells to gift shops, department 
stores, and some mass-merchandisers. The other wholesaler, 
Margaret Degan & Associates, is a manufacturers’ agent who 
calls on many of the gift shops in the territory. 

 Art Glass makes a variety of glass items, but the cost of 
making an item is usually about the same—$5.20 a unit. The 
items would sell to Giftware Distributing at $12.00 each—and in 
turn the merchant wholesaler’s price to retailers would be 
$14.00—leaving Giftware with a $2.00 markup to cover costs 
and profit. Giftware Distributing is the only reputable merchant 
wholesaler in the territory, and it has agreed to carry the line 
only if Art Glass is willing to advertise in a trade magazine 
aimed at retail buyers for gift items. These ads will cost $8,000 
a year. 

 As a manufacturers’ agent, Margaret Degan would cover all 
of her own expenses and would earn 8 percent of the $14.00 
price per unit charged the gift shops. Individual orders would 
be shipped directly to the retail gift shops by Art Glass, using 
United Parcel Service (UPS). Art Glass would pay the UPS 
charges at an average cost of $2.00 per item. In contrast, Gift-
ware Distributing would anticipate demand and place larger 
orders in advance. This would reduce the shipping costs, which 
Art Glass would pay, to about $.60 a unit. 

 Art Glass’ marketing manager thinks that Degan would 
only be able to sell about 75 percent as many items as Gift-
ware Distributing—since she doesn’t have time to call on all of 
the smaller shops and doesn’t call on any department stores. 
On the other hand, the merchant wholesaler’s demand for 
$8,000 worth of supporting advertising requires a significant 
outlay. 

 The marketing manager at Art Glass decided to use a 
spreadsheet to determine how large sales would have to be to 
make it more profitable to work with Giftware and to see how 
the different channel arrangements would contribute to profits 
at different sales levels. 

  a. Given the estimated unit sales and other values shown on 
the initial spreadsheet, which type of wholesaler would 
contribute the most profit to Art Glass Productions? 

  b. If sales in the new territory are slower than expected, so 
that the merchant wholesaler was able to sell only 3,000 
units—or the agent 2,250 units—which wholesaler would 
contribute the most to Art Glass’ profits? ( Note:  Assume 
that the merchant wholesaler only buys what it can sell; 
that is, it doesn’t carry extra inventory beyond what is 
needed to meet demand.) 

  c. Prepare a table showing how the two wholesalers’ contri-
butions to profit compare as the quantity sold varies from 
3,500 units to 4,500 units for the merchant wholesaler 
and 75 percent of these numbers for the manufacturers’ 
agent. Discuss these results. ( Note:    Use the analysis fea-
ture to vary the quantity sold by the merchant wholesaler, 
and the program will compute 75 percent of that quantity 
as the estimate of what the agent will sell.)  
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  Promotion—Introduction 
to Integrated Marketing 
Communications 
 Back in the 1930s, in the depths of the Great Depression, Leo 
and Lillian Goodwin started the Government Employees 
 Insurance Company—GEICO. GEICO kept operating costs 
low by only selling auto insurance to two low-risk target mar-
kets, federal employees and military personnel. GEICO 
passed the savings on in the form of lower premiums—and 
sales steadily grew for decades. 

 After becoming a wholly-owned subsidiary of Berkshire 
Hathaway in 1996, GEICO’s management sought to acceler-
ate earnings growth by targeting new markets. However, 
getting growth in the mature auto insurance market meant 
that GEICO would need to take customers away from better 
known competitors such as Allstate and State Farm. As if that 
wasn’t difficult enough, many prospects didn’t even know 
about GEICO. Ted Ward, GEICO’s vice president of market-
ing, discussed this situation with the firm’s ad agency, The 
Martin Agency of Richmond, Virginia. Together they decided 
that an aggressive advertising campaign could increase 
awareness of GEICO, bring in new customers, and result in 
profitable growth. 

 The GEICO campaign that emerged used an animated, 
talking lizard to help get attention and communicate the firm’s 
message. In the first commercial, the charming reptile with 
the British accent stated, “I am a gecko, not to be confused 
with GEICO, which could save you hundreds on car insurance. 
So stop calling me!” The humorous ads quickly generated 
awareness and interest among target customers, many of 
whom had never heard of GEICO. The original plan was for 
the Gecko campaign to run for a short time, but research said 
customers loved the Gecko, and he continues to be an impor-
tant part of GEICO’s image and promotions. 

 GEICO wants customers to know it offers good value—
great car insurance at low prices. But to prove this, custom-
ers must get a price quote. It’s quick and easy to get a 
quote at GEICO’s website, so to spur the target audience 
to action, GEICO ads remind them that “15 minutes could 
save you 15 percent or more on your car insurance.” Many 
people responded to the appeal of saving money, but oth-
ers were hesitant, believing that requesting an online quote 
was too difficult. 

 To overcome this resistance, GEICO came up with a 
clever advertising campaign to convince people that getting 
a quote from the website is “so easy a caveman can do it.” 
The print and TV ads feature refined cavemen living in the 
modern world who are offended that the ads imply they are 
not intelligent. The funny spots attract attention. While it is 
difficult to know just how effective each ad campaign has 
been, a recent study found that 93 percent of consumers 
 recognized GEICO’s ads—well ahead of the 82 percent who 
recognized competitor Progressive Insurance’s “Flo” ads. 

 To communicate with many different target markets, 
GEICO relies on a variety of media and messages. For 
 example, GEICO sponsors NASCAR driver Casey Mears and 
the Miss GEICO powerboat and its racers Marc Granet and 
Scott Begovich. The Gecko icon appears on the cars, boats, 
and motorcycles that GEICO sponsors—and fans can learn 
more about all the teams at GEICOgarage.com. GEICO tar-
gets members of the armed forces with special services and 
communications like the HomeFront social media site that 
helps connects military personnel and their families. Of 
course GEICO has a Facebook page—but the Gecko has 
one, too, and with more “Likes.” 

 While GEICO aims for its target market with advertising, it 
knows that that much of this advertising and promotion is 
seen by customers who are not currently looking to buy insur-
ance. For highly targeted promotion, GEICO knows that 
when someone types “car insurance” into the search engine at 
Google or Bing, they are very likely looking to buy insurance. 
So a sponsored link to GEICO’s website appears at the top of 
the search page. GEICO also collects and analyzes big data 
that show websurfing behavior to help identify other target 
customers. These data help GEICO place banner ads where 
they will be seen by customers in the market for insurance. 

 All this promotion helped make GEICO a familiar name, 
but many insurance buyers still want to talk to a real person 
before deciding what to do. These customers can visit with a 
GEICO salesperson at one of its local offices or call GEICO’s 
toll-free number and talk on the phone with an inside sales 
rep. GEICO selects capable salespeople who are licensed 
insurance agents, and then trains them to develop an 
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 understanding of each customer’s needs and concerns so 
that the agents can then explain GEICO’s benefits to the 
customer in a persuasive way. 

 Of course, GEICO seeks to build an ongoing relationship 
with customers after they sign up for a policy. Regular contacts 
and updates are handled with 
promotional e-mails. Custom-
ers can call a GEICO salesper-
son to learn more about other 
GEICO products, such as less 
familiar umbrella insurance 
policies. Later, if a customer 
who purchases a policy has a 
problem, GEICO’s highly 
rated customer service team 
works quickly to resolve it. 

 GEICO spends almost a 
billion dollars a year on 
 advertising—more than any 
insurance company. That 
kind of commitment—and 
highly satisfied customers—
helped GEICO go from a 
3 percent share of the auto 
insurance market in 1996 to 
over a 9 percent share and 
the industry’s #2 position by 
2013. GEICO doesn’t want 

to stop there—don’t look over your shoulder State Farm. To 
keep going, GEICO’s integrated marketing communications 
program will continue to play a major role in acquiring and 
retaining  customers. 1  

 LEARNING OBJECTIVES 

 As the GEICO example shows, there are many decisions that a marketing manager must make 
concerning Promotion, and it is an important part of marketing strategy planning. Marketing 
managers usually blend a variety of different promotion methods to achieve promotion 
objectives because each method has its own strengths and limitations. In this chapter we 
introduce the major promotion options and how to integrate them into an effective whole. 

 When you finish this chapter, you should be able to: 
  1 know the advantages and disadvantages of the promotion methods a 

marketing manager can use in strategy planning. 

  2 understand the integrated marketing communications concept and why 
firms use a blend of different promotion methods. 

  3 understand the importance of promotion objectives. 

  4 know how the traditional communication process affects promotion planning. 

  5 understand how customer-initiated interactive communication is different. 

  6 know how typical promotion plans are blended to get an extra push from 
wholesalers and retailers, as well as help from customers in pulling 
products through the channel. 

  7 understand how promotion blends typically vary over the adoption curve 
and product life cycle. 

  8 understand how to determine how much to spend on promotion efforts. 

  9 understand important new terms (shown in red). 

 Promotion Communicates to Target Markets 

Promotion  is communicating information between the seller and potential 
buyer or others in the channel to influence attitudes and behavior. The pro-
motion part of the marketing mix involves telling target customers that the 
right Product is available at the right Place at the right Price. Just as Promotion 
must be fine-tuned for a specific target market, it must fit with the other vari-
ables of the marketing mix and reinforce the strategy’s differentiation and 
positioning. 

 This is the first of three chapters that discuss issues important for Promo-
tion. We begin with an overview of the major promotion methods. Marketing 
managers can choose from several basic types of promotion: personal selling, 
mass selling, and sales promotion (see Exhibit 13-1). Because these different 
methods have different strengths and limitations, a marketing manager typi-
cally uses them in combination to achieve specific objectives. We also discuss 

LO 13.1
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the specialists who are involved in managing different types of promotion and 
why it is important for them to work together as a team. This chapter also pro-
vides  models that will help you understand how communication works.  Finally, 
we look at some concepts that help marketing managers develop the best pro-
motion blend. 

 In Chapter 14, we take a closer look at the important promotion strategy 
decisions that marketing and sales managers make in personal selling and 
customer service. Chapter 15 provides a closer look at mass selling. It dis-
cusses the strategy planning decisions related to advertising, publicity, and 
sales promotion. 

 While we’ll go into some detail about the different promotion methods, a 
key challenge for marketing managers is how best to blend them. So it’s helpful 
to begin with a brief overview of the promotion methods available. 

 Several Promotion Methods Are Available 

Personal selling  involves direct spoken communication between sellers and 
potential customers. Customer service is a form of personal communication 
 between a customer and seller to resolve a problem with a purchase. Sales-
people get immediate feedback, which helps them to adapt. Although some 

 Personal selling—
flexibility is its strength 

Exhibit 13–1 Promotion and Marketing Strategy Planning

Chapter 14
Personal Selling and

Customer Service

Chapter 13
Promotion—Introduction to

Integrated Marketing
Communications

Chapter 15
Advertising, Publicity,
and Sales Promotion

Promotion methods

  • Personal selling and
    customer service
   • Mass selling
     • Advertising
     • Publicity
  • Sales promotion

Managing promotion

 • Promotion managers
 • Integrated marketing
   communications
 • Objectives drive
   decisions

Effective communication

 • Traditional 
     communication process
 • Customer-initiated
   communication process

Blending promotion

 • Push and pull
 • Adoption processes
 • Product life cycle
 • Budget setting

Customers
PRO

M

OTION

333345345
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personal selling is included in most marketing mixes, it can be very expen-
sive. So it’s often desirable to combine personal selling with mass selling and 
sales promotion. 

  Mass selling  is communicating with large numbers of potential customers at 
the same time. It’s less flexible than personal selling, but when the target mar-
ket is large and scattered, mass selling can be less expensive. 

 Advertising is the main form of mass selling.  Advertising  is any  paid  form of 
nonpersonal presentation of ideas, goods, or services by an identified sponsor. 
It includes the use of traditional media like magazines, newspapers, radio and 
TV, signs, and direct mail as well as new media such as the Internet. Marketing 
managers pay for advertising to be placed on specific media, but another form 
of mass selling doesn’t involve paying media costs. 

  Publicity  is any  unpaid  form of nonpersonal presentation of ideas, goods, 
or services. Of course, publicity people are paid. But they try to attract atten-
tion to the firm and its offerings  without having to pay media costs.  Some pub-
licity  involves getting favorable coverage in newspaper stories, magazines, or 
television. For example, movie studios try to get celebrities on TV talk shows 
because this generates a lot of interest and sells tickets to new movies with-
out the studio paying for TV time. Publicity also involves creating and plac-
ing content on the web for customers to find or pass on—including posts 
on a firm’s Facebook page, videos on YouTube, or an informational page on 
its website. 

  Sales promotion  refers to promotion activities—other than advertising, public-
ity, and personal selling—that stimulate interest, trial, or purchase by final cus-
tomers or others in the channel. Sales promotion may be aimed at consumers, at 
intermediaries, or at a firm’s own employees. Examples include contests and 
coupons aimed at consumers, trade shows or calendars for wholesalers or retail-
ers, or sales contests and meetings aimed at a company’s own sales force. Rela-
tive to other promotion methods, sales promotion can usually be implemented 
quickly and get results sooner. In fact, most sales promotion efforts are designed 
to produce immediate results. 

 Mass selling involves 
advertising and publicity 

 Publicity avoids 
media costs 

 Sales promotion tries to 
spark immediate interest 

Everyone loves free snacks, so it’s not surprising that many customers engaged with McDonald’s outdoor ad. Customers use 
their cell phone to snap a picture of a particular snack (on this day a sundae), then they bring the photo to the nearby 
McDonald’s for their reward. Sales promotion activities like this stimulate consumer interest and trial.
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Many people incorrectly believe that promotion money gets spent primarily 
on advertising—because advertising is all around them. But all the special sales 
promotions—coupons, sweepstakes, trade shows, and the like—add up to even 
more money. Similarly, much personal selling goes on in the channels and in 
other business markets. In total, firms spend less money on advertising than on 
personal selling or sales promotion. 

 Someone Must Plan, Integrate, 
and Manage the Promotion Blend 

 Each promotion method has its own strengths and weaknesses. In combination, 
they complement each other. Each method also involves its own distinct activi-
ties and requires different types of expertise. As a result, it’s usually the respon-
sibility of specialists—such as sales managers, advertising managers, and 
promotion managers—to develop and implement the detailed plans for the 
various parts of the overall promotion blend. 

Sales managers  are concerned with managing personal selling. Often the 
sales manager is responsible for building good distribution channels and im-
plementing Place policies. In smaller companies, the sales manager may also 
act as the marketing manager and be responsible for advertising and sales 
promotion. 

Advertising managers  manage their company’s mass-selling effort—in televi-
sion, newspapers, magazines, and other media. Their job is choosing the right 
media and developing the ads. Advertising may be handled in-house, by depart-
ments existing within the firms, or it may be contracted to outside advertising 
agencies. The advertising manager may handle publicity too. Same situation—it 
may be handled in-house or contracted out to an agency that specializes in 
  public relations —communication with noncustomers, including labor, public 
 interest groups, stockholders, and the government. 

  Sales promotion managers  manage their company’s sales promotion effort. In 
some companies, a sales promotion manager has independent status and re-
ports directly to the marketing manager. If a firm’s sales promotion spending is 
substantial, it probably  should  have a specific sales promotion manager. Some-
times, however, the sales or advertising departments handle sales promotion 
efforts—or sales promotion is left as a responsibility of individual brand manag-
ers. Regardless of who the manager is, sales promotion activities vary so much 
that many firms use both inside and outside specialists. 

 Although many specialists may be involved in planning for and implement-
ing specific promotion methods, determining the blend of promotion methods 
is a strategy decision—and it is the responsibility of the marketing manager. 

 The marketing manager must weigh the pros and cons of the various promo-
tion methods and then devise an effective promotion blend—fitting in the vari-
ous departments and personalities and coordinating their efforts. Then the 
advertising, sales, and sales promotion managers should develop the details 
consistent with what the marketing manager wants to accomplish. 

 Effective blending of all of the firm’s promotion efforts should produce 
  integrated marketing communications —the intentional coordination of every 
communication from a firm to a target customer to convey a consistent and 
complete message. 

 Less is spent on 
advertising than 
personal selling or 
sales promotion 

 LO 13.2 

 Sales managers manage 
salespeople 

 Advertising managers 
work with ads and 
agencies 

 Sales promotion 
managers need many 
talents 

 Marketing manager talks 
to all, blends all 

 Send a consistent and 
complete message with 
integrated marketing 
communications 
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 The GEICO case at the start of this chapter is a good example of integrated 
marketing communications. Different promotion methods handle different 
parts of the job. Yet the methods are coordinated so that the sum is greater than 
the parts. The separate messages are complementary, but also consistent. 

 It seems obvious that a firm’s different communications to a target market 
should be consistent. However, when a number of different people are working 
on different promotion elements, they are likely to see the same big picture 

In China, Pepsi depends on a blend of integrated marketing communications, including in-store sampling, outdoor 
advertising, and web-based publicity. The web page shown here promotes the “Pepsi Soccer Carnival” on Tencent, China’s 
most popular social media site. Soccer fans can play online games, gamble, and use instant messaging to win prizes like 
virtual “cans” of Pepsi and phone calls from soccer stars like Jose Torres and Didier Drogba.
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only if a marketing manager ensures that it happens. Getting consistency is 
harder when different firms handle different aspects of the promotion 
effort. For example, different firms in the channel may have conflicting 
objectives. 

 To get effective coordination, everyone involved with the promotion effort 
must clearly understand the plan for the overall marketing strategy. They all 
need to understand how each promotion method will contribute to achieve 
specific promotion objectives. 2  

 Which Methods to Use Depends on Promotion Objectives 

 A marketing manager usually has to set priorities for the promotion objectives.
The ultimate objective is to encourage customers to choose a  specific  product. 
However, which promotion objectives are of highest priority will depend on the 
market situation and target market. For example, as we saw in Chapters 5 and 6, 
customers often move along a step-by-step buying path—and the path may dif-
fer for different types of purchases. Sometimes customers are familiar with the 
product and sometimes it is completely new to them. Objectives should be 
guided by what we know about target customers. In this section, we discuss dif-
ferent types of promotion objectives and tie them to frameworks describing the 
purchase process. 

 Promotion objectives must be clearly defined—because the right promotion 
blend depends on what the firm wants to accomplish. It’s helpful to think of 
three basic promotion objectives:  informing, persuading,  and  reminding  target cus-
tomers about the company and its marketing mix. All try to affect buyer behav-
ior by providing customers with information. 

 It’s also useful to set more specific promotion objectives that state  exactly 
whom  you want to inform, persuade, or remind, and  why.  This is unique to each 
company’s strategy—and specific objectives vary by promotion method. We’ll 
talk about more specific promotion objectives in Chapters 14 and 15. Here we’ll 
focus on the three basic promotion objectives and then link them to the adop-
tion process and a new model. 

 Potential customers must know something about a product if they are to 
buy it. A firm with a really new product may not have to do anything but in-
form consumers of the product’s features and benefits. An  informing  objective 
can show that it meets consumer needs better than other products. Imagine a 
customer moving to a new town with an interest in joining a health club where 
he can work out. A health club might place brochures in local apartment 
complexes or run ads in the newspaper to let target customers know about 
the features at its facility. A small business might want to have a service regu-
larly clean its offices. The owner might begin by searching on the Internet. 
There she might find a local cleaning company’s website with information 
about various services. 

 When competitors offer similar products, the firm must not only inform cus-
tomers that its product is available but also persuade them to buy it. A  persuad-
ing  objective means the firm will try to develop a favorable set of attitudes so 
customers will buy, and keep buying, its product. A persuading objective often 
tries to demonstrate how one brand is better than others. To convince consum-
ers to buy Brawny paper towels, ads show Brawny as the towel that’s best for 
tough cleanup jobs. A salesperson for Andersen Windows tries to convince 
homebuilders about the quality and affordability of Andersen Windows as 

 LO 13.3 

 Overall objective is to 
affect behavior 

 Informing, persuading, 
and reminding are basic 
promotion objectives 

 Informing is educating 

Persuading usually 
becomes necessary
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compared to those of a competitor, so the builder chooses Andersen for future 
housing projects. 

 If target customers already have positive attitudes about a firm’s marketing 
mix—or a good relationship with a firm—a  reminding  objective might be suitable. 
Customers who have been attracted and sold once are still targets for competitors’ 
appeals. Reminding them of their past satisfaction may keep them from  shifting 
to a competitor. An accountant working for a small local firm might phone her 
customers once every few months to “check in” and see if they have any  questions. 
This serves as a reminder that the accountant is there and available. 

 In Chapter 5, we looked at consumer buying as a step-by-step problem- solving 
process through which buyers go on the way to adopting (or rejecting) an idea 
or product. The three basic promotion objectives relate to these steps. See the 
first two columns in Exhibit 13-2.  Infor  m  ing  and  persuading  may be needed to 
 affect the potential customer’s knowledge and attitudes about a product and 
then bring about its adoption. Later, promotion can simply  remind  the customer 
about that favorable experience and confirm the adoption decision. 

 The basic promotion objectives and adoption process fit very neatly with an-
other action-oriented model—called AIDA—that we will use in this chapter and 
in Chapters 14 and 15 to guide some of our discussion. The  AIDA model  consists 
of four promotion jobs: (1) to get  Attention,  (2) to hold  Interest,  (3) to arouse 
 Desire,  and (4) to obtain  Action.  

Reminding may be 
enough

 Promotion objectives 
relate to adoption 
processes 

 The AIDA model is a 
practical approach 

Exhibit 13–2
Relation of Promotion 
Objectives, Adoption 
Process, and AIDA Model

Promotion Objectives Adoption Process AIDA Model

Informing Awareness
Interest

Attention
Interest

Persuading
Evaluation
Trial

Desire

Reminding
Decision
Confirmation

Action

h
j

j

The Boston Celtics Instagram 
page reminds fans of their 
favorite team.
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 The last two columns in Exhibit 13-2 show the relationship of the promotion 
objectives and adoption process to the AIDA jobs. Getting attention is necessary 
to make consumers aware of the company’s offering. Holding interest gives the 
communication a chance to build the consumer’s interest in the product. 
Arousing desire affects the evaluation process, perhaps building preference. 
And obtaining action includes gaining trial, which may lead to a purchase deci-
sion. Continuing promotion is needed to confirm the decision and encourage 
an ongoing relationship and additional purchases. 

 British marketers for Pampers disposable diapers generated attention and 
interest with TV ads that showed the world from a baby’s perspective. To en-
courage desire and action, they used creative in-store and point-of-purchase 
 advertising. For example, on the doors of restrooms with baby-changing facili-
ties, fake door knobs were placed unreachably high, with the message: “Babies 
have to stretch for things. That’s why they like the extra stretchiness of Pampers 
Active fit.” And on store shelves, in a play on babies’ disobedient nature, pull-
out Pampers information cards were marked “Do Not Pull.” 3  

 Promotion Requires Effective Communication 

 Promotion is wasted when it doesn’t communicate effectively. There are many 
reasons why a promotion message can be misunderstood or not heard at all. To 
understand this, it’s useful to think about a whole  communication process —
which means a source trying to reach a receiver with a message. Exhibit 13-3 
shows the elements of the communication process. Here we see that a  source —
the sender of a message—is trying to deliver a message to a  receiver —a poten-
tial customer. Customers evaluate both the message and the source of the 
message in terms of trustworthiness and credibility. For example, American 
Dental Association (ADA) studies show that Listerine mouthwash helps reduce 
plaque buildup on teeth. Listerine mentions the ADA endorsement in its pro-
motion to help make the promotion message credible. 

 A major advantage of personal selling is that the source—the seller—can get 
immediate feedback from the receiver. It’s easier to judge how the message is 
being received and to change it if necessary. Mass sellers usually must depend 
on marketing research or total sales figures for feedback—and that can take too 

 LO 13.4 

 Communication can 
break down 

Home improvement retailer Lowe’s uses different promotions to achieve different objectives. “Lowe’s Fix in Six” uses the 
social media tool Vine to post 6-second how-to videos that educate customers. This one shows customers how to use a 
rubber band on a stripped screw. For more tips, search the hash tag “#lowesfixinsix.” When the promotion objective is 
reminding, Lowe’s billboards remind customers of projects they need to complete.
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long. Many marketers include toll-free telephone numbers and website ad-
dresses as ways of building direct-response feedback from consumers into their 
mass-selling efforts. 

 The  noise —shown in Exhibit 13-3—is any distraction that reduces the 
 effectiveness of the communication process. Conversations and snack- 
getting during TV ads are noise. An industrial buyer reading a text mes-
sage  during a salesperson’s presentation is noise. Advertisers who plan 
messages must recognize that many possible distractions—noise—can inter-
fere with communications. 

 The basic difficulty in the communication process occurs during encoding 
and decoding.  Encoding  is the source deciding what it wants to say and translat-
ing it into words or symbols that will have the same meaning to the receiver. 
 Decoding  is the receiver translating the message. This process can be very tricky. 
The meanings of various words and symbols may differ depending on the atti-
tudes and experiences of the two groups. People need a common frame of ref-
erence to communicate effectively. See Exhibit 13-4.

Maidenform encountered this problem with a promotion aimed at work-
ing women. The company ran a series of ads depicting female stockbrokers 
and  doctors wearing Maidenform lingerie. The men in the ads were fully 
dressed. Maidenform was trying to encode the message that women worked 
in positions of authority, but some women decoded the message as portray-
ing them as sex objects. In this case, the promotion people who encoded the 
message didn’t  understand the attitudes of 
the target market and how they would decode 
the message. 4  

 Different audiences may interpret a mes-
sage differently. Such differences are common 
in  international marketing when cultural 
 differences or translation are problems. In 
 Taiwan, the translation of the Pepsi slogan 
“Come alive with the Pepsi Generation” came 
out as “Pepsi will bring your ancestors back 
from the dead.” The Swedish brand, Samarin, 
thought it would avoid these problems with 
ads showing three simple drawings—and no 
words. The first picture shows a man holding 
his stomach in obvious pain, in the second he is 

 Encoding and decoding 
depend on a common 
frame of reference 

 The same message may 
be interpreted 
differently 

Exhibit 13–4 
This Same Message May Be 
Interpreted Differently

Encoder

Decoder

Common
frame of
reference

Exhibit 13–3 The Traditional Communication Process

Noise

DecodingMessage
channel ReceiverSource

Feedback

Encoding
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drinking Samarin, and in the last he is smiling and happy. Worked great— 
except in the Middle East where people read from right to left. Uh oh! Many 
firms run into problems like this. 5  

 The communication process is complicated even more because the message is 
coming from a source through some  message channel —the carrier of the message. 
A source can use many message channels to deliver a message. The salesperson 
does it in person with voice and action. Advertising must do it with media such 
as magazines, TV, e-mail, or Internet websites. A particular message channel 
may enhance or detract from a message. A TV ad, for example, can  show  that 
Dawn dishwashing detergent “takes the grease away”; the same claim might not 
be convincing if it arrived in a consumer’s e-mail. 

 The last element in the traditional communication process is  feedback — 
communication from the receiver back to the source. Feedback may take many 
 different forms: a customer may simply have a different attitude, seek more in-
formation, visit a store, or purchase the product. Objectives should state the 
desired feedback and marketing managers should measure whether the com-
munication is having the anticipated response. 

 Sometimes marketing managers want to get immediate feedback from 
specific  customers. This prompts firms to turn to direct marketing—direct 
communication between a seller and an individual customer using a promo-
tion method other than face-to-face personal selling. Most direct marketing 
communications are designed to prompt immediate feedback—a direct 
response—by customers. That’s why this type of communication is often 
called  direct-response promotion.  

 Message channel is 
important too 

 Feedback takes many 
forms 

 Integrated direct 
response seeks 
immediate feedback 

USG used a clever direct 
mailer to promote its 
Securock roofing material. On 
the outside is what looks like a 
brown-paper sandwich bag. 
The headline on the bag 
reads: “We’ve figured out how 
to make roofing work a real 
picnic.” In the bag is a 
“sandwich” with the sentence: 
“Let the hands-down better 
roof board hand your crew a 
free lunch.” The details on 
how to claim the free lunch 
are included. To get their 
meal, the roofers have to 
listen to a sales pitch, but this 
mailer has made it appetizing.
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   Direct mail and e-mail are two tools commonly used for direct-response 
promotion. A carefully selected mailing list—perhaps from the firm’s cus-
tomer relationship management (CRM) database—allows advertisers to 
reach customers with specific interests. For the best response, marketing 
managers carefully segment their customers and use mail or e-mail to deliver 
targeted messages. When target customers use e-mail, the approach offers 
benefits to buyers and sellers. Sellers like the relatively low cost compared to 
direct mail. E-mails give customers a chance to click through to photos 
and videos. Media tools such as these help them decide whether to make a 
 donation or place an order. 

 Consider Clare Florist’s efforts at direct-response promotion. The British 
flower retailer regularly sends e-mails to tell customers about special seasonal 
offers (Mother’s Day, Valentine’s Day, etc.). Clare’s used to send the same 
e-mail, featuring three different types of flowers at different prices, to all of the 
customers on its mailing list. About 6 percent of these e-mails were opened. 
With a little analysis, though, Clare’s marketing manager found that 76 percent 
of repeat customers bought the same type of flowers on their next purchase; 
customers who bought roses last Mother’s Day were very likely to buy roses 
again this Mother’s Day. Then Clare Florist used its database to develop 
segmented promotions based on each customer’s previous purchases. With pre-
cise knowledge of each customer’s flower preferences, Clare promoted only 
one product to each customer. So last year’s rose buyers received promotions 
for roses this year. A subject line indicated “Your Favorite Flowers” and included 
a personalized message for each customer—“We hope your mother enjoyed her 
roses last year.” With this simple change, the open rate for the segmented 
e-mails doubled and sales quadrupled. 6  

 The traditional communication process reflects an  outbound  model for Pro-
motion. Marketing managers gather information about target markets to en-
code messages target customers decode and hopefully understand in the way 
the encoder intended. They communicate through message channels target 
customers use. Marketing managers try to reach customers when they are most 
interested in receiving the messages and try to “listen” to feedback from cus-
tomers, perhaps by conducting marketing research or monitoring the Internet 
to gauge customer reactions. 

 When Customers Initiate the Communication Process 

 The traditional process in Exhibit 13-3 assumes that it’s the seller (“source”) 
who initiates communication. Let’s look closer at another communication 
model, shown in Exhibit 13-5, where a customer (“receiver”) initiates the com-
munication process. For example, consumers google “pizza delivery” or ask re-
tail salespeople for help, and organizational buyers phone salespeople to ask 
questions or request bids. The growth of the Internet makes it much easier for 
customers to initiate the information gathering process, and more customers 
are doing just that. While this process has many of the same components as the 
traditional process we considered earlier, the differences and implications for 
Promotion are significant. 

 In the process in Exhibit 13-5, a customer ( receiver ) initiates communica-
tion with a decision to  search  for information in a particular message chan-
nel. The most common and far-reaching  message channel  used for information 
searching is the Internet—usually queried through a search engine like 
Google or Bing and accessed by a personal computer, tablet, or cell phone. 

 Targeted direct-
response promotion 
works best 

 Traditional 
communication process 
describes outbound 
Promotion 

LO 13.5

 Customer initiates 
communication with a 
search process 
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Sometimes a buyer immediately links to a particular seller’s web page to 
seek out information. The message channel is still the carrier of the mes-
sage, as was the case before, but searchable message channels usually feature 
an archive of existing messages on a number of topics. There may be many 
available topics—even millions. 

 The receiver then reviews and screens the various options and decides which 
messages to pursue. A search engine returns a list of results that includes paid 
advertisements and free listings. A search can also occur at the website of a pro-
ducer, retailer, or wholesaler. For example, a business customer may visit a dis-
tributor of janitorial supplies and search for industrial cleaning solutions—and 
then click on pricing information or perhaps the safety of the ingredients. Sim-
ilarly, a consumer might visit Netflix and search for horror movies and then 
look for the director, actors, or the comments of people who have already seen 
the movie. The customer chooses the information of interest to her—not the 
marketing manager. 

 Because a customer now has so many options, it’s important for a marketer 
to be among the first to grab that customer’s attention. That means that an on-
line retailer that sells golf gear wants to be near the top of the search results 
when someone searches for “Big Bertha golf,” Callaway’s popular line of golf 
clubs. In this case, the retailer can pay a search engine company to put a spon-
sored (advertising) link near the top of the list. There are also technical ap-
proaches that help a firm appear near the top of the organic search. Either way, 
the firm wants to be sure that when customers “look,” its business is “seen”—or 
the firm’s message won’t be communicated. Search engine listings and ads only 
allow for brief messages—so this first message must interest the customer or it 
will not be selected. 

 When the receiver looks more closely at the information on screen, he de-
cides whether to stay or leave the site. Usually more information is just a click 
away—and that click can be to dig deeper into the marketer’s site or to click 
away to another website. Marketing managers need to make sure that page 
holds the receiver’s interest or begins to arouse desire. Noise can still be a prob-
lem as well—and lead the searcher in a different direction. For example, a con-
fusing website may make it difficult to figure out a retailer’s return policy and 
discourage a customer from buying. 

 Customer decides how 
much information to get 

 Marketers must grab 
attention to be selected 

Noise

Receiver
(Customer)

Search

Select a
topic

Message
channel

Source’s
message

Exhibit 13–5 
A Model of Customer-
Initiated Interactive 
Communication
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 Today’s shoppers pick up information from a wide range of sources—many 
outside the marketing manager’s control. Many consumers use the web and social 
media to reach out to friends, strangers, experts, and brands to get information. 
Let’s consider a typical purchase story these days—Josalyn needs new sunglasses. 
She has been thinking about this for a few weeks and has already pinned pictures 
of some favorites on one of her Pinterest boards. Today she tweeted “First day of 
summer and today I buy sunglasses, help me decide” with a link to her “New Sun-
glasses” board. One friend tweets back that she should check out the shadesdaddy 
(online retailer) blog for advice. Her friend Ella tweets back that she would love 
to join Josalyn, and they meet at the mall. At the mall Josalyn tries on a few pairs 
of shades, takes and posts pictures on Instagram, and asks for feedback from 
friends. She reads a few positive reviews of one brand at another retailer’s website. 
A question comes up about what color lenses would be best—so she and Ella 
do an online search to learn more. They get advice, but they are not sure if the 
brand Josalyn likes best has that color. They see the maker of the sunglasses is on 
 Twitter—so they fire their question right to the brand. Questions answered, com-
ments considered, Josalyn buys new sunglasses. 7

 As this short scenario depicts, consumers can collect 
information from a wide range of sources before mak-
ing purchase decisions. While many of those are out-
side the control of a marketing manager, that doesn’t 
mean those sources should be ignored. Marketing 
managers can still make sure that they have plenty of 
product pictures—and that they are easy to post on 
 Pinterest and Instagram. They can also monitor what 
is  being said about the brand online. While online 
compliments let the firm know what it is doing well, 
complaints can highlight unmet customer needs—and 
give managers a chance to turn things around. 

 Marketers don’t control 
all the information 

Internet Exercise

Reputation.com offers services to help companies and 
individuals monitor and manage their online reputations. 
Go to the company’s website (www.reputation.com) 
and view the services it offers for businesses. What 
types of companies might find this service useful? Why? 
Is there any ethical issue with managing your online 
reputation? Why or why not?

Polish women love to search for and share recipes—the best-selling magazine in Poland is all about recipe sharing. 
International food brand Knorr wanted to appear more local and trustworthy to Polish consumers, so it decided to 
become the country’s best source of recipes and cooking ideas. Knorr found that the Polish word for recipe, “przepisyl,” 
was available as a URL. Knorr then built a branded website, a Facebook page, and mobile apps around recipe sharing. 
Whenever someone searches Google.pl for “przepisy” (recipe), Knorr’s site comes up on top—helping to drive more traffic 
to the branded site. As online recipe sharing grows, so do visitors to the site. The average visitor spends almost 8 minutes 
on the site, the Facebook page has more than a half million “Likes,” and the mobile app has been downloaded more than 
300,000 times. Most importantly, the Knorr brand has closed the gap on its local competition with respect to 
trustworthiness and brand image.
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 That is what the owner of a Califor-
nia spa did. She was horrified to learn 
her spa had only a two-and-a-half star 
rating (out of five) on the popular re-
view site Yelp.com. She set out to fix 
things. First, she e-mailed the un-
happy reviewers in an effort to make 
things right. Then she encouraged 
her satisfied customers to post re-
views. She also fixed areas of concern. 
Soon the spa had an acceptable four-
star rating at Yelp, and rather than 
scaring off prospects the review site 
was spurring them to action. 8  

 Communication that customers 
receive during the customer-initiated 
communication process is usually 
timely—it often occurs when a cus-
tomer is actively gathering purchase 
information. Consequently, custom-
ers more readily pay  attention and 
are more likely to be interested in 
promotional information. Think 
about a radio advertisement for an apartment rental. A customer with six 
months left on his apartment lease is unlikely to pay much attention to the ad 
and the advertiser wasted time targeting him. He may even be annoyed hearing 
the ad interrupt his music. On the other hand, a customer looking to move in 
the next few weeks would probably listen with great interest to this same radio 
ad. Customers pay attention when the promotion is timely and relevant to a 
problem they are trying to solve. 

 When customers surf the Internet, they often signal they are ready to make a 
purchase. For example, reading articles about different kinds of bicycles, visit-
ing a couple of websites, and “Liking” the local bike shop on Facebook might all 
be indications of an impending bicycle purchase. There are companies that 
monitor and track consumers as they travel around the web. Customers often 
leave telltale signs that they might be interested in buying certain products. 
Marketing managers can identify target customers interested in buying their 
products and deliver timely and relevant online (and offline) advertising to 
these customers. 

 When customers have the power to decide where to click next, marketing 
managers need to create a different kind of promotion. Customers are  inbound 
 and they require a different kind of communication blend. The first challenge 
is that marketing managers need to figure out how to appear high on target 
customers’ searches. Second, the marketing managers must have truly useful 
information—or customers will quickly click to something that will help them 
make a better purchase decision. And finally, promotion needs to keep them 
there to learn more about the seller’s offering. In short, the seller must capture 
the inbound customer. 

 We will discuss specific tools that can be used when we cover advertising, pub-
licity, and sales promotion in Chapter 15. Still, an example will demonstrate 
what we mean by capturing and retaining the inbound customer. The travel 
agency Discover Africa creates content that attracts customers to its website and 
keeps them coming back. Discover Africa started by identifying nine different 
target markets that it thought it could serve (for example, “Mr. Business,” “The 

 Promotion timing and 
relevance have an 
impact 

 When customers 
initiate, communication 
is inbound 

Angie’s List is a website that offers its 
subscribers access to consumer reviews of 
service providers like plumbers, 
housekeepers, and family physicians.
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Campers,” and “The Student/Backpacker”). Then Discover Africa created arti-
cles, videos, and travel guides for its website—each designed to appeal to one or 
more target groups. With a little outbound promotion of the discoverafrica.net 
website and its content, others started noticing and linking to the site. This 
helped discoverafrica.net appear near the top of online searches related to 
travel in Africa. Discover Africa was soon viewed as an authority on African 
travel and sales began to climb. 9  

 Promotion is one of the most frequently criticized areas of marketing. Many 
criticisms focus on whether communications are honest and fair. Marketers 
must sometimes make ethical judgments in considering these charges and in 
planning their promotion. 

 For example, we often look to the source of a communication to decide whether 
we believe it is credible. When a TV news program broadcasts a video publicity re-
lease, consumers don’t know it was prepared to achieve marketing objectives. They 
think the news staff is the source. That may make the message more credible, but 
is it fair? Many say yes—as long as the publicity information is truthful. Similar con-
cerns are raised about the use of celebrities in advertisements. A person who plays 
the role of an honest and trustworthy person on a popular TV series may be a cred-
ible message source in an ad, but is using such a person misleading to consumers? 
Some critics believe it is. Others argue that consumers recognize advertising when 
they see it and know celebrities are paid for their endorsements. 

 The most common criticisms of promotion relate to exaggerated claims. If 
an advertisement or a salesperson claims that a product is the “best available,” 
is that just a personal opinion or should every statement be backed up by 
proof? What type of proof should be required? Some promotions do misrepre-
sent the benefits of a product. Customers look to online reviews for objective 
opinions. What about posting fake favorable reviews for your company or its 
products—or negative reviews about a competitor? Real reviews offer a way for 
consumers to see beyond potential exaggerated claims. But if consumers feel 
that at least some reviews are phony, they may distrust all reviews. Some people 
believe that the Internet will eventually expose dishonest players in the market. 

 There are also issues related to consumer privacy. Most consumers are 
 unaware that their web-surfing habits are being tracked. Many websites place 
“cookies” (electronic files) on a customer’s computer so that when the customer 
revisits their site, the system “remembers” the customer. While this sort of tracking 
offers them the potential benefit of more personalized communications, some 
consumers might want to remain anonymous. 

 Most marketing managers realize that the ultimate proof comes when the 
customer makes the purchase. Customers won’t spread positive word-of-mouth 
or come back if the marketing mix doesn’t deliver what the promotion prom-
ises. As a result, most marketing managers work to make promotion claims 
 specific and believable. 10  

 Ethical issues in 
marketing 
communications 

 A friend of your family owns an upscale Italian restaurant called Giupetto’s. As you are a 
student of marketing, he asks for your help. Business has suddenly fallen off, except for 
the “regulars”—they don’t see as many new customers as before. His cook has heard that 
the owner of a competing restaurant has been pressuring his employees to post negative 
reviews of Giupetto’s food, service, and prices. When you check the website, there are a 
number of unfavorable, anonymous reviews. You also notice that there are about 30 very 
upbeat reviews of the competing restaurant. Your friend wants you to help give the com-
petitor “what he deserves” and write some negative reviews about that restaurant. Would 
you do what he asks? Why or why not? What else could you do? E
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 How Typical Promotion Plans Are Blended and Integrated 

 There is no one  right  promotion blend for all situations. Each one must be de-
veloped as part of a marketing mix and should be designed to achieve the firm’s 
promotion objectives in each marketing strategy. So let’s take a closer look at 
typical promotion blends in different situations. 

 When a channel of distribution involves intermediaries, their cooperation 
can be crucial to the success of the overall marketing strategy.  Pushing  (a 
 product through a channel) means using normal promotion effort—personal 
selling, advertising, and sales promotion—to help sell the whole marketing mix 
to possible channel members. This approach emphasizes the importance of se-
curing the wholehearted cooperation of channel members to promote the 
product in the channel and to the final user. 

 Producers usually take on much of the responsibility for the pushing effort in 
the channel. However, wholesalers often handle at least some of the promotion 
to retailers. Similarly, retailers often handle promotion in their local markets. 
The overall effort is most likely to be effective when all of the individual mes-
sages are carefully integrated. 

 Salespeople handle most of the important communication with wholesalers 
and retailers. These clients don’t want empty promises. They want to know what 

 LO 13.6 

 There is no one 
right blend 

 Get a push in the 
channel with promotion 
to intermediaries 

 Promotion to 
intermediaries 
emphasizes personal 
selling and sales 
promotion 

Instead of convincing customers to buy stuff, some 
marketing managers figure out how to help target cus-
tomers solve problems—whether the solution requires 
their product or not. These brands communicate useful 
information to customers—and customers appreciate the 
help and remember the favor and the brand. Let’s look at 
how some organizations help themselves by helping 
their customers.

Hilton Worldwide (parent company of Hilton and other 
fine hotels) has a Twitter service called Hilton Suggests. 
When @LTHouston tweeted out to cyberspace, “Good 
places to eat near the Magnolia Hotel in Downtown  Dallas for 
Saturday?” @HiltonSuggests quickly replied “@LTHouston, 
Wild Salsa on Main or Capisi’s on Elm are  awesome, both 
within walking distance of your hotel in  Dallas, enjoy.” 
Useful? Helpful? Absolutely and @LTHouston appreciated 
the suggestion. In fact, @LTHouston wasn’t even staying at a 
Hilton hotel. But do you think that @LTHouston will remem-
ber  Hilton the next time she makes a reservation?

Clorox sells cleaning products and it knows a lot about 
stains. It decided to share some of that expertise with its 
customers through the Clorox myStain app for smart-
phones and tablet computers. The app has suggestions for 

treating dozens of stains. And it is available whenever 
someone needs it—like if @LTHouston spills salsa on her 
silk dress in Dallas. And what brand will @LTHouston grab 
the next time she buys a cleaning product?

It doesn’t take a big company to do this. In the Canadian 
resort town of Banff, “Taxi Mike” puts together Taxi Mike’s 
Dining Guide: Where to Eat in Banff and updates it quar-
terly. He prints his guides on colorful 81/2 3 11-inch sheets 
and leaves them at hotels and bars around town where 
tourists (Mike’s target market) can pick them up. The 
Guide includes categories like “Best Pubs,” “Cheap 
Drinks,” and “Sports Bars” with dozens of choices and one-
sentence reviews. If @LTHouston carried Mike’s guide 
around while she stayed in Banff, we can guess whom she’d 
call if she needed a cab ride.

These businesses developed genuinely helpful com-
munications for their target customers because they 
understood those customers had real needs beyond 
what their product could solve. They understood the 
problems their target market faced: Hilton’s traveler 
segment needs information on where to eat, drink, get a 
massage, etc. Clorox’s customer wants to know “How 
can I get this stain out now!” Taxi Mike’s tourists turn to 
his dining guide to find out where to eat and drink in 
Banff. Companies that communicate solutions to cus-
tomers’ problems won’t soon be forgotten.11

Stop Selling, Start Helping
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they can expect in return for their cooperation and help. A salesperson can 
answer questions about what promotion will be directed toward the final con-
sumer, each channel member’s part in marketing the product, and important 
details on pricing, markups, promotion assistance, and allowances. A salesper-
son can also help the firm determine when it should adjust its marketing mix 
from one intermediary to another. 

 When suppliers offer similar products and compete for attention and shelf 
space, intermediaries usually pay attention to the one with the best profit po-
tential. So sales promotions targeted at intermediaries usually focus on short-
term arrangements that will improve the intermediary’s profits. For example, a 
soft-drink bottler might offer a convenience store a free case of drinks with 
each two cases it buys. The free case improves the store’s profit margin on the 
whole purchase. 

 Firms run ads in trade magazines to recruit new intermediaries or to inform 
channel members about a new offering. Trade ads usually encourage interme-
diaries to contact the supplier for more information, and then a salesperson 
takes over. 

 Some firms emphasize promotion to their own employees—especially sales-
people or others in contact with customers. This type of  internal marketing  ef-
fort is basically a variation on the pushing approach. One objective of an 
annual sales meeting is to inform reps about important elements of the mar-
keting strategy—so they’ll work together as a team to implement it. Some firms 
use promotion to motivate employees to provide better customer service or 
achieve higher sales. This is typical in services where the quality of the employ-
ees’ efforts is a big part of the product. For example, at one time, advertising 
for McDonald’s used the theme “We love to see you smile.” The ads communi-
cate to customers but also remind employees that the service they provide is 
crucial to customer satisfaction. 

 Push within a firm—with 
promotion to employees 

Green Mountain Coffee uses both push and pull to support its coffees. Green Mountain’s website and 
membership program promote a “Deal of the Week” directly to consumers. The ad on the right targets 
purchasing agents at grocery stores, letting them know that Green Mountain’s family of brands will bring 
volume and profits to their stores.
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Most producers focus a significant amount of promotion on customers at the 
end of the channel. This helps to stimulate demand and pull the product 
through the channel of distribution.  Pulling  means getting customers to ask in-
termediaries for the product. 

 Pulling and pushing are usually used in combination. See Exhibit 13-6. 
However, if intermediaries won’t work with a producer—perhaps because 
they’re already carrying a competing brand—a producer may try to use a pull-
ing approach by itself. This involves highly aggressive promotion to final con-
sumers or users—perhaps using coupons or samples—temporarily bypassing 
intermediaries. If the promotion works, the intermediaries are forced to carry 
the product to satisfy customer requests. However, this approach is risky. Cus-
tomers may lose interest before reluctant intermediaries make the product 
available. At a minimum, intermediaries should be told about the planned 
pulling effort—so they can be ready if the promotion succeeds. 

 Who handles promotion to final customers at the end of the channel varies 
in different channel systems, depending on the mix of pushing and pulling. 
Further, the promotion blend typically varies depending on whether customers 
are final consumers or business users. 12  

 The large number of consumers almost forces producers of consumer prod-
ucts and retailers to emphasize advertising, publicity, and sales promotion. 
Sales promotion—such as coupons, contests, or free samples—builds  consumer 
interest and short-term sales of a product. An informative website that includes 
customer reviews and video demonstrations helps customers build favorable 
impressions of a company and its products. Effective mass selling may build 
enough brand familiarity so that little personal selling is needed, as in self-
service and discount operations. 13  

 Personal selling can be effective too. Aggressive personal selling to final con-
sumers usually is found in channel systems for expensive products, such as those 

 Pulling policy—customer 
demand pulls the 
product through the 
channel 

 Promotion to final 
consumers 

Promotion
to business
customers

Promotion
to final

consumers

Wholesalers’
promotion

push

Retailers’
promotion

push

Wholesalers’
promotion

push

Final
consumers

request (pull)
product

Business
customers

request (pull)
product

Promotion to channel members

Producer’s promotion blend:
Personal selling, sales promotion, advertising,

and publicity

 Exhibit 13–6 Promotion May Encourage Pushing in the Channel, Pulling by Customers, or Both
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for financial services, furniture, fine jewelry, consumer electronics, designer 
clothing, and automobiles. 

 Producers and wholesalers that target business customers often emphasize 
personal selling. This is practical because there are fewer of these customers 
and their purchases are typically larger. Sales reps can be more flexible in 
adjusting their companies’ appeals to suit each customer—and personal 
contact is usually required to close a sale. A salesperson is also able to call 
back later to follow up, resolve any problems, and nurture the relationship 
with the customer. 

 While personal selling dominates in business markets, mass selling is nec-
essary too. A typical sales call on a business customer costs about $500. That’s 
because salespeople spend less than half their time actually selling. The rest 
is consumed by such tasks as traveling, paperwork, sales meetings, and 
strictly service calls. So it’s seldom practical for salespeople to carry the 
whole promotion load. 

 Business buyers often engage in Internet search to identify solutions for cur-
rent needs. So it’s important for a seller’s website to appear near the top of the 
search results. Otherwise, it has no opportunity to draw buyers’ attention and 
build interest for the firm’s products. Ads in trade magazines or at a B2B 
e-commerce website, for instance, can inform potential customers that a 
product is available. Most trade ads give a toll-free telephone number and an 
e-mail or website address to stimulate direct inquiries. Domestic and interna-
tional trade shows also help identify  prospects. Even so, most sellers who target 

 Promotion to business 
customers 

HP offers hardware, software, and consulting services to help firms with their information 
technology needs. As cloud computing grew in importance, HP wanted its customers to 
know HP could help them design a custom cloud computing solution. Ads and a direct mail 
brochure (complete with umbrella) drove customers to HP’s website where they could find 
technical papers and sign up for HP Discovery Workshops and Cloud Roadmap services. 
The website also included an interactive feature that allowed users to literally create a 
cloud in any shape they wanted. HP’s salespeople followed up on the leads in this 
integrated marketing comunications campaign.
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business customers spend only a small percentage of their promotion budget 
on mass selling and sales promotion. 

 Knowing what type of promotion is typically emphasized with different tar-
gets is useful in planning the promotion blend. But each unique market seg-
ment may need a separate marketing mix and a different promotion blend. You 
should be careful not to slip into a shotgun approach (using a single promotion 
across market segments) when what you really need is a rifle approach (a spe-
cific mix for a particular target market). This can result from too much combin-
ing, as discussed in Chapter 4. 

 Marketing managers blend push and pull activities because of the specific 
needs of those target markets. Another way to segment a market depends on 
where customers are in the adoption process, and we discuss these needs next. 

 Adoption Processes Can Guide Promotion Planning 

 The AIDA and adoption processes look at individuals. This emphasis on indi-
viduals helps us understand how promotion affects the way that people behave. 
But it’s also useful to look at markets as a whole. Different segments of custom-
ers within a market may behave differently—with some taking the lead in trying 
new products and, in turn, influencing others. 

 Research on how markets accept new ideas has led to the adoption curve 
model. The  adoption curve  shows when different groups accept ideas. It empha-
sizes the relations among groups and shows that individuals in some groups act 
as leaders in accepting a new idea. Promotion efforts usually need to change 
over time to adjust to differences among the adopter groups. 

 Exhibit 13-7 shows the adoption curve for a typical successful product. Some 
of the important characteristics of each of these customer groups are discussed 
next. Which one are you? Does your group change for different products? 

 The  innovators  are the first to adopt. They are eager to try a new idea and 
willing to take risks. Innovators tend to be young and well educated. They are 
likely to be mobile and have many contacts outside their local social group and 
community. Business firms in the innovator group are often specialized and 
willing to take the risk of doing something new. 

 Each market segment 
may need a unique 
blend 

LO 13.7

 Promotion must vary 
for different adopter 
groups 

 Innovators don’t mind 
taking some risks 
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Early 
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(10–15%)

Early 
majority 
(34%)

Late 
majority 
(34%)

 Exhibit 13–7 The Adoption Curve
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 Innovators tend to rely on impersonal and scientific information sources, or 
other innovators, rather than salespeople. They often search for information on 
the Internet, read articles in technical publications, or look for informative ads 
in special-interest magazines. 

  Early adopters  are well respected by their peers and often are opinion 
leaders. They tend to be younger, more mobile, and more creative than later 
adopters. But unlike innovators, they have fewer contacts outside their own 
social group or community. Business firms in this category also tend to be 
specialized. 

 Of all the groups, this one tends to have the greatest contact with salespeo-
ple. Mass media are important information sources too. Marketers should be 
very concerned with attracting and selling the early adopter group. Their ac-
ceptance is crucial. The next group, the early majority, look to the early adopt-
ers for guidance. The early adopters can help the promotion effort by spreading 
 word-of-mouth  information and advice among other consumers. 

 Opinion leaders help spread the word 
 Marketers know the importance of personal recommendations by opinion 

leaders. For example, some movie fans like to be the first to see new flicks. If 
they like a movie, they quickly tell their friends and word-of-mouth publicity 
does the real selling job. When online grocer FreshDirect opened in New York 
City, positive word of mouth was key to its fast growth. However, consumers are 
even more likely to talk about a negative experience than a positive one. So, if 
early groups reject the product, it may never get off the ground. In a study of 
consumers, 64 percent said they would not shop at a store after being told about 
someone else’s negative experience there. 14  

 Early adopters are often 
opinion leaders 

The website for Bathys Hawaii 
Watch Co. was getting about 
60 hits a day until Gizmodo
.com, a blog on new consumer 
technology that appeals to 
technology opinion leaders, 
wrote about the Bathys watch 
designed especially for surfers. 
After that, website hits jumped 
to 1,800 per day and sales 
increased by 300 percent.
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 The popularity of blogs, online reviews, and similar web media gives power 
to “word of mouse.” Some companies try to identify and work with online opin-
ion leaders. There are a large number of so-called “mommy bloggers,” stay-
at-home moms who 
write blogs about child-
rearing. With a loyal 
readership, these blog-
gers can influence 
many people.  Kimberly-
Clark recognized the 
importance of these in-
fluencers and sent sam-
ples of its new Huggies 
Pure & Natural pre-
mium diapers to 500 of 
them. Not to be left 
out, P&G flew a dozen 
mommy bloggers to its 
Cincinnati headquar-
ters to show them how Pampers are developed. Both companies hope these 
opinion leaders will become fans of their diapers and write favorably about 
them on their blogs. 15  

 When consumers are not motivated to spread the word, a company called 
BzzAgent helps marketing managers get conversations started. BzzAgent 
works with about 800,000 “agents” in the United States, Canada, and the 
United Kingdom. Agents who sign up to help with a particular campaign 
 receive product samples and information. If they like the product, they are 
urged to pass the word. But BzzAgent encourages them to be ethical and 
 disclose their status as “buzz agents.” Kraft Foods, General Mills, and Dockers 
have run campaigns like this. 16  

 The    early majority  avoids risk and waits to consider a new idea  after many early 
adopters have tried it—and liked it. Average-sized business firms that are less 
specialized  often fit in this category. If successful companies in their industry 
adopt the new idea, they will too. 

 The early majority have a great deal of contact with mass media, salespeople, 
and early adopter opinion leaders. Members usually aren’t opinion leaders 
themselves. 

 The    late majority  is cautious about new ideas. Often they are older and more 
set in their ways, so they are less likely to follow early adopters. In fact, strong 
social pressure from their own peer group may be needed before they adopt a 
new product. Business firms in this group tend to be conservative, smaller-sized 
firms with little specialization. 

 The late majority makes little use of marketing sources of information—mass 
media and salespeople. They tend to be oriented more toward other late adopters 
rather than outside sources they don’t trust. 

  Laggards  or  nonadopters  prefer to do things the way they’ve been done in the 
past and are very suspicious of new ideas. They tend to be older and less well 
educated. The smallest businesses with the least specialization often fit this 
 category. They cling to the status quo and think it’s the safe way. 

 The main source of information for laggards is other laggards. This 
 certainly is bad news for marketers. In fact, it may not pay to bother with this 
group. 17  

 Early majority group 
is deliberate 

 Late majority is cautious 

 Laggards or 
nonadopters hang on 
to tradition 

Internet Exercise

BzzAgent has a code of conduct for its agents, but 
even so it has received some negative publicity that 
questions the ethics of its agents. Go to the 
BzzAgent site (www.BzzAgent.com) and scroll to the 
bottom of the page. Under “Support” you will find a 
link for “Code of Conduct.” Click on that link and 
read through the code. If a BzzAgent follows the 
guidelines in the code, do you think the practice is 
ethical? In your opinion, what actions would make a 
BzzAgent’s behavior unethical?
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 Promotion Blends Vary over the Life Cycle 

 The adoption curve helps explain why a new product goes through the prod-
uct life-cycle stages described in Chapter 9. Promotion blends usually have to 
change to achieve different promotion 
objectives at different life-cycle stages. 

 During market introduction, the ba-
sic promotion objective is informing. If 
the product is a really new idea, the pro-
motion must build  primary demand — 
demand for the general product 
idea—not just for the company’s own 
brand. Video phone service and “smart” 
appliances (that  connect to the Inter-
net) are good examples of product con-
cepts where primary demand is just 
beginning to grow. There may be few 
potential  innovators during the intro-
duction stage, and personal selling can 
help find them. Firms also need sales-
people to find good channel members 
and persuade them to carry the new 
product. Sales promotion may be tar-
geted at salespeople or channel mem-
bers to get them interested in selling the 
new  product. And sales promotion may 
also  encourage customers to try it. 

 In the market growth stage, more competitors enter the market, and promo-
tion emphasis shifts from building primary demand to stimulating  selective 

demand —demand for a company’s own brand. The main job is to persuade 
customers to buy, and keep buying, the company’s product. 

 Now that there are more potential customers, mass selling becomes more 
economical. But salespeople and personal selling must still work in the chan-
nels, expanding the number of outlets and cementing relationships with 
channel members. 

 The evolution of promotion for Banquet Homestyle Bakes illustrates these 
first two stages. When ConAgra Foods introduced Homestyle Bakes, it was the 
first shelf-stable meal kit with the meat already in the package. ConAgra, also 
the  producer of Armour processed meats, had the expertise to create a tasty 
product that a consumer could prepare in a few minutes and then just stick in 
the oven. When Homestyle Bakes came out, there was no direct competition. 
The sales force used market research data to convince retailers to give the prod-
uct shelf space, and ads used humor to highlight that the package was unusually 
heavy because it already included meat. However, over time new competition 
entered the market with similar offerings. So promotion shifted to emphasize 
why  Homestyle Bakes was better, with a variety of new flavors and 10 percent 
more meat. Similarly, to keep customers interested in the Homestyle brand, the 
sales force shifted its efforts to get retailers to participate in Homestyle Bakes’ 
“Super Meals/Super Moms” contests, which offered harried moms prizes such 
as a visit to a spa. 18  

 In the market maturity stage, mass selling and sales promotion may domi-
nate the promotion blends of consumer products firms. Business products 
may require more aggressive personal selling—perhaps supplemented by 

 Stage of product in its 
life cycle 

 Market introduction 
stage—“this new idea 
is good” 

 Market growth stage—
“our brand is best” 

 Market maturity 
stage—“our brand is 
better, really” 

Compact fluorescent light bulbs are still 
in the market introduction stage, so this 
ad attempts to build primary demand by 
encouraging consumers to use this new 
technology.
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more advertising. The total dollars allocated to promotion may rise as compe-
tition increases. 

 If a firm already has high sales—relative to competitors—it may have a real 
advantage in promotion at this stage. For example, sales of Tylenol tablets are 
about four times the sales of Motrin competing tablets. If both Tylenol and 
Motrin spend the same percentage of sales (say 35 percent) on promotion, 
 Tylenol will spend four times as much as its smaller competitor and will proba-
bly communicate to more people. 

 Firms that have differentiated their marketing mixes may favor mass selling 
because they have something to talk about. For instance, a firm with a strong 
brand may use reminder-type advertising or target frequent-buyer promotions 
at current customers to strengthen the relationship and keep customers loyal. 
This may be more effective than costly efforts to win customers away from 
competitors. 

 However, as a market drifts toward pure competition, some companies resort 
to price-cutting. This may temporarily increase the number of units sold, but it 
is also likely to reduce total revenue and the money available for promotion. 
The temporary sales gains disappear and prices are dragged down even lower 
when competitors retaliate with their own short-term sales promotions, like 
price-off coupons. As cash flowing into the business declines, spending may 
have to be cut back. 19  

 During the sales decline stage, the total amount spent on promotion usually 
decreases as firms try to cut costs to remain profitable. Since some people may still 
want the product, firms need more targeted promotion to reach these customers. 

 On the other hand, some firms may increase promotion to try to slow the 
cycle, at least temporarily. Crayola had almost all of the market for children’s 
crayons, but sales were slowly declining as new kinds of markers came along. 
Crayola increased ad spending to urge parents to buy their kids a “fresh box.” 

 Setting the Promotion Budget 

 There are some economies of scale in promotion. An ad on national TV might 
cost less  per person  reached than an ad on local TV. Similarly, citywide radio, TV, 
and newspapers may be cheaper than neighborhood newspapers or direct per-
sonal contact. But the  total cost  for some mass media may force small firms, or 
those with small promotion budgets, to use promotion alternatives that are 
more expensive per contact. For example, a small  retailer might want to use 
 local television but finds that there is only enough money for a web page, an ad 
in the Yellow Pages, and an occasional newspaper ad. 

 The most common method of budgeting for promotion expenditures is to 
compute a percentage of either past sales or sales expected in the future. The 
virtue of this method is its simplicity. However, just because this mechanical ap-
proach is common doesn’t mean that it’s smart. It leads to expanding market-
ing expenditures when business is good and cutting back when business is poor. 
When business is poor, this approach may just make the problem worse—if 
weak promotion is the reason for declining sales. 

 In light of our continuing focus on planning marketing strategies to reach 
objectives, the most sensible approach to budgeting promotion expenditures is 
the  task method —basing the budget on the job to be done. It helps a marketing 
manager to set priorities so that the money spent on promotion produces spe-
cific and desired results. In fact, this approach makes sense for  any  marketing 
expenditure, but here we’ll focus on promotion. 

 Sales decline stage—
“let’s tell those who still 
want our product” 

LO 13.8

 Size of budget affects 
promotion efficiency 
and blend 

 Find the task, budget 
for it 
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Red Mango is a frozen yogurt and smoothie brand. The brand uses Facebook and Pinterest as part of its promotion blend. 
With more than 700,000 “Likes” on Facebook, Red Mango can communicate directly with these fans through their 
Facebook newsfeeds. Red Mango maintains a Pinterest board. While marketing managers like that there is little cost to 
putting promotional messages and photos on these sites, they must remember to budget for the costs of maintaining 
these pages. Ongoing maintenance can be costly. The cost per person reached can be relatively low for a brand like Red 
Mango with its large following. But for every brand with hundreds of thousands of followers, there are hundreds with less 
than a thousand followers.
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 A practical approach is to determine which promotion methods are most 
economical and effective for the tasks that need to be completed to achieve 
communication objectives. The costs of these tasks are then totaled to deter-
mine how much should be budgeted for promotion (just as money is allocated 
for other marketing activities required by the strategy). In other words, the firm 
can assemble its total promotion budget directly from detailed plans rather 
than by simply relying on historical patterns or ratios. 

 Of course this makes the process sound simpler than it really is. Some pro-
motion activities and objectives can be readily measured. Setting a target of 
adding 10,000 new “Likes” to Taco Bell’s Facebook page and then offering dis-
count coupons to each new “Like” is pretty straightforward. Taco Bell can mea-
sure the cost of the promotion (coupons plus any advertising) and the number 
of new “Likes” on the Facebook page. On the other hand, what if the objective 
is to change the level of brand familiarity of Bonobos pants for fashion- conscious 
men by running ads in select men’s magazines? The results here can be more 
difficult to measure, but not impossible. Even when evaluation is difficult, 
 marketing managers should still try to evaluate costs and returns to develop a 
realistic budget. 20  

 Promotion is an important part of any marketing mix. 
Most consumers and intermediate customers can choose 
from among many products. To be successful, a producer 
must not only offer a good product at a reasonable price 
but also inform potential customers about the product and 
where they can buy it. Further, producers must tell whole-
salers and retailers in the channel about their product and 
marketing mix. These intermediaries, in turn, must use 
promotion to reach their customers. And the promotion 

blend must fit with the rest of the marketing mix and the 
target market. 

 In this chapter, we introduced different promotion meth-
ods and we discussed the advantages and disadvantages of 
each method. We also discussed the integrated marketing 
communications concept and explained why most firms use 
a blend of different promotion methods. While the overall 
promotion objective is to affect buying behavior, the basic 
promotion objectives are informing, persuading, and 

 CONCLUSION 
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 KEY TERMS LO 13.9

 QUESTIONS AND PROBLEMS 
  1. Briefly explain the nature of the three basic promotion 

methods available to a marketing manager. What are the 
main strengths and limitations of each? 

  2. In your own words, discuss the integrated marketing com-
munications concept. Explain what its emphasis on “con-
sistent” and “complete” messages implies with respect to 
promotion blends. 

  3. Relate the three basic promotion objectives to the four 
jobs (AIDA) of promotion using a specific example. 

  4. Discuss the communication process in relation to a 
producer’s promotion of an accessory product—say, a new 
electronic security system businesses use to limit access 
to areas where they store confidential records. 

  5. If a company wants its promotion to appeal to a new group 
of target customers in a foreign country, how can it pro-
tect against its communications being misinterpreted? 

  6. Promotion has been the target of considerable criticism. 
What specific types of promotion are probably the object 
of this criticism? Give a particular example that illustrates 
your thinking. 

  7. With direct-response promotion, customers provide feed-
back to marketing communications. How can a marketing 
manager use this feedback to improve the effectiveness 
of the overall promotion blend? 

  8. How can a promotion manager aim a message at a certain 
target market with electronic media (like the Internet) 
when the customer initiates the communication? Give an 
example. 

  9. What promotion blend would be most appropriate for 
producers of the following established products? Assume 
average- to large-sized firms in each case and support 
your answer. 

  a. Chocolate candy bars. 
  b. Car batteries. 
  c. Panty hose. 
  d. Castings for truck engines. 
  e. A special computer used by manufacturers for control 

of production equipment. 
  f. Inexpensive plastic rainhats. 
  g. A digital tape recorder that has achieved specialty-

product status. 

 reminding. These objectives help guide the marketing man-
ager’s decisions about the promotion blend. 

 Models from the behavioral sciences help us understand 
the communication process and how it can break down. 
These models recognize different ways to communicate. 
We discussed direct-response promotion for developing 
more targeted promotion blends. And we described an ap-
proach where customers initiate and interact with the mar-
keter’s communications. It provides new and different 
challenges for marketing managers. 

 This chapter also recognized other factors that influence 
decisions about promotion blends. Marketing managers 

must make decisions about how to split promotion that is 
directed at final consumers or business customers—and at 
channel members. Promotion blends are also influenced by 
the adoption curve and the product life-cycle stages.  Finally, 
we described how promotion budgets are set and influence 
promotion decisions. 

 In this chapter, we considered some basic concepts that 
apply to all areas of promotion. In Chapters 14 and 15, we’ll 
discuss personal selling, customer service, advertising, pub-
licity, and sales promotion in more detail. 
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 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Marketing Strategy” section. 

  a. What are Hillside’s promotion objectives? How do they differ for the various goods and services the company offers? 

  b. Do the promotion activities recommended in the plan fit with the promotion objectives? Create a table to compare them. 
Label the columns: good/service, promotion objective, and promotion activities. 

  c. Based on the situation analysis, target market, and intended positioning, recommend other (low-cost) promotion activities 
for Hillside. 

 SUGGESTED CASES 
 18. Whistler Township Volunteer Fire Department   19. MyPerfectWedding.com 

 COMPUTER-AIDED PROBLEM 
 13. SELECTING A COMMUNICATIONS CHANNEL 

 Helen Troy, owner of three Sound Haus stereo equipment 
stores, is deciding what message channel (advertising medium) 
to use to promote her newest store. Her current promotion 
blend includes direct-mail ads that are effective for reaching 
her current customers. She also has knowledgeable salespeo-
ple who work well with consumers once they’re in the store. 
However, a key objective in opening a new store is to attract 
new customers. Her best prospects are professionals in the 
25–44 age range with incomes over $38,000 a year. But only 
some of the people in this group are audiophiles who want the 
top-of-the-line brands she carries. Troy has decided to use local 
advertising to reach new customers. 

 Troy narrowed her choice to two advertising media: an FM 
radio station and a biweekly magazine that focuses on enter-
tainment in her city. Many of the magazine’s readers are out-of-
town visitors interested in concerts, plays, and restaurants. 
They usually buy stereo equipment at home. But the magazine’s 

audience research shows that many local professionals do sub-
scribe to the magazine. Troy doesn’t think that the objective 
can be achieved with a single ad. However, she believes that 
ads in six issues will generate good local awareness with her 
target market. In addition, the magazine’s color format will let 
her present the prestige image she wants to convey in an ad. 
She thinks that will help convert aware prospects to buyers. 
Specialists at a local advertising agency will prepare a high- 
impact ad for $2,000, and then Troy will pay for the magazine 
space. 

 The FM radio station targets an audience similar to Troy’s 
own target market. She knows repeated ads will be needed to 
be sure that most of her target audience is exposed to her ads. 
Troy thinks it will take daily ads for several months to create 
adequate awareness among her target market. The FM station 
will provide an announcer and prepare a tape of Troy’s ad for a 
one-time fee of $200. All she has to do is tell the station what 
the message content for the ad should say. 

  10. A small company has developed an innovative new spray-
on glass cleaner that prevents the buildup of electro-
static dust on computer screens and TVs. Give examples 
of some low-cost ways the firm might effectively pro-
mote its product. Be certain to consider both push and 
pull approaches. 

  11. Would promotion be successful in expanding the general de-
mand for: ( a ) almonds, ( b ) air travel, ( c ) golf clubs, ( d  ) walking 
shoes, ( e ) high-octane unleaded gasoline, ( f  )  single-serving, 
frozen gourmet dinners, and ( g ) bricks?  Explain why or why 
not in each case. 

  12. Explain how an understanding of the adoption process 
would help you develop a promotion blend for digital tape 
recorders, a new consumer electronics product that pro-
duces high-quality recordings. Explain why you might 

change the promotion blend during the course of the 
adoption process. 

  13. Explain how opinion leaders affect a firm’s promotion 
planning. 

  14. Discuss how the adoption curve should be used to plan the 
promotion blend(s) for a new automobile accessory—an 
electronic radar system that alerts a driver if he or she is 
about to change lanes into the path of a car that is passing 
through a blind spot in the driver’s mirrors. 

  15. If a marketing manager uses the task method to budget 
for marketing promotions, are competitors’ promotion 
spending levels ignored? Explain your thinking and give an 
example that supports your point of view. 

  16. Discuss the potential conflict among the various promo-
tion managers. How could this be reduced? 
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 Both the radio station and the magazine gave Troy reports 
summarizing recent audience research. She decides that com-
paring the two media in a spreadsheet will help her make a bet-
ter decision. 

  a. Based on the data displayed on the initial spreadsheet, 
which message channel (advertising medium) would you 
recommend to Troy? Why? 

  b. The agency that offered to prepare Troy’s magazine ad will 
prepare a fully produced radio ad—including a musical 
 jingle—for $2,500. The agency claims that its musical ad 
will have much more impact than the ad the radio station 
will create. The agency says its ad should  produce the 

same results as the station ad with 20  percent fewer 
 insertions. If the agency claim is correct, would it be wise 
for Troy to pay the agency to produce the ad? 

  c. The agency will not guarantee that its custom-produced radio 
ad will reach Troy’s objective—making 80 percent of the pros-
pects aware of the new store. Troy wants to see how lower 
levels of awareness—between 50 percent and 70 percent—
would affect the advertising cost per buyer and the cost per 
aware prospect. Use the analysis feature to vary the percent 
of prospects who become aware. Prepare a table showing the 
effect on the two kinds of costs. What are the implications of 
your analysis?  
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 Personal Selling and 
Customer Service 
 As a student in the College of Business at the University of 
Illinois, Pooja Gupta wanted a job that would offer interest-
ing challenges, give opportunities for professional growth, 
and value her enthusiasm. She found what she wanted with 
Ferguson. Ferguson was actively recruiting on college cam-
puses to find the brightest and best candidates for its sales 
jobs—so, in a way, the job found her. 

 Gupta knew that motivated young people often find the 
best opportunities in fast-growing companies. She didn’t ex-
pect, however, that her fast-growing company would be a 
wholesaler of plumbing supplies, pipes, valves, and fittings. 
To the contrary, she’d heard that many wholesalers were de-
clining. But that didn’t apply to Ferguson. For decades it has 
doubled in size about every five years—and now it’s the 
 largest U.S. distributor of plumbing products. And in a busi-
ness that serves such a wide variety of customer types—
large  industrial firms, city waterworks, commercial builders 
and subcontractors, kitchen and bath dealers, and final 
 consumers—you don’t get that kind of growth without an 
 effective sales force. 

 It’s Ferguson’s sales force that gets the initial orders 
with  new customers, builds the relationships that instill 
 customer loyalty, and provides the customer service support 
that  Ferguson emphasizes. Its sales reps understand their 
 customers’ business problems and how Ferguson’s products, 
e-commerce, and state-of-the-art logistics systems can help 
solve them. This expertise and focus on customer needs make 
Ferguson salespeople trusted partners. Because they’re real 
experts on the company’s products and how to cut customer 
costs, they proved invaluable during the recent economic 
downturn when demand for Ferguson’s core plumbing prod-
ucts plunged along with new home construction. 

 An effective sales force like the one at Ferguson doesn’t 
just happen. Someone needs to figure out the promotion 
jobs that require personal selling and then get the right peo-
ple on the job. That is why Ferguson’s marketing managers 
work closely with sales managers. 

 Ferguson carries over a million products, provides ser-
vice centers at 1,300 locations, and has divisions that spe-
cialize by different customer segments. It would be futile 

for sales reps to try to be experts in everything. Instead, 
sales managers carefully match each salesperson to particu-
lar territories, customers, and product lines. Gupta, for ex-
ample, helps contractors in the Virginia market figure out 
how to satisfy the needs of final consumers for whom they 
are building or remodeling homes. She knows the current 
fashions for kitchen and bath renovations, how to reduce 
“behind-the-wall” plumbing installation costs for a big new 
apartment building, and the advantages and limitations of 
hundreds of brands from companies like Kohler, Elkay, 
Moen, and Jacuzzi. 

 Other Ferguson salespeople work with cities and huge 
waterworks contractors on infrastructure projects such as 
updating water purification facilities. And salespeople for 
Ferguson’s Integrated Systems Division (ISD) are really 
selling a big business idea rather than “pipe.” They show 
top executives at customer firms why they should invest 
millions of dollars in a full-service supply relationship 
where Ferguson does all of the purchasing and warehous-
ing for entire manufacturing facilities. In stark contrast, 
the main sales job in one of Ferguson’s new self-service 
Xpress outlets is to ring up sales when hurried plumbers 
need repair parts. 

 To recruit talented people for these varied jobs, Ferguson’s 
sales managers use a wide variety of methods. For example, 
the careers section of Ferguson’s website collects job appli-
cant profiles on an ongoing basis. When a position opens up, 
qualified candidates are notified. And Ferguson actively 
 recruits on college campuses, typically hiring about 700 
graduates every year. After a pre-interview on campus,  select 
candidates go to a regional office and meet a number of 
managers from that area. 

 After the best people are selected, Ferguson pro-
vides the sales training to make them even better. Of course, 
the training is different for different people. For example, 
most new college recruits work for a short time in a Ferguson 
warehouse, which helps them understand the company’s 
 logistics system, its products, and its industry as well as 
the company’s “can-do” culture. Other training methods 
range from self-study online modules to role playing to 
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working in the field with experienced managers who help 
them build professional problem-solving skills as well as 
technical knowledge. 

 Even experienced sales reps need ongoing training on 
new strategies or policies. When Ferguson’s management 
saw an opportunity to enhance customer loyalty, a training 
program was developed and 
implemented with Fergu-
son’s 19,000 associates. They 
participated in face-to-face 
and  online courses covering 
topics like “the difference 
between customer satisfac-
tion and loyalty” and “how to 
earn loyal  customers.” The 
return on investment for the 
training program was esti-
mated at over 400 percent. 

 To be sure that each sales-
person is highly motivated, 
 Ferguson’s sales managers 
make certain that sales com-
pensation arrangements and 
benefits reward salespeople 
for  producing needed re-
sults. For example, the evalu-
ation  considers how well 

individ uals work within a team— because in the customer ser-
vice  culture at  Ferguson, great teamwork is critical. Those 
investments paid off when the economy and home building 
recently picked up. Ferguson’s experienced reps were ready 
to help contractors, builders, and home buyers choose the 
right supplies and fuel Ferguson’s growth. 1  

 LEARNING OBJECTIVES 

 Promotion is communicating with potential customers and others in the channel. As the 
Ferguson case suggests, personal selling is often the best way to do it. While face to face 
with prospects, salespeople can adjust what actions they take in response to the prospect’s 
interests, needs, questions, and feedback. If, and when, the prospect is ready to buy, the 
salesperson is there to ask for the order. And afterward, the salesperson works to be 
certain that the customer is satisfied and will buy again in the future. In this chapter, you’ll 
learn about the key strategy decisions related to personal selling that marketing managers 
and the sales managers who work with them make. 

 When you finish this chapter, you should be able to: 
  1 understand the importance and nature of personal selling. 

  2 know the three basic sales tasks—order-getting, order-taking, and 
supporting—and what various kinds of salespeople can be expected to do. 

  3 understand why customer service presents different challenges than other 
personal selling tasks. 

  4 know the different ways sales managers can organize salespeople so that 
personal selling jobs are handled effectively. 

  5 know how sales technology affects the way sales tasks are performed. 

  6 know what the sales manager must do, including selecting, training, and 
organizing salespeople to carry out the personal selling job. 

  7 understand how the right compensation plan can help motivate and 
control salespeople. 

  8 understand when and where to use the three types of sales presentations. 

  9 understand important new terms (shown in red). 

 The Importance and Role of Personal Selling 

 In this chapter, we’ll discuss the importance and nature of personal selling and 
customer service so you’ll understand the strategy decisions in this area. See 
Exhibit 14-1. 

 We’ll also discuss a number of frameworks and how-to approaches that 
guide these strategy decisions. Because these approaches apply equally to 
domestic and international markets, we won’t emphasize that distinction in 
this chapter. This does not mean, however, that personal selling techniques 
don’t vary from one country to another. To the contrary, in dealing with  any
customer, the salesperson must adjust for cultural influences and other fac-
tors that might affect communication. For example, a Japanese customer 

 LO 14.1 

 Personal selling requires 
strategy decisions 
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and an Arab customer might respond differently to subtle aspects of a sales-
person’s behavior. The Arab customer might expect to be very close to a 
salesperson, perhaps only two feet away, while they talk. The Japanese cus-
tomer might consider that distance rude. Similarly, what topics of discussion 
are considered sensitive, how messages are interpreted, and which negotiat-
ing styles are used vary from one country to another. A salesperson must 
know how to communicate effectively with each customer—wherever and 
whoever that customer is. 2  

 Personal selling is absolutely essential in the promotion blends of some firms. 
Consider how you would feel if you regularly had to meet payrolls and some-
how, almost miraculously, your salespeople kept coming in with orders just in 
time to keep the business profitable. 

 Personal selling is often a company’s largest single operating expense. 
This is another reason why it is important to understand sales management 
decisions. Bad ones are costly in both lost sales and in actual out-of-pocket 
expenses. 

 Every economy needs and uses many salespeople. In the United States, 
one person out of every ten in the total labor force is involved in sales work. 
By comparison, that’s about 20 times more people than are employed in 
advertising. Any occupation that employs so many people and is so  important 

 Personal selling is 
important 

Chapter 13
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Chapter 14
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Customer Service

Chapter 15
Advertising, Publicity, 

and Sales
Promotion

Importance of
personal selling
 • Representing
   • Relationship building
   • Marketing
  information
   • Helping customers
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to the economy deserves study. Looking at what salespeople do is a good 
way to start. 

 Good salespeople don’t just try to  sell  the customer. Rather, they try to  help the 
cu  s  tomer buy  —by understanding the customer’s needs and presenting the advan-
tages and disadvantages of their products. Such helpfulness results in satisfied 
customers and long-term relationships. And strong relationships often form the 
basis for a competitive advantage, especially in business markets. 

 Selling may be done by almost anyone in the organization. When you ask 
the butcher at your local supermarket for advice—his assistance will help you 
buy the right cut. The butcher is selling. When your auto mechanic helps 
you buy the appropriate motor oil for your oil change, the mechanic is sell-
ing. When a web-page designer helps a marketing manager build a site that 
meets customer needs, the designer is selling. We may not call each of these 
people a salesperson, but they are all helping customers buy. While this 
chapter focuses on more traditional salesperson roles, smart companies 
make sure that everyone in the organization who talks to customers knows at 
least something about selling. 3  

 The salesperson is often a representative of the whole company—responsible 
for explaining its total effort to customers rather than just pushing products. 
The salesperson may provide information about products, explain company 
policies, and even negotiate prices or diagnose technical problems. 

 The sales rep is often the only link between the firm and its customers, espe-
cially if customers are far away. When a number of people from the firm work 
with the customer organization—which is common when suppliers and custom-
ers form close relationships—it is usually the sales rep who coordinates the rela-
tionship for his or her firm. See Exhibit 6-6. 

 The salesperson also represents the  customer  back inside the selling firm. Re-
call that feedback is an essential part of both the communication process  and  
the basic management process of planning, implementing, and control. For 
example, it’s likely to be the sales rep who explains to the production manager 
why a customer is unhappy with product quality. 

 Helping to buy is 
good selling 

 Not only the 
salespeople sell 

 Salespeople represent 
the whole company—
and customers too 

Good salespeople help 
customers find solutions to 
problems. Often that requires 
a trusting relationship that 
comes from carefully listening 
to a customer and learning 
how best to address their 
needs.
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 As evidence of these changing responsibilities, some companies give their 
salespeople such titles as account representative, field manager, sales consul-
tant, market specialist, or sales engineer. 

 The sales force can aid in the marketing information function too. The sales 
rep may be the first to hear about a new competitor or a competitor’s new strat-
egy. And sales reps who are well attuned to customers’ needs can be a key source 
of ideas for new products or new uses for existing products. 

 It was a salesperson for Material Sciences Corporation (MSC) who spotted 
an opportunity for the firm in the automotive market. The sales rep worked 
closely with the Ford team developing the new F-150 truck. When he asked 
for more information about how Ford was trying to reduce road noise, he, in 
effect, opened the door for a potential application of MSC’s Quiet Steel 
product. Quiet Steel had not previously been used in the automotive market. 
It was a perfect fit. These insights helped MSC gain a foothold with other 
automakers. A couple of questions from a salesperson helped consumers get 
quieter cars and trucks. 4  

 Some salespeople are expected to be marketing managers in their own ter-
ritories. And some become marketing managers by default because top man-
agement hasn’t provided detailed strategy guidelines. Either way, the salesperson 
may have choices about (1) which customers to target, (2) which particular 
products to emphasize, (3) which intermediaries to rely on or help, (4) what 
message to communicate and how to use promotion money, and (5) how to 
adjust prices. A salesperson who can put together profitable strategies and im-
plement them well can rise very rapidly. The opportunity is there for those pre-
pared and willing to work. 5  

 What Kinds of Personal Selling Are Needed? 

 If a firm has too few salespeople, or the wrong kind, some important personal 
selling tasks may not be completed. And having too many salespeople wastes 
money. In addition, the balance that is right may change over time with other 
changes in strategy or the market environment. That’s why many firms have to 
restructure their sales forces. 

 One of the difficulties of determining the right number and kind of sales-
people is that every sales job is different. While an engineer or accountant 
can look forward to fairly specific 
duties, the salesperson’s job 
changes constantly. However, there 
are three basic types of sales tasks. 
See Exhibit 14-2. This gives us a 
starting point for understanding 
what sales tasks need to be done 
and how many people are needed 
to do them. 

The three  basic sales tasks  are 
order-getting, order-taking, and 
supporting. For convenience, we’ll 
describe salespeople by these 
terms—referring to their primary 
task— although one person may do two 
or all three tasks in some situations.  

 Sales force aids in 
marketing information 
function as well 

 Salespeople can be 
strategy planners too 

 LO 14.2 

 Personal selling is 
divided into three tasks 

Order-
taking

Order-
getting

Supporting

Basic
sales
tasks

 Exhibit 14–2  Basic Sales Tasks

per61043_ch14_372-399.indd Page 377  18/12/13  1:54 PM user per61043_ch14_372-399.indd Page 377  18/12/13  1:54 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



378

 Order Getters Develop New Business Relationships 

  Order getters  are concerned with establishing relationships with new  customers 
and developing new business.  Order-getting  means seeking possible buyers with 
a well-organized sales presentation designed to sell a good,  service, or idea. 

 Order getters must know what they’re talking about, not just be personal 
contacts. Order-getting salespeople normally are well paid—many earn more 
than $100,000 a year! 

 Producers of all kinds of products, especially business products, have a great need 
for order getters. They use order getters to locate new prospects, open new ac-
counts, see new opportunities, and help establish and build channel relationships. 

 Top-level customers are more interested in ways to save or make more money 
than in technical details. Good order getters cater to this interest. They help the 
customer identify ways to solve problems; then they sell concepts and ideas, not 
just physical products. The goods and services they supply are merely the means 
of achieving the customer’s end. 

 To be effective at this sort of “solutions selling,” an order getter often needs 
to understand a customer’s whole business as well as technical details about the 
product and its applications. For example, a salesperson for  automated manu-
facturing equipment must understand a prospect’s production process as well 
as the technical details of converting to computer- controlled equipment. 

 Order getters for professional services—and other products where service is 
a crucial element of the marketing mix—face a special challenge. The customer 
usually can’t inspect a service before deciding to buy. The order getter’s com-
munication and relationship with the customer may be the only basis for evalu-
ating the quality of the supplier. 

 Salespeople for agent wholesalers are often order getters—particularly the 
more aggressive manufacturers’ agents and brokers. They face the same tasks as 
producers’ order getters. But, unfortunately for them, once the order-getting is 
done and the customers become established and loyal, producers may try to 
eliminate the agents and save money with their own order takers. 

 Convincing consumers about the value of products they haven’t seriously 
considered takes a high level of personal selling ability. Order getters for un-
sought consumer products must help customers see how a new product can 
satisfy needs now being filled by something else. Without order getters, many 
common products—ranging from mutual funds to air conditioners—might 
have died in the market introduction stage. The order getter helps bring prod-
ucts out of the introduction stage into the market growth stage. 

 Order getters are also helpful for selling  heterogeneous  shopping products. 
Consumers shop for many of these items on the basis of suitability and value. 
They welcome useful information. 

 Order Takers Nurture Relationships to 
Keep the Business Coming 

  Order takers  sell to the regular or established customers, complete most sales 
transactions, and maintain relationships with their customers. After a customer 
becomes interested in a firm’s products through an order getter or supporting 
salesperson or through advertising or sales promotion, an order taker usually 
answers any final questions and completes the sale.  Order-taking  is the routine 
completion of sales made regularly to target customers. It usually requires on-
going follow-up to make certain that the customer is totally satisfied. 

 Producers’ order 
getters—find new 
opportunities 

 Wholesalers’ order 
getters—almost hand 
it to the customer 

 Retail order getters 
influence consumer 
behavior 
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Order takers work on improving the whole relationship with their accounts, 
not just on completing a single sale. Even in e-commerce, where customers 
place routine orders with computerized order systems, order takers do a variety 
of important jobs that are essential to the business relationship. Someone has to 
explain details, make adjustments, handle complaints, explain new prices or 
terms, place sales promotion materials, and keep customers informed of new 
developments. An order taker who fails to meet a customer’s expectations on 
any of these activities might jeopardize the relationship and future sales. 

 Firms sometimes use order-taking jobs to train potential order getters and 
managers. Such jobs give them an opportunity to meet customers and better 
understand their needs. And, frequently, they run into some order-getting 
opportunities. 

 Order takers who are alert to order-getting possibilities can make the big 
difference in generating new sales. Some firms lose sales just because no one 
ever asks for the order. Banks try to avoid this problem. For example, when a 
customer walks into a First Bank branch to make a deposit, the teller’s com-
puter screen shows information about the customer’s accounts. If the bal-
ance in a checking account is high and the customer does not use any of the 
bank’s other investment services, the teller is trained to ask if the customer 
would be interested in learning about the bank’s certificates of deposit. Some 
firms use more sophisticated customer relationship management (CRM) da-
tabase systems that figure out which specific financial service would be best 
for the teller to recommend. 6  

 While producers’ order takers usually handle relatively few items, wholesalers’ 
order takers often sell thousands of items. Sales reps who handle that many items 
may single out a few of the newer or more profitable items for special attention, 
but it’s not possible to 
give aggressive sales ef-
fort to many. So the 
main job of wholesalers’ 
order takers is to main-
tain close contact with 
customers, place orders, 
and check to be sure the 
company fills orders 
promptly. Order takers 
also handle any adjust-
ments or  complaints 
and generally act as liai-
sons between the com-
pany and its customers. 

 Order-taking may be 
almost mechanical at 
the retail level—for ex-
ample, at the supermar-
ket checkout counter. 
Some retail clerks per-
form poorly because 
they receive little train-
ing. Turnover can be 
high, too, as many receive little more than the minimum wage. Even so, retail 
order takers play a vital role in a retailer’s marketing mix. Customers expect 
prompt and friendly service. They will find a new place to shop, or to do their 
banking or have their car serviced, rather than deal with a salesclerk who is in-
ept or rude or acts annoyed by having to complete a sale. 

 Producers’ order 
takers—train, explain, 
and collaborate 

 Wholesalers’ order 
takers—not getting 
orders but keeping them 

 In retail, salesclerks are 
usually order takers 

Friendly and capable retail order takers can play an 
important role in building good relations with customers.
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 Supporting Sales Force Informs and Promotes in the Channel 

  Supporting salespeople  help the order-oriented salespeople, but they don’t try to 
get orders themselves. Their activities are aimed at enhancing the relationship 
with the customer and getting sales in the long run. For the short run, however, 
they are ambassadors of goodwill who may provide specialized services and in-
formation. There are three types of supporting salespeople: missionary sales-
people, technical specialists, and customer service reps. 

  Missionary salespeople  are supporting salespeople who work for producers—
calling on intermediaries and their customers. They try to develop goodwill and 
stimulate demand, help intermediaries train their salespeople, and often take 
orders for delivery by intermediaries. Missionary salespeople are sometimes 
called  merchandisers  or  detai  l  ers.  

 Producers who rely on merchant wholesalers or e-commerce to obtain wide-
spread distribution often use missionary salespeople. The sales rep can give a 
promotion boost to a product that otherwise wouldn’t get much attention be-
cause it’s just one of many. A missionary salesperson for Vicks’ cold remedy 
products, for example, might visit pharmacists during the cold season and en-
courage them to use a special end-of-aisle display for Vicks’ cough syrup—and 
then help set it up. The wholesaler that supplies the drugstore would benefit 
from any increased sales but might not take the time to urge use of the special 
display. 

 An imaginative missionary salesperson can double or triple sales for a com-
pany. Naturally, this doesn’t go unnoticed. Missionary sales jobs are often a 
route to order-oriented jobs. 

  Technical specialists  are supporting salespeople who provide technical assis-
tance to order-oriented salespeople. Technical specialists are often science or 
engineering graduates with the know-how to understand the customer’s appli-
cations and explain the advantages of the company’s product. They are usually 
more skilled in showing the technical details of their product than in trying to 
persuade customers to buy it. Before the specialist’s visit, an order getter prob-
ably has stimulated interest. The technical specialist provides the details. 

 Missionary salespeople 
can increase sales 

 Technical specialists are 
experts who know 
product applications 

When a customer firm, like a 
supermarket chain, buys 
Hobart equipment for a new 
store, Hobart people are 
there every step of the way to 
be certain that the customer’s 
needs are met.
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Customer service reps  work with customers to resolve problems that arise 
with a purchase, usually after the purchase has been made. Unlike other sup-
porting sales activities, which are needed only in certain selling situations,  every
marketing-oriented company needs good people to handle customer service. 
Customer service is important to both business customers and final consumers. 
There are times when a customer’s problem simply can’t be resolved without 
a personal touch. 

 In general, all types of personal selling help to win customers, but effective 
customer service is especially critical in keeping them. It is often the key to 
building repeat business. It’s useful to think of customer service reps as  the sales-
people who promote a customer’s next purchase—by being sure that the customer is satis-
fied with a previous purchase.  In this chapter, you’ll see that the strategy decisions 
for customer service reps are the same as for others involved in personal selling. 
In spite of this, some firms don’t view customer service as a personal selling 
 activity—or as part of the firm’s integrated marketing communications. They 
manage it as a production operation where output consists of responses to ques-
tions from “problem customers.” That approach is one reason that customer 
service is often a problem area for firms. So it’s useful to take a closer look at 
why customer service activities are so important and why firms should manage 
them as part of the personal selling effort. 

 Customer Service Promotes the Next Purchase 

 People sometimes use the term  customer service  as a catch-all expression for any-
thing that helps customers. Our  focus here is on the service that is required  to 
solve a problem that a customer encounters with a purchase.  This highlights an im-
portant distinction in how customers look at their purchase experience. In 
that regard, it is useful to think about the difference between customer service 
and the service (or support) that is part of the product that a customer buys. 

 In Chapter 8, we discussed the idea that a firm’s product is its need-satisfying 
offering, and that it may be a physical good, a service, or a combination of the 
two. See Exhibit 8-2. Wells Fargo offers consumers credit card services for a fee. 
Wolf Camera makes prints from customers’ digital images. Dell sells computer 
hardware and software that is supported with telephone or website technical 
 support for some period of time after the purchase. In all of these situations, 
customers see service as an important aspect of what they are purchasing. 

 However, from a customer’s perspective, that kind of service is different from 
the customer service that is required to fix a problem when something doesn’t 
work as the customer hopes or expects. For example, our customer doesn’t ex-
pect the Wells Fargo ATM to eat her credit card when she’s on a trip, doesn’t 
want Wolf to charge more than the advertised price for her pictures, and isn’t 
planning on Dell sending the wrong computer. These problems are breakdowns 
in the firms’ marketing mixes. What the customer expected from the seller is 
not what the customer got. 

 When a customer service rep works to solve a customer’s problem, it of ten 
involves taking steps to remedy what went wrong. But repairing a negative expe-
rience is fundamentally different from providing a positive experience in the 
first place. No matter how effective the customer service solution, the problem 
is an inconvenience or involves other types of costs to the customer. Thus, the 
customer value from the firm’s marketing mix is lower than what the customer 
bargained for. Often it’s also less than the value the firm  i ntended  to provide. 

 We mentioned before that customers weigh negative experiences more heav-
ily than positive experiences when they decide whether to buy the same product 

 Customer service reps 
solve problems after a 
purchase 

 LO 14.3 

 Customer service is 
not the product 

 Why customer service 
is part of promotion 
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(or from the same company) again. 
They are also more likely to tell other 
people about bad experiences with a 
company than about good ones. The 
practical matter is that customer ser-
vice interactions arise because the cus-
tomer is unhappy. So, if the firm 
doesn’t have an effective way to pro-
vide customer service, it is, consciously 
or unconsciously, making a decision to 
kiss that customer good-bye. In today’s 
highly competitive markets, that can 
be a big mistake, especially in situa-
tions where it’s costly to acquire new 
customers or when the lifetime value 
of a customer is significant. Poor cus-
tomer service reduces the firm’s cus-
tomer equity. 

 This is why firms should view cus-
tomer service reps as a key part of per-
sonal selling. They are not just fixing 
the customer’s problem, but rather 
fixing the company’s problem, which 
is the risk of losing customers. 

 We have portrayed customer service 
as a reactive form of communication—
companies waiting for customers to call 
or write in with a complaint. Many cus-
tomers don’t bother contacting a 
 company—they just stop doing busi-
ness with the offending firm or voice their complaints online. Then there are 
companies that try to solve customers’ problems even when the customers don’t 
ask for help. They are monitoring the web and using big data analytics to provide 
 proactive  customer service. These companies reach out to unhappy customers 
 before their frustration boils over. 

 Consider Comcast, which developed a well-earned reputation for poor cus-
tomer service over the last couple of decades. Now the company has begun to 
turn that reputation around—though turning a reputation around takes time. 
While Comcast continues to use inbound telemarketing to answer and respond 
to customer questions, another group inside the company trolls the Internet 
and accesses big data from Facebook, Twitter, blogs, and discussion forums to 
find anyone complaining about Comcast. Then Comcast reaches out to those 
customers to address their complaints. This proactive approach is beginning to 
turn Comcast’s reputation around. 7  

 A breakdown in any element of the marketing mix can result in a require-
ment for customer service. Ideally, a firm should deliver what it promises, but 
marketing is a human process and mistakes do happen. Consider, for example, 
a customer who decides to use Verizon cell phone service because its ad—or the 
salesperson at the Radio Shack who sold the phone—said that the first month 
of service would be free. If Verizon bills the customer for the first month, is it a 
pricing problem, a promotion problem, or a lack of coordination in the chan-
nel? From the customer’s perspective, it really doesn’t matter. What does matter 
is that expectations have been dashed. The customer doesn’t need explanations 
or excuses but instead needs an advocate to make things right. 

 Big data and social 
media can create 
proactive customer 
service 

 Customer service reps 
are customer advocates 

In Spain, cell phone operator Vodafone 
has set up customer service hotlines with 
representatives who can speak 11 
languages from Arabic to Romanian. 
That’s because Spain has one of Europe’s 
fastest growing immigrant populations 
with more than 600,000 foreigners 
arriving annually. Vodafone’s customer 
service efforts help the company acquire 
and retain these new customers.

per61043_ch14_372-399.indd Page 382  18/12/13  1:54 PM user per61043_ch14_372-399.indd Page 382  18/12/13  1:54 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



C
H

A
P

T
E

R
 14

  
Personal Selling and C

ustom
er Service

383

 Sometimes the marketing mix is fine, but the customer makes a purchase 
that is a mistake. Or customers may simply change their minds. Either way, cus-
tomers usually expect sellers to help fix purchasing errors. Firms need policies 
about how customer service reps should deal with customer errors. But most 
firms simply can’t afford to alienate customers, even ones who have made an 
error, if they expect them to come back in the future. Sometimes the toughest 
sales job is figuring out how to keep a customer who is unhappy. 

 Regardless of whether the firm or customer causes the problem, customer 
service reps need to be effective communicators, have good judgment, and real-
ize that they are advocates not only for their firm but also for its customers. As 
that implies, the rest of the company needs to be organized to provide the sup-
port reps need to fix problems. 

 The Right Structure Helps Assign Responsibility 

 We have described three sales tasks—order-getting, order-taking, and support-
ing. A sales manager must organize the sales force so that all the necessary 
tasks are done well. In many situations, a particular salesperson might be given 
two, or all three, of these tasks. For example, 10 percent of a particular job 
may be order-getting, 80 percent order-taking, and the additional 10 percent 
customer service. On the other hand, organizations are often structured to 
have different salespeople specializing by different sales tasks and by the target 
markets they serve. 

 If different people handle different sales tasks, firms often rely on  team 

 selling —when different people work together on a specific account. Sometimes 
members of a sales team are not from the sales department at all. If improving 
the relationship with the customer calls for input from the quality control man-
ager, then that person becomes a part of the team, at least temporarily. Produc-
ers of big-ticket items often use team selling. IBM uses team selling to sell 
information technology solutions for a whole business. Different specialists 
handle different parts of the job—but the whole team coordinates its efforts to 
achieve the desired result. 

 Sales managers often divide sales force responsibilities based on the type of 
customer involved. For example, Bigelow—a company that makes quality carpet 
for homes and office buildings—divided its sales force into groups of specialists. 
Some Bigelow salespeople call only on architects to help them choose the best 
type of carpet for new office buildings. These reps know all the technical de-
tails, such as how well a certain carpet fiber will wear or its effectiveness in re-
ducing noise from office equipment. Often no sale is involved because the 
architect only suggests specifications and doesn’t actually buy the carpet. Other 
Bigelow salespeople call on retail carpet stores. These reps encourage the store 
manager to keep a variety of Bigelow carpets in stock. They also introduce new 
products, help train the store’s salespeople, and try to solve any problems that 
occur. Bigelow also has a group of customer service reps who are available via a 
toll-free number. They help final consumers who have purchased carpet but 
have a problem that the carpet store can’t resolve. 

 Very large customers often require special sales efforts—and relationships 
with them are treated differently. Moen, a maker of plumbing fixtures, has 
a regular sales force to call on building material wholesalers and an elite 
major  accounts sales force  that sells directly to large accounts—like Lowe’s, 
Home Depot, or other major retail chains that carry plumbing fixtures. 

 LO 14.4 

 Sales tasks may be 
handled by a team 

 Different target 
markets need different 
sales tasks 

 Big accounts get 
special treatment 
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 You can see why this sort of special attention is justified when you consider 
Procter & Gamble’s relationship with Walmart. Walmart accounts for one-
fourth or more of the total national sales in many of the product categories in 
which P&G competes. For instance, Walmart sells about one-third of the tooth-
paste in the United States. If P&G wants to grow its share of the toothpaste 
market, it has to make certain that it stimulates an effective sales effort with 
Walmart. 

 Some firms have a group of salespeople who specialize in  telemarketing — 
using the telephone to “call” on customers or prospects. The National Do Not 
Call Registry in the United States and similar laws in other countries have 
largely eliminated telemarketing to consumers. Registered users cannot be 
called except by nonprofits and a few other select groups. However, the recep-
tion to telephone selling in business markets is often quite different. 

 In business markets, an “inside” sales force can often build profitable rela-
tionships with small or hard-to-reach customers the firm might otherwise have 
to ignore. Telephone selling is also used to extend personal selling efforts to 
new target markets or increase the frequency of contact with current customers. 
The big advantage of telephone selling by an inside sales group in these situa-
tions is that it saves time and money for the seller, and it gives customers a fast 
and easy way to solve a purchasing problem. For example, many firms use toll-
free incoming telephone lines to make it convenient for customers to call the 
inside sales force for assistance or to place an order. Telephone contact may 
supplement a good website; the website provides standard information and an 
inside salesperson answers specific questions on the phone. 

 Companies that produce goods and services for final consumers also rely 
heavily on toll-free telephone lines to give final consumers easy access to cus-
tomer service reps. In most cases, there is no other practical way for the pro-
ducer to be sure that retailers are taking care of customers or their problems. A 
customer service call center provides a way for the producer to get direct feed-
back from customers—and perhaps find solutions to potential problems. 8  

 Often companies organize selling tasks on the basis of a  sales territory —a 
geographic area that is the responsibility of one salesperson or several work-
ing together. A territory might be a region of a country, a state, or part of a 
city, depending on the market potential. An airplane manufacturer like 
Boeing might consider a whole country as  part  of a sales territory for one 
salesperson. 

 Some salespeople 
specialize in 
telephone selling 

 Sales tasks are done in 
sales territories 

The Clorox sales team 
responsible for the launch of 
liquid bleach in the Brazilian 
market drew on people from 
R&D, marketing, and sales.
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 Carefully set territories can reduce travel time and the cost of sales calls. As-
signing territories can also help reduce confusion about who has responsibility 
for a set of sales tasks. Consider the Hyatt Hotel chain. At one time, each hotel 
had its own salespeople to get bookings for big conferences and business meet-
ings. That meant that people who had responsibility for selecting meeting loca-
tions might be called on by sales reps from 20 or 30 different Hyatt hotels. Now, 
the Hyatt central office divides up responsibility for working with specific ac-
counts; one rep calls on an account and then tries to sell space in the Hyatt 
 facility that best meets the customer’s needs. 

 Sometimes simple geographic division isn’t easy. A company may have differ-
ent products that require very different knowledge or selling skills—even if 
products sell in the same territory or to the same customer. For example, Du-
Pont makes special films for hospital X-ray departments as well as chemicals 

Assurant Solutions sells credit insurance. Credit insur-
ance pays the insured person’s mortgage, car, or credit card 
payments if he loses his job or experiences major medical 
problems. Customers often buy credit insurance as an add-
on when making very large purchases, like a house or car. 
When customers make payments, they see an additional 
monthly fee for the credit insurance. Sometimes that 
monthly fee gets some customers second-guessing their 
need for the insurance; they decide they might be better off 
taking their chances. When that happens, they call Assur-
ant’s customer service team to cancel the policy. This team’s 
job is to prevent customers from dropping the coverage.

As for other companies in the financial services industry, 
customer retention is key to profitability. The customer ser-
vice team is the last chance for Assurant to retain custom-
ers who call in to drop the insurance. Assurant’s customer 
service group used to be operationally  optimized—staffing 
to assure 80 percent of customers waited less than 20 
seconds to speak to a customer service representative 
(CSR). In-bound phone calls were routed to CSRs with ex-
pertise in the product the customer owned, and computer 
screens  displayed scripts that CSRs followed and offers 
they could make to try to keep a customer from following 
through on canceling his or her policy. With all those ef-
forts, Assurant’s CSRs retained just 16 percent of those 
calling to cancel—above  average for the industry, but not 
good enough. With 5 of every 6 customers not convinced 
to keep their policy, or at least buy a different product, 
 Assurant figured there was an opportunity for improve-
ment. So it turned to analytics.

Insurance companies are data-driven by 
nature—they forecast the likelihood of acci-
dents, deaths, and product failures—so it 
made sense for Assurant to take an analytical 

approach to managing customer service. Assurant’s cus-
tomer service managers have access to lots of data: on 
customers, products, CSRs, and of course the outcome 
from each transaction. Assurant also has plenty of statisti-
cians and actuaries who know how to predict outcomes by 
mining data for insights. With some deep analysis of past 
transactions, they identified patterns that helped predict 
success (retaining a customer) and failure when customers 
call in to cancel a policy.

Assurant discovered that different CSRs were more 
successful dealing with certain kinds of customers and 
problems. So the analysts built math models to predict 
which CSRs would be most effective with each type of 
customer. Inbound calls are analyzed in real-time, so 
each call is instantly routed to the CSR with the best 
chance of keeping the customer’s business. If the best 
CSR for a specific customer is busy on another call, then 
it rolls to the next-best CSR, and so on down the line. By 
matching customers with CSRs, Assurant’s retention rate 
doubled. The new system also ensures that customers 
with the biggest premiums are assigned to the best cus-
tomer service reps, so the dollars retained tripled as 
compared to before.

While the analytics don’t tell why some reps outperform 
others, data matching customers and CSRs seems to work. 
Assurant’s customer service managers attribute the suc-
cess to rapport. The analytics know enough about each 
customer and CSR to create matches where the possibility 
of connecting is greatest. Creating the right match makes 
it easier to build a foundation of trust, and persuasion and 
retention are likely to follow.9

Assurant Solutions’ Matchmaking 
Analytics Retain Customers           

385
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used in laboratory blood tests. A single salesperson may have trouble maintain-
ing a high level of expertise on both product lines. 

 Once the important sales tasks are specified and the responsibilities divided, 
the sales manager must decide how many salespeople are needed. The first step 
is estimating how much work can be done by one person in some time period. 
Then the sales manager can make an educated guess about how many people 
are required in total, as the following example shows. 

 For many years, the Parker Jewelry Company was 
very successful selling its silver jewelry to department 
and jewelry stores in the southwestern region of the 
United States. But top managers wanted to expand 
into the big urban markets in the northeastern states. 
They realized that most of the work for the first few 
years would require order getters. They felt that a 
salesperson would need to call on each account at 
least once a month to get a share of this competitive 
business. They estimated that a salesperson could 
make only five calls a day on prospective buyers and 
still allow time for travel, waiting, and follow-up on 
orders that came in. This meant that a sales rep who 
made calls 20 days per month could handle about 
100 stores (5/day  3  20 days). 

 The managers purchased a database that included 
all of the telephone Yellow Pages listings for the 
country. Then they simply divided the total number 

of stores by 100 to estimate the number of salespeople needed. This also helped 
them set up territories—by defining areas that included about 100 stores for 
each salesperson. Obviously, managers might want to fine-tune this estimate for 
differences in territories—such as travel time. But the basic approach can be 
adapted to many different situations. 10  

 Some managers forget that over time the right number of salespeople may 
change as sales tasks change. Then when a problem becomes obvious, they try 
to change everything in a hurry—a big mistake. Consideration of what type of 
salespeople and how many should be ongoing. If the sales force needs to be 
reduced, it doesn’t make sense to let a lot of people go all at once, especially 
when that could be avoided with some planning. 

 Some sales tasks that have traditionally been handled by a person can now be 
handled effectively and at lower cost by an e-commerce system or other technol-
ogy. The situation that the firm faces may influence which approach makes the 
most sense and how many salespeople are really needed. See Exhibit 14-3. 

 In many selling situations, there is a great deal of problem solving and coor-
dination needed. These more complicated sales require a salesperson to create 
and build relationships. When information is not standardized—in other words, 
the information swapped back and forth is changing all the time—we need to 
focus on personal selling alone (see lower right box in Exhibit 14-3). A salesper-
son selling trucking services may find that each transaction and price is 
unique—so technology doesn’t substitute for personal selling. 

 If relationships are needed, but there is a great deal of standard information—
for example, routine ordering, pricing, and delivery status—then the salesper-
son should be supplemented by a customized e-commerce system that allows 
the buyer to check information as needed (upper right box in Exhibit 14-3). 
Walmart’s relationship with a large supplier like Procter & Gamble may have 
this type of relationship. There is plenty of planning and coordination that 
 requires a salesperson (or sales team), but with thousands of products and 

 Size of sales force 
depends on workload 

 Sometimes technology 
can substitute for 
or complement 
personal selling 

AlignMix software helps sales managers design sales 
territories to reduce travel time and costs while maximizing 
sales potential.
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 hundreds of stores, regular orders and invoicing are pretty standardized. Com-
puters are best to manage that flow of information. 

 There are a growing number of situations where little or no salesperson rela-
tionship building is needed. If there is a lot of standardized information flow-
ing, but no relationship building needed (upper left box in Exhibit 14-3), then 
setting up a standard e-commerce system where computers exchange informa-
tion about stock levels and orders may be sufficient. Customer service can be 
contacted for exceptions. Many supplier-wholesaler relationships find this type 
of exchange to be efficient and effective. 

 Other situations have less frequent transactions, and no need for relationship 
building (lower left box). This is a situation where digital self-service makes sense. 
This is the role of ATMs for banks. If the customer needs money at an airport in 
the middle of the night, the ATM provides better support than the customer could 
get with a real person at the bank. Many firms provide self-service at their websites. 
For example, at HPShopping.com customers configure computers to their own 
specs. When looking at options like “How much memory to buy,” customers simply 
click on the “Help me decide” button for more information. 

Because customers want problems resolved quickly, many firms rely on the Inter-
net to deliver rapid and low-cost customer service. Websites can list FAQs (Fre-
quently Asked Questions—with answers), provide copies of instructions, and show 
video demonstrations. Some firms even set up online communities where customers 
help each other with problems. The searchable communities make it easy to find 
someone else who has experienced the same problem—and see how it was fixed. 

 Consider Logitech, a maker of computer keyboards and mice, webcams, re-
mote controls for television and home theater systems, and many other consumer 
electronics products. Most of Logitech’s products work in conjunction with a non-
Logitech product a consumer already owns. As a result, many customers have 
problems getting their 
new Logitech product to 
work perfectly out-of-
the-box. Logitech’s 
product support website 
lists a toll-free number 
and includes a FAQ sec-
tion for each product. 
Logitech also set up a 
community support 
 forum—where custom-
ers interact with each 

 When customer service 
is digital and self-
service, customers get 
fast service 

Relationship building required
(problem solving, coordination, support, cooperation)

Emphasis on
standardized
e-commerce

(with customer
service)

Emphasis on both
personal selling
& customized
e-commerce

Emphasis on
digital

self-service

Emphasis on
personal selling

Low High

High

Low

Standardized information
exchanged on a recurring basis

(orders, invoices, delivery status,
product information, prices)

Exhibit 14–3 
Examples of Possible 
Personal Selling 
Emphasis

Internet Exercise

Go to the Logitech community support forum at 
http://forums.logitech.com. Scroll down the list to 
“Harmony Remotes” and then choose the list of forums 
for “Harmony Remote FAQ, Misunderstandings, and 
Tips.” Look through a few of the threads. Are 
customers getting their questions answered? How 
quickly do they get answers? How do you think this 
affects customer satisfaction for Logitech?
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other (and Logitech experts). Many customers visit the forum to ask questions or 
to search for others with a similar problem; some visit just because they enjoy an-
swering questions. Since Logitech monitors the forum to answer questions and 
discover any issues with its products, it can quickly add a new FAQ or a rewrite of 
the instructions included in a product’s package. Because each question and sub-
sequent responses live indefinitely in the searchable forums, the next customer 
seeing “blurry laggy video” with his new Logitech webcam can search and find the 
solution KachiWachi (a screen name) offered on July 10, 2008. Some customers 
prefer these quick and proven answers and Logitech likes the low cost. 11  

 We’ve focused on technology that substitutes for personal contact by a sales-
person. But marketing managers also need to make decisions about providing 
sales technology support to help salespeople communicate more effectively. 

 Information Technology Provides Tools to Do the Job 

 New sales technology tools are changing how sales tasks and responsibilities are 
planned and handled. It is usually the sales manager’s job—perhaps with help 
from specialists in technology—to decide what types of tools are needed and 
how they will be used. 

 To get a sense of what is involved, consider a day in the life of a sales rep for 
a large consumer packaged goods firm. Over a hasty breakfast, she plans the 
day’s sales calls on her laptop’s organizer, checks a LinkedIn contact to learn 
more about a customer she will meet for the first time that afternoon, watches a 
15-minute video presentation for a new product, and sorts through a dozen 
 e-mail messages. One e-mail is from a buyer for a supermarket chain. Sales in 
the chain’s paper towel category are off 10 percent, and he wants to know if the 
rep can help. The rep downloads sales trend data for the chain and its competi-
tors from her firm’s intranet. A spreadsheet analysis of the data reveals that the 
sales decline is due to new competition from warehouse clubs. 

 After a videoconference with a brand manager and a company sales promo-
tion specialist to seek advice, she prepares a PowerPoint presentation, complete 
with a proposed shelf-space plan that recommends the buyer promote larger-
size packages of both her company’s and competitors’ brands. Before leaving 
home, the rep e-mails an advance copy of the report to the buyer and her 
 manager. In her car, she calls the buyer to schedule an appointment. 12  

 LO 14.5 

Changes in how sales 
tasks are handled

Technology tools can help at different stages of the buying process. Car configurators 
allow consumers to go to a website and “build” their dream car in the colors and with the 
options they want. Dreaming about a new car moves customers forward in the purchase 
process and brings ready and prepared customers to car dealers to meet a salesperson and 
take a test drive. Hobart sells large commercial kitchen equipment typically purchased by 
restaurants. This makes it difficult to demonstrate the products on a sales call. So Hobart 
created the Hobart Spotlight App for iPad. The app allows Hobart salespeople to virtually 
demonstrate the entire product line with videos and information.
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 The sales rep in this example relies on support from an array of software and 
hardware, some of which wasn’t even available a decade ago. Software for  customer 
relationship management, spreadsheet sales analysis, digital presentations, time 
management, sales forecasting, customer contact, and shelf-space management is 
at the salesperson’s fingertips—most of it available right online. Commonplace 
hardware includes everything from smartphones and tablet computers to personal 
videoconferencing systems. In many situations, these technologies give sales reps 
new ways to meet customers’ needs while achieving the objectives of their jobs. 

 These tools change how well the job is done. Yet this is not simply a matter that 
is best left to individual sales reps. Use of these tools may be necessary just to com-
pete effectively. For example, if a customer expects a sales rep to access data on past 
sales and provide an updated sales forecast, a sales organization that doesn’t have 
this capability will be at a real disadvantage in keeping that customer’s business. 

 On the other hand, these tools have costs. There is an obvious expense of 
buying the technology. But there is also the training cost of keeping everyone 
up-to-date. Often that is not an easy matter. Some salespeople who have done 
the sales job well for a long time “the old-fashioned way” resent being told that 
they have to change what they are doing, even if it’s what customers  expect. 
So if a firm expects salespeople to be able to use these technologies, that 
 requirement needs to be included in selecting and training people for the job. 13

 Sound Selection and Training to Build a Sales Force 

 It is important to hire  well-qualified  salespeople who will do a good job. But selec-
tion in many companies is done without serious thought about exactly what 
kind of person the firm needs. Managers may hire friends and relations, or 
whoever is available, because they feel that the only qualification for a sales job 
is a friendly personality. This approach leads to poor sales, lost customers, and 
costly sales force turnover. 

 Progressive companies are more careful. They constantly update a list of possi-
ble job candidates. They invite applications at the company’s website. They sched-
ule candidates for multiple interviews with various executives and do thorough 
background checks. Unfortunately, such techniques don’t guarantee success. But a 
systematic approach based on several different inputs results in a better sales force. 

 One problem in selecting salespeople is that two different sales jobs with 
identical titles may involve very different selling or supporting tasks and require 
different skills. A carefully prepared job description helps avoid this problem. 

 A  job description  is a written statement of what a salesperson is expected to 
do. It might list 10 to 20 specific tasks—as well as routine prospecting and sales 
report writing. Each company must write its own job specifications. And it 
should provide clear guidelines about what selling tasks the job involves. This is 
critical to determine the kind of salespeople who should be selected—and later 
it provides a basis for seeing how they should be trained, how well they are per-
forming, and how they should be paid. 

 The idea that good salespeople are born that way may have some truth—but 
it isn’t the whole story. A salesperson needs to be taught about the company and 
its products, giving effective sales presentations, using appropriate sales tech-
nology, and building relationships with customers. But this isn’t always done. 
Many salespeople do a poor job because they haven’t had good training. Firms 
often hire new salespeople and immediately send them out on the road, or the 
retail selling floor, with no grounding in the basic selling steps and no 
 information about the product or the customer. They just get a price list and a 
pat on the back. This isn’t enough! 

 New software and 
hardware provide a 
competitive advantage 

 Selecting good 
salespeople takes 
judgment, plus 

 LO 14.6 

 Job descriptions should 
be in writing and 
specific 

 Good salespeople are 
trained, not born 
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 It’s up to sales and marketing management to be sure that salespeople know 
what they’re supposed to do and how to do it. Hewlett-Packard Co. recently 
faced this problem. For years the company was organized into divisions based 
on different product lines—printers, network servers, and the like. However, 
sales reps who specialized in the products of one division often couldn’t com-
pete well against firms that could offer customers total solutions to computing 
problems. When a new top executive came in and reorganized the company, 
all sales reps needed training in their new responsibilities, how they would be 
organized, and what they should say to their customers about the benefits of 
the reorganization. 

 Sales training should be modified based on the experience and skills of the 
group involved. But the company’s sales training program should cover at least 
the following areas: (1) company policies and practices, (2) product informa-
tion, (3) building relationships with customer firms, and (4) professional sell-
ing skills. 

 Many companies spend the bulk of their training time on product informa-
tion and company policy. They neglect training in selling techniques because 
they think selling is something anyone can do. But training in selling skills can 
pay off. Estée Lauder, for example, has selling skills for the “beauty advisors” who 
sell its cosmetics down to a fine art—and its training manual and seminars cover 
every detail. Its advisors who take the training  seriously immediately  double their 
sales. 14  Training can also 
help salespeople learn 
how to be more effective 
in cold calls on new 
prospects, in listening 
carefully to  identify a 
 customer’s real objec-
tions, in closing the sale, 
and in working with cus-
tomers in difficult cus-
tomer service situations. 

 All salespeople need 
some training 

 Selling skills can be 
learned 

Customers who rent heavy 
construction equipment want 
to deal with a knowledgeable 
salesperson. So CAT selects 
salespeople who have 
experience with the 
applications for which the 
equipment will be used and 
gives them training on CAT 
products and new 
developments in the market.

Internet Exercise

Sales managers need to think about what training their 
salespeople need, but sales reps also need to take the 
initiative and stay up-to-date on what is happening in 
the sales profession. Selling Power magazine maintains 
a website at www.sellingpower.com. Go to the 
website and identify several ideas that could be used 
by a salesperson to enhance his or her skills.
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 Training often starts in the classroom with lectures, case studies, and video-
taped trial presentations and demonstrations. But a complete training program 
adds on-the-job observation of effective salespeople and coaching from sales 
supervisors. Many  companies also use web-based training, weekly sales meetings 
or work sessions, annual conventions, and regular e-mail messages and newslet-
ters, as well as  ongoing training sessions, to keep salespeople up-to-date. 15  

 Compensating and Motivating Salespeople 

 To recruit, motivate, and keep good salespeople, a firm has to develop an effec-
tive compensation plan. Ideally, sales reps should be paid in such a way that 
what they want to do—for personal interest and gain—is in the company’s inter-
est too. Most companies focus on financial motivation—but public recognition, 
sales contests, and simple personal recognition for a job well done can be highly 
effective in encouraging greater sales effort. 16  Our main emphasis here, how-
ever, will be on financial motivation. 17  

 Two basic decisions must be made in developing a compensation plan: 
(1) the level of compensation and (2) the method of payment. 

 To build a competitive sales force, a company must pay at least the going 
market wage for different kinds of salespeople. To be sure it can afford a  specific 
type of salesperson, the company should estimate—when the job description is 
written—how valuable such a salesperson will be. A good order getter may be 
worth $100,000 or more to one company but only $15,000 to $25,000 to 
 another—just because the second firm doesn’t have enough to sell! In such a 
case, the second company should  rethink its job specifications, or completely 
change its promotion plans, because the going rate for order getters is much 
higher than $15,000 a year. 

 If a job requires extensive travel,  aggressive order-getting, or customer service 
contacts with troublesome customers, the pay may have to be higher. But the sales-
person’s compensation level should compare, at least roughly, with the pay scale of 
the rest of the firm. Normally, salespeople earn more than the office or production 
force but less than top management. 

 Given some competitive level of 
compensation, there are three basic 
methods of payment: (1) straight sal-
ary, (2) straight commission (incen-
tive), or (3) a combination plan. A 
straight  salary  offers the most security 
for the salesperson. Commission pay, 
in  contrast, offers the most incentive 
and is tied to results actually achieved. 
A commission is often based on a per-
centage of dollar sales, but it may be a 
financial incentive based on other 
outcomes—such as the number of 
new accounts, customer satisfaction 
ratings, or customer service problems 
 resolved in some time period. Most 
salespeople want some security, and 
most companies want salespeople to 
have some incentive to do better work, 
so the most popular method is a com-
bination plan that includes some 

 LO 14.7 

 Compensation varies 
with job and needed 
skills 

 Payment methods vary 

Salespeople that meet certain sales targets 
may win fancy trips.
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 salary and some commission. Bonuses, profit sharing, pensions, stock plans, in-
surance, and other fringe benefits may be  included, too. 

 A salesperson on straight salary earns the same amount regardless of how he 
or she spends time. So the salaried salesperson is expected to do what the sales 
manager asks—whether it is order-taking, supporting sales activities, solving cus-
tomer service problems, or completing sales call reports. However, the sales 
manager maintains control  only  by close supervision. As a result, straight salary 
or a large salary element in the compensation plan increases the amount of 
sales supervision needed. 

 If personal supervision would be difficult, a firm may get better control with 
a compensation plan that includes some commission, or even a straight com-
mission plan, with built-in direction. One trucking company, for example, has a 
sales incentive plan that pays higher commissions on business needed to bal-
ance freight shipments—depending on how heavily traffic has been moving in 
one  direction or another. Another company that wants to motivate its salespeo-
ple to devote more time to developing new accounts could pay higher commis-
sions on shipments to new customers. However, a salesperson on a straight 
commission tends to be his or her own boss. The sales manager is less likely to 
get help on sales activities that won’t increase the salesperson’s earnings. 

 The incentive portion of a sales rep’s compensation should be large only if 
there is a direct relationship between the salesperson’s efforts and results. Oth-
erwise, a salesperson in a growing territory might have rapidly increasing earn-
ings, while the sales rep in a poor area will have little to show for the same 
amount of work. Such a situation isn’t fair, and it can lead to high turnover and 
much dissatisfaction. A sales manager can take such differences into consider-
ation when setting a salesperson’s  sales quota —the specific sales or profit objec-
tive a salesperson is expected to achieve. Often times a salesperson receives a 
bonus for meeting the sales quota. 

 Small companies that have limited working capital or uncertain markets 
 often prefer straight commission, or combination plans with a large commis-
sion element. When sales drop off, costs do too. Such flexibility is similar to 
 using manufacturers’ agents who get paid only if they deliver sales. This advan-
tage often dominates in selecting a sales compensation method. Exhibit 14-4 
shows the general relation between personal selling expense and sales volume 
for each of the basic compensation alternatives. 

 Salespeople are likely to be dissatisfied if they can’t see the relationship 
 between the results they produce and their pay. A compensation plan that 

 Salary gives control—
if there is close 
supervision 

 Commissions can both 
motivate and direct 

 Incentives should link 
efforts to results 

 Commissions reduce 
need for working capital 

 Compensation plans 
should be clear 

Sales volume

0

Straight commission

Combination plan

Straight salary
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seExhibit 14–4 

Relation between Total 
Selling Expense and Sales 
Volume
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 includes different commissions for different products or types of customers can 
become quite complicated. Simplicity is best achieved with straight salary. But in 
practice, it’s usually better to sacrifice some simplicity to gain some incentive, 
flexibility, and control. The best combination of these factors depends on the 
job description and the company’s objectives. 

 To make it easier for a sales rep to see the relationship between effort and com-
pensation, some firms provide the rep with that information online. For example, 
sales reps at Oracle, a company that sells database systems, can check a website and 
see how they are doing. As new sales results come in, the report at the website is 
updated. Sales managers can also make changes quickly—for  example, by putting 
a higher commission on a product or more weight on customer satisfaction scores. 18

Managers must regularly evaluate each salesperson’s performance and be 
certain that all the needed tasks are being done well. The compensation plan 
may have to be changed if the pay and work are out of line. And by evaluating 
performance, firms can also identify areas that need more attention—by the 
salesperson or management. 19  

 Personal Selling Techniques—Prospecting and Presenting 

 We’ve stressed the importance of training in selling techniques. Now let’s discuss 
these ideas in more detail so you understand the basic steps each salesperson 
should follow—including prospecting and selecting target customers, planning 
sales presentations, making sales presentations, and following up after the sale. 
Exhibit 14-5 shows the steps we’ll consider. You can see that the salesperson is just 
carrying out a planned communication process, as we discussed in Chapter 13. 20

 Narrowing the personal selling effort down to the right target requires con-
stant, detailed analysis of markets and much prospecting. Basically,  prospecting

involves following all the leads in the target market to identify potential customers. 
 Finding live prospects who will help make the buying decision isn’t as easy as 

it sounds. In business markets, for example, the salesperson may need to do 
some hard detective work to find the real purchase decision makers. 

 Some companies provide prospect lists or a customer relationship manage-
ment (CRM) database to make this part of the selling job easier. The CRM data-
base may be integrated with other marketing communication tools to help 
salespeople spend more time working on the best prospects. ThoughtLava, a 
website design firm, uses its CRM database to initially contact prospects by e-mail. 
It uses software that tracks which prospects open the e-mail, which click through 
to the firm’s website, and even which pages they visit. Given this information, 
ThoughtLava’s salespeople know in advance which of the firm’s services interest 
each prospect, and that helps them decide which prospects to focus on. 21  

 While prospecting focuses on identifying new customers, established customers 
require attention too. It’s often time-consuming and expensive to establish a rela-
tionship with a customer, so once established it makes sense to keep the  relationship 
healthy. That requires the rep to routinely review active accounts, rethink custom-
ers’ needs, and reevaluate each customer’s long-term business potential. Some 
small accounts may have the potential to become big accounts, and some accounts 
that previously required a lot of costly attention may no longer warrant it. So a sales 
rep may need to set priorities both for new prospects and existing customers. 

 Once a set of prospects and customers who need attention has been identified, 
the salesperson must decide how much time to spend with each one. A sales rep 
must qualify customers—to see if they deserve more effort. The salesperson 

Sales managers must 
plan, implement, and 
control

LO 14.8

 Prospecting—narrowing 
down to the right target 

 All customers are 
not equal 

 How long to spend 
with whom? 
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 usually makes these decisions by weighing the potential sales volume as well as the 
likelihood of a sale. This requires judgment. But well-organized salespeople usu-
ally develop some system because they have too many demands on their time. 22  

 Many firms provide their reps with CRM systems to help with this process also. 
Most of them use some grading scheme. A sales rep might estimate how much 
each prospect is likely to purchase and the probability of getting and keeping the 
business given the competition. The computer then combines this information 
and grades each prospect. Attractive accounts may be labeled A—and the sales-
person may plan to call on them weekly until the sale is made, the relationship is 
in good shape, or the customer is moved into a lower category. B customers might 
offer somewhat lower potential and be called on monthly. C  accounts might be 
called on only once a year—unless they happen to contact the salesperson. And 
D accounts might be transferred to a telemarketing group. 23  

 Once the salesperson selects a target customer, it’s necessary to make a  sales 

presentation —a salesperson’s effort to make a sale or address a customer’s prob-
lem. But someone has to plan what kind of sales presentation to make. This is a 
strategy decision. The kind of presentation should be set  before the sales rep 
goes calling. And in situations where the customer comes to the salesperson—
in a retail store, for instance—planners have to make sure that prospects are 
brought  together with salespeople. 

 Three kinds of sales 
presentations may be 
useful 

Exhibit 14–5 
Key Steps in the Personal 
Selling Process

Prospect for
new customers

Set effort
priorities

Evaluate needs of established
customers and business opportunity

Select target customer
Identify who influences purchase decision

and/or who is involved in buyer–seller relationship

Preplan sales call and presentation(s)
Prepared presentation

Consultative selling approach
Selling formula approach

Make sales presentation
Create interest

Overcome problems/objections
Arouse desire

Close sale
(get action)

Follow up after
the sales call to

establish relationship
(customer acquisition)

Follow up after the
purchase to maintain

and enhance
relationship

(customer retention)
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 A marketing manager 
can choose two basically 
different approaches to 
making sales presenta-
tions: the prepared ap-
proach or the consultative 
selling  approach. An-
other approach, the 
 selling formula approach, 
is a combination of the 
two. Each of these has 
its place. 

 The  prepared sales pre-

sentation  approach uses a 
memorized presentation 
that is not adapted to 
each individual customer. 
This approach says that a 
customer faced with 
a  particular stimulus 
will  give the desired 
 response—in this case, a 
yes answer to the sales-
person’s prepared state-
ment, which includes a 
close , the salesperson’s 
request for an order. 

 If one trial close doesn’t work, the sales rep tries another prepared presentation 
and attempts another closing. This can go on for some time— until the salesper-
son runs out of material or the customer either buys or decides to leave. Exhibit 
14-6 shows the relative participation of the salesperson and customer in the pre-
pared approach. Note that the salesperson does most of the talking. 

 Firms may rely on this canned approach when only a short presentation is 
practical. It’s also sensible when salespeople aren’t very skilled. The company can 
control what they say and in what order. The approach is often used by telemar-
keters who may have only a few minutes to get a customer’s attention and gener-
ate interest. For example, Novartis uses missionary salespeople to tell doctors 
about new drugs when they’re introduced. Doctors are busy, so they only give the 
rep a minute or two. That’s just enough time to give a short, prepared pitch and 
leave some samples. To get the most out of the presentation, Novartis refines it 
based on feedback from doctors whom it pays to participate in focus groups. 24  

 But a canned approach has a weakness. It treats all potential customers alike. 
It may work for some and not for others. A prepared approach may be suitable 
for simple order-taking—but it is no longer considered good selling for compli-
cated situations. 

 The  consultative selling approach   involves developing a good understanding 
of the individual customer’s needs before trying to close the sale. This name is 
used because the salesperson is almost acting as a consultant to help identify 
and solve the customer’s problem. With this approach, the sales rep makes 
some general benefit statements to get the customer’s attention and interest. 
Then the salesperson asks questions and  listens carefully  to understand the cus-
tomer’s needs. Once they agree on needs, the seller tries to show the customer 
how the product fills those needs and to close the sale. This is a problem-
solving approach—in which the customer and salesperson work together to 

 The prepared sales 
presentation 

 Consultative selling—
builds on the marketing 
concept 

Salespeople are constantly looking for ways to be more 
efficient in identifying sales leads and prospects.
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satisfy the customer’s needs. That’s 
why it’s sometimes called the need-
satisfaction approach. Exhibit 14-7 
shows the participation of the cus-
tomer and the salesperson during 
such a sales presentation. 

 The consultative selling approach 
takes skill and time. The salesperson 
must be able to analyze what motivates 
a particular customer and show how 
the company’s offering would help the 
customer satisfy those needs. The sales 
rep may even conclude that the cus-
tomer’s problem is really better solved 
with someone else’s product. That 
might result in one lost sale, but it also 
is likely to build real trust and more 
sales opportunities over the life of the 
relationship with the customer. 

While consultative selling is com-
monly used in B2B markets, retailers 
can build relationships with custom-
ers by using this approach. Salespeo-
ple at Nordstrom’s department stores 
are well known for their attention to customers. They often know their regular 
customers and will ask a range of questions to make sure they get exactly what 
they need. A customer looking for a pair of dress pants may be asked a half-
dozen questions by a salesperson—“What will you be using them for?” “Do you 
expect to travel with them?” “Do you prefer something lightweight for summer, 
or do you want to wear them year-round?” And more. These questions help the 
salesperson recommend pants that fit the customer’s precise needs. This retail 
salesperson is the customer’s consultant on pants. Customers are rewarded 
with the “perfect fit,” and the salesperson and Nordstrom earn the customer’s 
loyalty.25

 The  selling formula approach  starts with a prepared presentation outline—
much like the prepared approach—and leads the customer through some logi-
cal steps to a final close. The prepared steps are logical because we assume that 
we know something about the target customer’s needs and attitudes. 

 Exhibit 14-8 shows the selling formula approach. The salesperson does most 
of the talking at the beginning of the presentation—to communicate key points 

 Selling formula 
approach—some 
of both 

Exhibit 14–8
Selling Formula Approach 
to Sales Presentation
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Exhibit 14–7
Consultative Selling Approach 
to Sales Presentation
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Exhibit 14–6
Prepared Approach to 
Sales Presentation

Many firms turn to outside training 
specialists, like Dale Carnegie Training, for 
programs that can help salespeople learn 
how to connect with customers.
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early. This part of the presentation may even have been prepared as part of the 
marketing strategy. As the sales presentation moves along, however, the sales-
person brings the customer into the discussion to help clarify just what needs 
this customer has. The salesperson’s job is to discover the needs of a  particular 
customer to know how to proceed. Once it is clear what kind of  customer this is, 
the salesperson comes back to show how the product satisfies this specific 
 customer’s needs and to close the sale. 

 AIDA—Attention, Interest, Desire, Action: Most sales presentations follow 
this AIDA sequence. The time a sales rep spends on each of the steps varies 
 depending on the situation and the selling approach being used. But it is still 
necessary to begin a presentation by getting the prospect’s  attention  and, hope-
fully, to move the customer to  action.  26  

 As in every other area of marketing communications, ethical issues arise in 
the personal selling area. The most basic issue, plain and simple, is whether a 
salesperson’s presentation is honest and truthful. But addressing that issue is a 
no-brainer. No company is served well by a salesperson who lies or manipulates 
customers to get their business. 

 AIDA helps plan sales 
presentations 

Ethical issues may arise

Assume that you are a sales rep and sell costly electronic systems for use in automated 
factories. You made a sales presentation to a customer, but he didn’t place an order—and 
then wouldn’t take your calls when you tried to inform him that your company was coming 
out with a more reliable model at the same price. Months later, he faxes a purchase order 
for immediate delivery on the model you originally discussed. You have the old model in 
stock, and it will be difficult to sell once the new model arrives in two weeks. In fact, your 
company has doubled the usual commission rate to clear out the old model. Do you try to 
contact the customer again to tell him about the new model, or do you do what he has 
requested and immediately fill the order with the old model? Either way, if you make the 
sale, the commission will pay for your upcoming vacation to the Caribbean. Explain what 
you would do and why.
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 On the other hand, most sales reps sooner or later face a sales situation in 
which they must make more difficult ethical decisions about how to balance 
company interests, customer interests, and personal interests. Conflicts are less 
likely to arise if the firm’s marketing mix really meets the needs of its target 
market. Similarly, they are less likely to occur when the firm sees the value of 
developing a longer-term relationship with the customer. Then the salesperson 
is arranging a happy marriage. By contrast, ethical conflicts are more likely 
when the sales rep’s personal outcomes (such as commission income) or the 
selling firm’s profits hinge on making sales to customers whose needs are only 
partially met by the firm’s offering. A number of financial services firms, for 
example, have garnered bad publicity—and even legal problems—from situa-
tions like this. 

 Ideally, companies can avoid the whole problem by supporting their sales-
people with a marketing mix that really offers target customers unique benefits. 
Moreover, top executives, marketing managers, and sales managers set the tone 
for the ethical climate in which a salesperson operates. If they set impossible 
goals or project a “do-what-you-need-to-do” attitude, a desperate salesperson 
may yield to the pressure of the moment. When a firm clearly advocates ethical 
selling behavior and makes it clear that manipulative selling techniques are not 
acceptable, the salesperson is not left trying to swim “against the flow.” 27   
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QUESTIONS AND PROBLEMS

 1. What strategy decisions are needed in the personal selling 
area? Why should the marketing manager make these 
strategy decisions?

 2. What kind of salesperson (or what blend of the basic 
sales tasks) is required to sell the following products? If 
there are several selling jobs in the channel for each 
product, indicate the kinds of salespeople required. 
Specify any assumptions necessary to give definite 
 answers.

 a. Laundry detergent
 b. Costume jewelry
 c. Office furniture
 d. Men’s underwear
 e. Mattresses
 f. Corn
 g. Life insurance

 3. Distinguish among the jobs of producers’, wholesalers’, 
and retailers’ order-getting salespeople. If one order get-
ter is needed, must all the salespeople in a channel be or-
der getters? Illustrate.

 4. Discuss the role of the manufacturers’ agent in a market-
ing manager’s promotion plans. What kind of salesperson 
is a manufacturers’ agent? What type of compensation 
plan is used for a manufacturers’ agent?

 5. Discuss the future of the specialty shop if producers place 
greater emphasis on mass selling because of the inade-
quacy of retail order-taking.

 6. Compare and contrast missionary salespeople and techni-
cal specialists.

 7. Think about a situation when you or a friend or family 
member encountered a problem with a purchase and tried 

In this chapter, we discussed the importance and nature 
of personal selling. Selling is much more than just getting 
rid of the product. In fact, a salesperson who is not given 
strategy guidelines may have to become the strategy 
 planner for the market he or she serves. Ideally, however, 
the sales manager and marketing manager work together to 
set some strategy guidelines: the kind and number of sales-
people needed, what sales technology support will be pro-
vided, the kind of sales presentation desired, and selection, 
training, and motivation approaches.

We discussed the three basic sales tasks: (1) order-getting, 
(2) order-taking, and (3) supporting. Most sales jobs combine 
at least two of these three tasks. We also considered the role 
of customer service and why it is so important to a firm and 
its customers. Once a firm specifies the important tasks, it 
can decide on the structure of its sales organization and the 
number of salespeople it needs. The nature of the job and 
the level and method of compensation also depend on the 
blend of these tasks. Firms should develop a job description 
for each sales job. This, in turn, provides guidelines for 
 selecting, training, and compensating salespeople.

Once the marketing manager agrees to the basic plan 
and sets the budget, the sales manager must implement 
the plan, including directing and controlling the sales 
force. This includes assigning sales territories and 
 controlling performance. A sales manager is deeply in-
volved with the basic management tasks of planning and 
control—as well as ongoing implementation of the per-
sonal selling effort.

We also reviewed some basic selling techniques and 
identified three kinds of sales presentations. Each has its 
place—but the consultative selling approach seems best 
for higher-level sales jobs. In these kinds of jobs, per-
sonal selling is achieving a new, professional status 
 because of the competence and level of personal respon-
sibility required of the salesperson. The day of the old-
time glad-hander is passing in favor of the specialist who 
is creative, industrious, persuasive, knowledgeable, 
highly trained, and therefore able to help the buyer. This 
type of salesperson always has been, and probably always 
will be, in short supply. And the demand for high-level 
salespeople is growing.

CONCLUSION
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CREATING MARKETING PLANS
The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Marketing Strategy” section.

 a. What personal selling tasks are performed at Hillside Veterinary Clinic and who does them?

 b. If Hillside wanted to put more emphasis on “order-getting” to promote growth, what ideas do you have for how to do it?

 c. Based on the situation analysis, target market, and intended positioning, recommend some ways that Hillside could actively 
work to improve its reputation for customer service.

SUGGESTED CASES
12. DrJane.com—Custom Vitamins  23. Carson’s Furniture
21. Global Chemical, Inc. 28. KCA Precision Tools

COMPUTER-AIDED PROBLEM
14. SALES COMPENSATION

Franco Welles, sales manager for Nanek, Inc., is trying to de-
cide whether to pay a sales rep for a new territory with straight 
commission or a combination plan. He wants to evaluate possi-
ble plans—to compare the compensation costs and profitability 
of each. Welles knows that sales reps in similar jobs at other 
firms make about $36,000 a year.

The sales rep will sell two products. Welles is planning a 
higher commission for Product B—because he wants it to get 
extra effort. From experience with similar products, he has 
some rough estimates of expected sales volume under the dif-
ferent plans and various ideas about commission rates. The de-
tails are found in the spreadsheet. The program computes 
compensation and how much the sales rep will contribute to 
profit. “Profit contribution” is equal to the total revenue gener-
ated by the sales rep minus sales compensation costs and the 
costs of producing the units.

 a. For the initial values shown in the spreadsheet, which 
plan—commission or combination—would give the rep the 

highest compensation, and which plan would give the 
greatest profit contribution to Nanek, Inc.?

 b. Welles thinks a sales rep might be motivated to work 
harder and sell 1,100 units of Product B if the commission 
rate (under the commission plan) were increased to 10 
percent. If Welles is right (and everything else stays the 
same), would the higher commission rate be a good deal 
for Nanek? Explain your thinking.

 c. A sales rep interested in the job is worried about making 
payments on her new car. She asks if Welles would con-
sider paying her with a combination plan but with more 
guaranteed income (an $18,000 base salary) in return for 
taking a 3 percent commission on Products B and A. If this 
arrangement results in the same unit sales as Welles origi-
nally estimated for the combination plan, would Nanek, 
Inc., be better off or worse off under this arrangement?

 d. Do you think the rep’s proposal will meet Welles’ goals for 
Product B? Explain your thinking.

to get help from a firm’s customer service representative. 
Briefly describe the problem, how the firm handled it, and 
what you think about the firm’s response. How could it 
have been improved?

 8. Would it make sense for your school to have a person or 
group whose main job is to handle “customer service” 
problems? Explain your thinking.

 9. A firm that produces mixes for cakes, cookies, and other 
baked items has an incoming toll-free line for customer 
service calls. The manager of the customer service reps 
has decided to base about a third of their pay on the num-
ber of calls they handle per month and on the average 
amount of time on the phone with each customer. What do 
you think are the benefits and limitations of this incentive 
pay system? What would you recommend to improve it?

 10. Explain how a compensation plan could be developed to 
provide incentives for experienced salespeople and yet 

make some provision for trainees who have not yet learned 
the job.

 11. Cite an actual local example of each of the three kinds of 
sales presentations discussed in the chapter. Explain for 
each situation whether a different type of presentation 
would have been better.

 12. Are the benefits and limitations of a canned presentation any 
different if it is supported with a PowerPoint presentation or 
DVD than if it is just a person talking? Why or why not?

 13. Describe a consultative selling sales presentation that you 
experienced recently. How could it have been improved by 
fuller use of the AIDA framework?

 14. How would our economy operate if personal salespeople 
were outlawed? Could the economy work? If so, how? If 
not, what is the minimum personal selling effort neces-
sary? Could this minimum personal selling effort be con-
trolled by law?
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 Advertising, Publicity, 
and Sales Promotion 
 In the summer of 1965, 17-year-old Fred DeLuca was trying to 
figure out how to pay for college. A family friend suggested 
that Fred open a sandwich shop—and then the friend in-
vested $1,000 to help get it started. Within a month, they 
opened their first sandwich shop. From that humble start 
grew the Subway franchise chain, with more than 34,000 
outlets in 97 countries. 

 Targeted advertising, timely publicity, and sales promotion 
have been important to Subway’s growth. For more than a 
dozen years, memorable Subway ads have featured Jared Fo-
gle, a college student who was overweight but lost 245 pounds 
by only eating Subway’s low-fat sandwiches like the “Veggie 
Delite.” Jared says it was a fluke that he ended up in Subway’s 
ads. After all, he was recruited to do the ads because of good 
publicity that Subway got after national media picked up a story 
that Jared’s friend wrote about him in a college newspaper. 
Subway’s strategy at that time focused on its line of seven dif-
ferent sandwiches with under 6 grams of fat. The objective was 
to set Subway fare apart from other fast food, position it to ap-
peal to health-conscious eaters, and spark new sales growth. 
Jared already knew he liked Subway sandwiches, but the “7 un-
der 6” promotion inspired him to incorporate them into his diet. 

 As soon as Jared’s ads began to run, word of his inspiring 
story spread, and consumer awareness of Subway and its 
healthy fare increased. It’s always hard to isolate the exact 
impact of ads on sales, but sales grew more than 18 percent 
that year. The ads also attracted attention from potential 
franchisees. Many of them chose to learn more about Sub-
way at local seminars or by watching a video at Subway’s 
website. Interested franchisees also meet with representa-
tives of Subway at franchising trade shows. 

 Franchisees can develop their own promotions. A south 
Florida franchisee wanted to boost weekend sales at his two 
stores, so he offered footlong subs for $5 on Saturdays and 
Sundays. Business boomed, with lines streaming out the door. 
The down economy had made customers particularly price-
sensitive, so the bargain had wide appeal. And the promotion 
was profitable because the increased volume of sandwiches 
made up for the lower margin on each footlong. Word got 
out and soon other franchisees were selling $5 footlongs. 

Then the franchisees’ advertising group voted to take it 
 nationwide for four weeks, later extending it indefinitely. 
Soon it was hard to find someone who didn’t recognize the 
five-finger signs and catchy (and annoying) jingle from the 
campaign developed by the MMB ad agency. Awareness of 
the campaign reached 90 percent among 18–64-year-olds. 

 Subway tries to balance its menu and promotion to appeal 
to three segments: customers interested in low fat, those 
most concerned about taste, as well as those seeking a good 
value. The “eat fresh” theme and copy thrust of some of Sub-
way’s ads appeal to the first two target markets, while in-
store signage promotes its “value meals.” For those most 
concerned about taste, Subway counters higher end fare 
from Panera Bread and Quiznos Subs with its “Subway Se-
lects” line of sandwiches. Subway reinforces its healthy posi-
tioning with spokespeople like NFL quarterback Robert 
Griffin III, Major League Baseball star Mike Trout, and Olym-
pic gymnast Nastia Liukin. During college basketball’s “March 
Madness,” Subway generated publicity for a buy-one, get-
one-free sub promotion by hooking Jared up with college 
basketball analyst Seth Davis. The two traveled to sub shops 
where they met customers and made sandwiches. 

 Subway recognizes that it needs to vary its creative ap-
proaches to get its message out to different target markets. 
For example, with so many younger people on smartphones, 
Subway created 30-second mobile video ads to promote its 
new avocado-inspired summer sandwiches. The ads got peo-
ple’s attention and interest and to turn desire into action, 
consumers could tap on the screen to open a map to the 
nearest Subway. Subway includes other elements in its pro-
motion blend as well. For example, more than 23 million fans 
have “Liked” Subway’s Facebook page and 1.5 million follow it 
on Twitter. These outlets give Subway’s most loyal customers 
regular updates about new products and news of short-term 
price specials. Subway also encourages followers to actively 
engage on its Facebook page; its Flavorizer campaign asked 
them to create their own unique Subway sandwiches. 

 Another target, families interested in healthy fast food, gets 
a different promotion blend. For example, Subway’s F.R.E.S.H. 
Steps promotion encouraged kids and their parents to 
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“Feel Responsible, Energized, Satisfied, and Happy.” Subway 
also sponsors Little League Baseball and Softball, advertises in 
Little League magazine, and targets little leaguers and their 
parents via direct mail and with point-of-sale materials. Of 
course the right cartoon characters appeal to this target mar-
ket. So Subway called on characters from Disney’s “Monster’s 
University” movie to appear in some of its outdoor, cinema, and 
television advertising as well as on cups and store signage. 

 It has taken more than great promotion to launch over 
37,000 Subway restaurants in 100 countries. Convenient lo-
cations, a tasty and healthy product, and good value combine 
to deliver a great customer experience for Subway’s target 
markets, while earning it plenty of positive word-of-mouth 
along the way. But if you combine all that with effective Pro-
motion that tells customers about it, you can see why Subway 
continues to deliver profitable growth. 1  

 LEARNING OBJECTIVES 

 The Subway case shows that advertising, publicity, and sales promotion are often critical 
elements in the success or failure of a strategy. But many firms do a poor job with all three—
so just copying how other firms handle these important strategy decisions is not “good 
enough.” There is no sense in imitating bad practices. This chapter helps you understand 
important decisions that make effective use of advertising, publicity, and sales promotion. 

 When you finish this chapter, you should be able to: 
  1 understand why a marketing manager sets specific objectives to guide the 

advertising effort. 

  2 understand when the various kinds of advertising are needed. 

  3 understand how to choose the “best” medium. 

  4 understand the main ways that digital advertising differs from advertising 
in other media. 

  5 understand how to plan the “best” message—that is, the copy thrust. 

  6 understand what advertising agencies do. 

  7 understand how to advertise legally. 

  8 understand the importance of and different types of publicity. 

  9 understand the importance and nature of sales promotion. 

  10 know the advantages and limitations of different types of sales promotion. 

  11 understand important new terms (shown in red). 

 Advertising, Publicity, Sales Promotion, and 
Marketing Strategy Planning 

 Advertising, publicity, and sales promotion can play a central role in the promo-
tion blend. Mass selling makes widespread distribution possible by reaching 
many customers at the same time. On a per-contact basis, these promotion meth-
ods provide a relatively low-cost way to inform, persuade, and activate customers. 
Advertising, publicity, and sales promotion can position a firm’s marketing mix 
as the one that meets customer needs. They can help motivate channel mem-
bers or a firm’s own employees, as well as final customers. 

 Unfortunately the results that marketers  actually achieve  with advertising, pub-
licity, and sales promotion are very uneven. It has been said that half of the 
money spent on these activities is wasted—but that most managers don’t know 
which half. Mass selling can be exciting and involving, or it can be downright 
obnoxious. Sometimes it’s based on careful research, yet much of it is based on 
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someone’s pet idea. A creative idea may produce great results or be a colossal 
waste of money. Ads can stir emotions or go unnoticed. 

 This chapter explains approaches to help you understand how successful adver-
tising, publicity, and sales promotion works. See Exhibit 15-1. After a brief overview 
of the cost of advertising, we look at the different decisions marketing managers—
and the advertising agencies they may work with—have to make: (1) what they 
want to achieve through advertising, (2) who the target audience is, (3) what kind 
of advertising to use, (4) which media to use to reach target customers, (5) what to 
say (the copy thrust), and (6) who will do the work—the firm’s own marketing or 
advertising people or outside agencies. We also discuss legal issues in advertising. 

 The costs of advertising, publicity, and sales promotion vary greatly. Advertis-
ing utilizes paid media; an advertiser pays for the opportunity to display an ad to 
be placed on television or radio, in a magazine or newspaper, or on a web page. 
Publicity, on the other hand, relies on unpaid media. The growth of the Internet 
and changes in consumer behavior have created many different types of publicity. 
For some promotion objectives, publicity offers a lower cost and more effective 
approach than advertising or sales promotion. There are challenges in managing 
sales promotion, but it offers advantages over advertising for some objectives. So, 
this chapter also presents decisions that must be made with respect to different 
types of sales promotion for different targets. 

 The basic strategy planning decisions for advertising, publicity, and sales 
promotion are the same regardless of where in the world the target market is 
located. However, the look and feel can vary a lot in different countries. 

 International dimensions 
are important 

Chapter 13
Promotion—Introduction
to Integrated Marketing

Communications

Chapter 14
Personal Selling and

Customer Service

Chapter 15
Advertising, Publicity,
and Sales Promotion

PRO
M

OTION

Sales promotion
decisions

  • Objectives
  • Challenges
  • Match with
   target market

Publicity 

  • Popular and
    trade press
  • Customer
   search
  • Customer 
  pass-along
  • Customer
  experience

Advertising
strategy decisions

 • Advertising
   objectives
 • Target audience
 • Types of
   advertising
 • Media types
 • Copy thrust
 • Who does the
  work

Advertising
spending

 • Total
    spending
 • Largest 
    advertisers
 • Jobs in
  advertising

Advertising and
the law

 • Deceptive and
    unfair
    advertising
  • Standards
   evolving

Exhibit 15–1 Marketing Strategy Planning, Advertising, Publicity, and Sales Promotion

per61043_ch15_400-437.indd Page 403  18/12/13  1:19 PM user per61043_ch15_400-437.indd Page 403  18/12/13  1:19 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



404

The choices available to a marketing manager within each of the deci-
sion areas may also vary dramatically from one country to another. 

 Commercial television may not be available. If it is,  government 
rules may limit the type of advertising permitted or when ads can 
be shown. For example, privacy laws are stricter in Europe as 
compared to the U.S., making it more difficult to track consum-
ers’ online  behavior and deliver highly targeted advertising. 
Radio broadcasts in a market area may not be in the target mar-
ket’s language. The target audience may not be able to read. 
Access to interactive media like the Internet may be nonexistent. 
Cultural influences may limit ad messages. Ad agencies that 
already know a nation’s unique advertising environment may not 
be available. 

 The trust that consumers place in publicity and online sources of 
information differs across countries. For example, many shoppers 
use online product reviews before making a purchase decision. 
A study by the Nielsen Company found that about 80 percent of 
Vietnamese and Italian Internet customers trusted online consumer 
opinions at review sites. On the other hand, only 46 percent of Inter-
net users in Argentina and 50 percent in Finland trusted such infor-
mation. As firms rely more on the Internet to get their messages out 
to wider audiences, they need to consider cultural differences. 2  

 International dimensions also impact sales promotion. A typical 
Japanese grocery retailer with only 250 square feet of space, for 

example, doesn’t have room for  any  special end-of-aisle displays. Consumer pro-
motions may be affected, too. In some developing nations, samples can’t be 
distributed through the mail, because they’re routinely stolen  before they get to 
target customers. And some countries ban consumer sweepstakes because they 
see them as a form of gambling. 

 In this chapter we’ll consider a number of these international issues, but 
we’ll focus on the array of choices available in the United States and other ad-
vanced economies. 

 Advertising Is Big Business 

 As an economy grows, advertising becomes more important—because more 
consumers have income and advertising can get results. But good advertising 
results cost money. And spending on advertising is significant. In 1946, U.S. 
advertising spending was slightly more than $3 billion. By 2013, it was more 
than $220 billion. Ad spending dropped significantly with the recent downturn 
in the economy, but as the economy recovers ad spending will grow. 3  

 Over the last decade, the rate of advertising spending has increased even 
more rapidly in other countries. Still, advertising in the United States accounts 
for about 35 percent of worldwide ad spending. Europe accounts for about 
30 percent, and Asia about 24 percent (though spending in Asia is growing fast, 
especially in China). For most countries in other regions, advertising spending 
has traditionally been quite low. 

 While total spending on advertising seems high, U.S. corporations spend an 
average of only about 2.5 percent of their sales dollars on advertising. World-
wide, the percentage is even smaller. Exhibit 15-2 shows, however, that advertis-
ing spending as a percent of sales dollars varies significantly across product 
categories. Producers of consumer products generally spend a larger percent 
than firms that produce business products. For example, U.S. companies that 
make perfume and cosmetics spend about 20.3 percent. However, companies 

 Total spending is big—
and growing 
internationally 

 Most advertisers aren’t 
really spending that 
much 

In Africa, there has not been a long tradition 
of brushing teeth, so Signal’s advertising 
educates consumers on the importance of 
regular tooth-brushing.
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that sell plastics to manufacturers spend only about 1.7 percent on advertising. 
Some business products companies—those that depend on e-commerce or per-
sonal selling—may spend less than 1/10 of 1 percent. 

 In general, the percent is smaller for retailers and wholesalers than for pro-
ducers. While some large chains like Kohl’s, Macy’s, and JCPenney spend over 
5 percent, other retailers and wholesalers spend 2 percent or less. Individual 
firms may spend more or less than others in the industry, depending on the 
role of advertising in their promotion blend. 4  

 While total advertising expenditures are large, the advertising industry itself 
employs relatively few people. The major expense is for media time and space. 
Many students hope for a glamorous job in advertising, but there are fewer jobs 
in advertising than you might think. In the United States, only about 462,000 
people work directly in the advertising industry. Advertising agencies employ 
only about half of all these people. 5  

 Advertising Objectives Are a Strategy Decision 

 Every ad and every advertising campaign should have clearly defined objectives. 
These should grow out of the firm’s overall marketing strategy and the promo-
tion jobs assigned to advertising. It isn’t enough for the marketing manager to 
say, “Promote the product.” The marketing manager must decide exactly what 
advertising should do. 

 Advertising doesn’t 
employ that many 
people 

LO 15.1

Advertising objectives 
must be specific

PRODUCERS:

RETAILERS:

20 4 6 8 10 12 14 16 20 2218

7.8Furniture stores
6.3Jewelry stores

3.5Women’s clothing stores
2.7Eating places

1.9Hotels and motels
0.8Grocery stores

Games and toys 9.8
9.8Soap and detergent

20.3Perfume and cosmetics

6.2Cable and other pay TV services
5.2Malt beverages

4.2Footwear (except rubber)

9Sporting and athletic goods

3.6Soft drinks, water

2.4Dairy products

0.9Computers and office equipment
1.7Plastic products

Motor vehicles and car bodies 2.5

Petroleum refining 0.1

Advertising as percent of sales

Exhibit 15–2 Advertising Spending as Percent of Sales for Illustrative Product Categories
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 Advertising objectives should be more specific than personal selling objec-
tives. One of the advantages of personal selling is that a salesperson can shift 
the presentation for a specific customer. Each ad, however, must be effective 
not just for one customer but for thousands, or millions, of them. 

 Advertising objectives usually start with the marketing manager, who works 
with the advertising manager to develop the objectives and an appropriate 
budget to accomplish them. The following lists some potential advertising 
objectives: 

1.  For our target market, position the new product as the most technologically 
advanced in the industry. 

2.  Increase awareness of our brand to 50 percent in our primary target  market. 
3.  In our new geographic market, obtain trial of our product from 20 percent 

of our customers by the end of the year. 
4.  Increase sales of our product by 10 percent. 
5.  Get 100,000 new customers to visit the website and click through to view in-

formation about our new product. 

 If a marketing manager really wants specific results, they should be clearly 
stated. A general objective is “To help expand market share.” This could be re-
phrased more specifically: “To increase shelf space in our cooperating retail 
outlets by 25 percent during the next three months.” 

 The specific objectives obviously affect what type of advertising is best. 
Exhibit 15-3 shows that the type of advertising that achieves objectives for one 
stage of the adoption process may be off target for another. For example, Taco 
Bell used informative television ads and in-store point-of-purchase materials to 
encourage consumers to try its new Doritos Locos Tacos. The aggressive cam-
paign helped Taco Bell sell 100 million of the tacos in their first 10 weeks on the 
market. On the other hand, Dassault Aviation ran ads in  Bloomberg   BusinessWeek  
magazine targeting business leaders with its Falcon line of jets. The manufac-
turer of corporate jets hoped to raise awareness and drive customers to its web-
site for more information. 

 Sometimes advertising objectives can be accomplished more effectively or 
more economically by someone else in the channel. Firms should work closely 
with other channel members to coordinate advertising efforts to get the best 
results. For example, a producer of office supplies like Avery Dennison may find 
that the most economical use of its advertising dollars is the weekly flyer of a 

 The marketing manager 
sets the overall direction 

 If you want half the 
market, say so! 

 Objectives guide 
implementation too 

 Coordinating 
advertising across the 
channel to achieve 
objectives 

Exhibit 15–3 Examples of Different Types of Advertising over Adoption Process Stages

Teaser campaigns
Pioneering ads
Jingles/slogans
Viral advertising
Announcements

Awareness Evaluation
and trial

Competitive ads
Persuasive copy
Comparative ads
Testimonials
Search ads

Decision

Direct-action
  retail ads 
Point-of-
  purchase ads 
Price deal offers

Confirmation

Reminder ads
Informative
  “why” ads

Interest

Informative or
  descriptive ads
Image/celebrity
 ads
E-mail ads
Demonstration of
  benefits
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retail chain like Office Depot. So Avery Dennison offers  advertising allowances —
price reductions to firms further along in the channel—to encourage them to 
advertise or otherwise promote the firm’s products locally. 

Cooperative advertising  involves producers sharing in the cost of ads with 
wholesalers or retailers. This helps the intermediaries compete in their local 
markets. It also helps the producer get more promotion for its advertising dol-
lars because media usually give local advertisers lower rates than national or in-
ternational firms. In addition, a retailer or wholesaler who is paying a share of 
the cost is more likely to follow through. 6  

 Objectives Determine the Kinds of Advertising Needed 

 The chosen advertising objectives largely determine which of two basic types of ad-
vertising to use—product or institutional. See Exhibit 15-4.  Product advertising  tries 
to sell a product. We will discuss three categories of product advertising—pioneer-
ing, competitive, and reminder—which focus on getting consumers to know, like, 
and remember something. Then we will discuss  institutional advertising , which pro-
motes an organization’s image, reputation, or ideas rather than a specific product. 

  Pioneering advertising  tries to develop primary demand for a product cate-
gory rather than demand for a specific brand. Pioneering advertising is usually 
done in the early stages of the product life cycle; it informs potential customers 
about the new product and helps turn them into adopters. When digital cam-
eras first came out, consumers didn’t know their benefits or why they might 
want one—and at the same time they worried about how they could get printed 
pictures. So advertising for the early products in the market had to explain 
these basics and build primary demand. 

  Competitive advertising  tries to develop selective demand for a specific brand. 
A firm is forced into competitive advertising as the product life cycle moves 
along—to hold its own against competitors. For example, as digital cameras 
moved to the growth stage of the product life cycle, advertising emphasized 
features and benefits to persuade customers that they needed more megapixels, 
lower prices, or face recognition. 

 Competitive advertising may be either direct or indirect.  Direct competitive 

 advertising  aims for immediate buying action.  Indirect competitive advertising  
points out product advantages to affect future buying decisions. 

 Most of Delta Airlines’ advertising is of the competitive variety. Much of it 
tries for immediate sales—so the ads are the direct type with prices, timetables, 

LO 15.2

 Pioneering advertising 
builds primary demand 

 Competitive advertising 
emphasizes selective 
demand 

Exhibit 15–4 
Types of Advertising

Institutional
advertising

Product
advertising

Types of
advertising

Competitive
advertising

Reminder
advertising

Pioneering
advertising
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and phone numbers to call for reservations. Some of its ads are the indirect 
type. They focus on the quality of service and suggest you check Delta’s website 
the next time you travel. 

  Comparative advertising  means making specific brand comparisons—using ac-
tual product names. Verizon touted its superior coverage with ads showing maps 
that highlighted its service as compared to AT&T. An Audi television ad shows a 
guy driving down the highway in his BMW. At full speed, he jumps out of his car 
and climbs onto a passing truck that is carrying a delivery of new Audi Q5s. 

 Many countries forbid comparative advertising. But, in the United States, 
the Federal Trade Commission decided to encourage comparative ads be-
cause it thought they would increase competition and provide consumers 
with more useful information. Superiority claims are supposed to be sup-
ported by research evidence—but the guidelines aren’t clear. When P&G’s 
Dryel did not fare well in independent test comparisons with stain removal by 
professional dry cleaners, P&G changed its ad claims. However, some firms 
just keep running tests until they get the results they want. Others talk about 
minor differences that don’t reflect real customer value. Comparative ads can 
also backfire by calling attention to competing products that consumers had 
not previously considered. 

  Reminder advertising  tries to keep the product’s name before the public. It 
may be useful when the product has achieved brand preference or insis-
tence, perhaps in the market maturity or sales decline stages. It is used pri-
marily to reinforce previous promotion. Here the advertiser may use soft-sell 
ads that just mention or show the name—as a reminder. Hallmark, for ex-
ample, often relies on reminder ads because most consumers already know 
the brand name and, after years of promotion, associate it with high-quality 
cards and gifts. 

 Institutional advertising usually focuses on the name and prestige of an organi-
zation or industry. It may seek to inform, persuade, or remind. Its basic objective 
is to develop goodwill or improve an organization’s relations with various 
groups—not only customers but also current and prospective channel members, 
suppliers, shareholders, employees, and the general public. The British govern-
ment, for instance, uses institutional advertising to promote England as a place to 

 Reminder advertising 
reinforces a favorable 
relationship 

 Institutional advertising—
remember our name 

Mini Cooper’s Dutch 
advertising agency had 
multiple objectives when it 
left large empty boxes with 
torn ribbons and wrapping 
paper around Amsterdam 
shortly after Christmas. The 
boxes created awareness for 
the Mini Cooper and 
reinforced its positioning as 
small, different, and “fun”—like 
a toy.
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do business. Many Japanese firms, like Hitachi, emphasize institutional advertis-
ing, in part because they often use the company name as a brand name. 

 Companies sometimes rely on institutional advertising to present the 
company in a favorable light, perhaps to overcome image problems. Other 
organizations use institutional advertising to advocate a specific cause or 
idea. Insurance companies and organizations like Mothers Against Drunk 
Driving, for example, use these advocacy ads to encourage people not to 
drink and drive. 7  

 Choosing the “Best” Medium—How to Deliver the Message 

Advertising media  are the various means by which the message is communicated 
to the target market. The first column of Exhibit 15-5 lists some of the most 
common kinds of media. Marketing managers seek the best medium, which var-
ies with the situation. Effectiveness depends on how well the medium fits with 
the rest of a marketing strategy—that is, it depends on (1) your promotion ob-
jectives, (2) what target markets you want to reach, (3) the funds available for 
advertising, and (4) the nature of the media, including whom they  reach,  with 
what  fr  e  quency,  with what  impact,  and at what  cost.  

 Exhibit 15-5 shows estimated ad spending, projected growth, and some pros 
and cons of major kinds of media. 8  Television continues to draw the largest 
share of advertising spending, followed by direct mail. As customers spend less 
time with newspapers and magazines and more time on the Internet, advertis-
ing dollars have followed, so it’s now third in line for advertising spending. 
Some of the advantages noted in this table may not apply in all markets. For 
example, direct mail may not be a flexible choice in a country with a weak postal 
system. Internet ads might be worthless if few target customers have access to it. 9

 The medium should support the promotion objectives. If the objective re-
quires demonstrating product benefits, TV or Internet with video may be the 
best alternative. If the objective is to inform, telling a detailed story and using 
precise pictures, then Internet advertising might be right. Newspapers work 

LO 15.3

 Medium should fit 
promotion objectives 

Purex Complete with Zout uses a direct type of competitive advertising; the ad offers a free sample to encourage immediate 
action. The indirect competitive ad for Swedish Rail points out advantages of taking the train (as compared to driving).
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well for businesses operating in local markets. Alternatively, with a broad target 
market or when there is a need to show color, magazines may be better. For ex-
ample, when Jockey wanted to show customers the variety of styles and colors in 
its men’s underwear, it was concerned about showing men just wearing under-
wear on television. So Jockey switched its advertising to magazines, where it felt 
more comfortable showing those images. 10  

 To guarantee good media selection, the advertiser first must  clearly  specify its 
target market. Then the advertiser can choose media that reach those target 
customers. Most media firms use marketing research to develop profiles of their 
audiences. Generally, this research focuses on demographic characteristics 
rather than the segmenting dimensions specific to the planning needs of  each  
different advertiser. 

  Advertisers pay for the whole audience to whom the media delivers,  including those 
who aren’t potential customers. For example, Delta Faucet, a faucet manufac-
turer that wanted its ads to reach plumbers, placed ads on ESPN’s Saturday 
college football telecasts. Research showed that many plumbers watched the 
ESPN games. Yet plumbers are only a very small portion of the total college 
football audience—and the size of the total audience determined the cost of 
the advertising time. 11  

 Match your market with 
the media 

 Advertisers pay for the 
whole audience 

Exhibit 15–5 Estimated U.S. Ad Spending, Projected Growth, and Advantages and Disadvantages of 
Major Advertising Media

Kinds of Media

2013 Ad 

Spending 

($ in billions)

2013–14 

Projected % 

Growth in 

Spending Advantages Disadvantages

TV and cable 64.3  3.8 Demonstrations, image build-
ing, good attention, wide reach, 
cable can be selective

“Clutter”—ads compete for 
 attention, expensive

Direct mail 48.2 21.7 Highly targeted, flexible—
message can be longer, can 
personalize

Relatively expensive per contact, 
“junk mail,” hard to retain 
 attention

Internet 36.3 18.4 Ads link to more detailed 
 website, some “pay for results,” 
easier to track results

Hard to compare costs with 
other media

Newspapers 23.0 28.0 Flexible, timely, local market “Clutter”—ads compete for 
 attention, poor photo 
reproduction

Magazines 17.4 23.4 High reader involvement, very 
targeted, good detail, good 
“pass along”

Inflexible, long lead times, cost 
can be high

Radio 17.2  1.9 Wide reach, segmented 
 audience, inexpensive

Weak attention, many different 
rates, short exposure

Outdoor and 
cinema

8.7  5.0 Captive audience Outdoor—“glance” medium 
 Cinema—primarily a younger 
 audience

Yellow pages & 
other directories

8.1 29.0 Reaches local customers ready 
to buy, relatively inexpensive, 
local

Many competitors listed in same 
place, hard to differentiate
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 Today, advertisers direct more attention to reaching smaller, more defined 
target markets. The most obvious evidence of this is in the growth of spending 
on direct-mail advertising to consumers in databases. For example, Germany’s 
Otto Versand, the world’s largest mail-order company, maintains customer 
 relationship management (CRM) databases that track each customer’s past 
purchases and responses to previous mailings. These data help the firm to ac-
curately predict whether a customer will respond to a particular mailing. Such 
data also help mail-order firms segment customers, develop better  messages, 
and increase the efficiency of their direct-mail campaigns. 12  

 Even traditional media are becoming more targeted. TV is a good example. 
Cable TV channels—like CNN, Nickelodeon, ESPN, MTV, and the Golf Channel—
are taking advertisers away from the networks because they target specific 
audiences. The Golf Channel, for example, averages around 100,000 viewers, 
but these upscale consumers are the target market for makers of golf clubs, 
balls, and accessories. Moreover, being specialized doesn’t necessarily mean 
that the target market is small. MTV appeals most strongly to young viewers, but 
its programming is seen in about 400 million homes worldwide. 

 As we discussed in Chapter 7, research firms are collecting big data from con-
sumers’ credit and loyalty cards, online activities, and other sources to build 
profiles of individual households. This information allows advertisers to have a 
more in-depth understanding of each household and to target individual house-
holds with desired characteristics. Now this information is being combined with 
technology that allows cable television operators to deliver particular ads to dif-
ferent households—even when the different households are watching the same 
show. This capability allows cable TV to deliver ads exactly where it wants them 
to be seen. 

 The U.S. Army has used this technology to aim recruitment ads at specific 
target markets. For example, its “family influencers” target market received a 
TV ad showing a daughter discussing her enlistment decision with her parents. 
At the same time, households fitting the “youth ethnic 1” segment saw an ad 
showing African American men testing and repairing military equipment. 
Other groups saw ads customized to their demographic background and role in 
the enlistment decision. This may be the future of television advertising. 13  

 Select media to zero in 
on specific target 
markets 

 Using big data, TV 
pinpoints ads at 
individual households 

Cable television can offer targeted messages to specific demographic, social, and cultural groups.
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 Many magazines serve only special interest groups, such as cooks, new par-
ents, and personal computer users. Others target people working in particular 
fields like furniture retailing and electrical wholesaling. The most profitable 
magazines seem to be the ones aimed at clearly defined target markets. With 
the right campaign, magazines deliver results. 

 For example, LEGO had a promotion objective of getting parents to use its 
Duplo line of building blocks as a way for them to play  with  their kids—instead 
of sending kids off to play on their own. So they turned to  Parents  magazine. 
LEGO managers created a pull-out calendar that featured 31 activities for par-
ents to do with their kids. LEGO asked parents to post pictures of themselves 
doing the Duplo activities with their kids to the Duplo Facebook page. Follow-
ing the ad, LEGO research saw a jump in parents’ purchase intention and belief 
that Duplo made their kids smarter. 14  

 Newspapers and directories like the Yellow Pages used to be “must buys” for lo-
cal businesses. Now consumers just turn to Google, Craigslist, or an app like Urban 
Spoon for local information. Advertising in newspapers and directories is in 
 decline with no revival in sight. Hungry families used to grab the Yellow Pages and 
flip to “Pizza”—now they just type “Pizza” or “Papa John’s” into a search engine. 

 The advertising media listed in Exhibit 15-5 attract the vast majority of adver-
tising media budgets. But advertising specialists always look for cost-effective 
new media that will help advertisers reach their target markets. For example, 
one company successfully sells space for signs on bike racks that it places in 
front of 7-Eleven stores. A new generation of ATMs shows video ads while cus-
tomers wait to get their money. 

 Some B2B advertisers are using specialized media to target difficult-to-reach 
target markets. Companies with products for doctors and medical offices can 
be a particular challenge to reach. Practice Fusion developed ad-supported 
software that organizes medical records. In exchange for the free software, 
doctors get a daily dose of advertising. The doctors are so difficult to reach 
that advertisers pay 20 times as much to run ads on Practice Fusion’s software 
as they would to run the same ad on Yahoo! or Facebook. The Internet offers 
advertisers many creative opportunities, so let’s examine this medium in 
more detail. 15  

Magazines sort readers 
by special interests

Internet cuts into 
newspapers and 
directories

Specialized media are 
small, but gaining

Advertising managers often 
look to grab attention with 
alternative media. The yellow 
stripes were already part of 
the Swiss crosswalk and the 
red package was added for 
Zurifest, a well-attended event 
in Switzerland.
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 Digital Advertising 

 Two new screens—the computer and the smartphone—are taking consumers’ 
attention away from watching television and reading magazines and newspapers. 
Both screens allow consumers to access the Internet, where they socialize with 
friends, consume news and other information, enjoy entertainment like videos, 
and shop. This change in consumer behavior creates new challenges and oppor-
tunities for marketing managers as they try to target specific customers or seg-
ments through digital media (the Internet and mobile devices). These two media 
have some unique qualities, so we will look more closely at digital advertising. 
Later in this chapter we will examine how the Internet supports publicity. 16  

 Advertising on the Internet has evolved quickly, as marketing managers find 
what works best—and technology creates new types of advertising. To get the 
attention of web surfers, Internet advertisers have created different types of ads. 
The most common type is a  banner ad —which is a small rectangular box that 
usually includes text, graphics, and sometimes video to get attention and hold 
interest. These ads appear on many web pages and even social media sites like 
Facebook and Twitter. 

 Facebook and Google are fighting for the future of advertising. Facebook’s ad-
vantage follows from its intimate knowledge of each of its users. When 
Facebook users fill out a profile they give Facebook demographic information. 
And with each new status update, photo, friend, “Like,” and clicked link, a user 
gives Facebook more and more information. Facebook knows most of its users’ 
ages, ethnicities, jobs, relationship statuses, restaurant preferences, favorite music 
groups, birthdays, and much more. Facebook analyzes this information to offer 
advertisers very specific profiles that help advertisers target ads. The challenge for 
Facebook is that users don’t go to the social network with buying in mind—they go 
to see what their friends are doing. Users tend to ignore various types of advertis-
ing that Facebook has tried, and the click rate on Facebook ads has been very low. 

 Google’s advantage is that consumers (and organizational buyers) often turn 
to the site (or another search engine) to help with purchase decisions. Statistics 
show that more than 80 percent of consumers use search engines for at least 
some of their shopping. So when customers are shopping, the sponsored search 
ads that appear along with the organic search results are relevant and poten-
tially helpful. Retailers like REI capitalize on this knowledge by paying a search 
engine firm for a sponsored search ad. For example, REI will pay for one of its 
ads to appear above or next to the results of a search on “hiking boots.” If that 
ad does not deliver customers (who click through), REI owes nothing. 

 Most websites use a  pay-per-click  advertising model, where advertisers pay only 
when a customer clicks on the ad and links to the advertiser’s website. Pay-per-
click advertising is a big shift from traditional media where firms pay for ads 
based on an estimate of how many people will see the ad. Many firms like this 
ability to directly track the cost of advertising and resulting sales. Consider 
Omaha Steaks, which sells frozen meat by mail order and uses Google search 
ads. Its ads appear when any of about 1,600 keywords, including  Omaha   steaks  or 
filet mignon,  are entered at Google. Omaha Steaks pays about 30–35 cents for 
each click-through. “Omaha Steaks” gets about 200–300 clicks per day. 17  

  Behavioral targeting  delivers ads to consumers based on websites they have 
previously visited. Some websites place a small file called a cookie on the com-
puter of people who visit their sites. These cookies give an advertiser some 
 information about the consumer. For example, cookies show whether a web 
surfer has been to the company’s website before, made a purchase on the last 
visit, or perhaps abandoned an online “shopping cart.” A consumer who checks 

LO 15.4

Customer viewing 
moves to new screens

 Most Internet ads seek a 
direct response 

 Facebook knows who 
you are, Google knows 
what you want 

 Most advertisers pay 
only if ads deliver 

 Some ads know where 
customers have been on 
the web 
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out a pair of red pumps at Nordstrom.com might find those same shoes appear-
ing in ads at a wide range of sites for the next month. Perhaps you have felt like 
a product was stalking you online? 

 Based on other sites a customer has visited, it is sometimes possible to deter-
mine likely interest in an offering. A California theme park used this approach 
to increase vacation package sales at its website. Special ads were delivered to 
web surfers whose computers had cookies indicating they lived in specific west-
ern states and had visited a travel site in the previous two weeks. While this 
proved to be a cost-effective way to target ads and boost online sales, some web 
surfers find the invasion of privacy a bit creepy. 18  

 Some advertisers are using new approaches to learn even more about custom-
ers before targeting them with online advertising.  Social   targeting  delivers ads to 
consumers based on the conversations and behaviors they exhibit in social media 
and more generally surfing the web. Together this big data can be linked to indi-
vidual consumers and give advertisers detailed insight about consumer wants 
and needs. Social targeting firms begin by identifying customers who have pur-
chased a particular brand. These customers’ online activities are then analyzed. 
The advertiser then looks all across the Internet to identify customers whose on-
line behavior most closely matches the buyers—and those customers receive ads. 

 Let’s look at how Ford Motor Company might use this approach to target 
potential buyers of the Ford Fiesta. Ford puts tracking cookies on tens of thou-
sands of computers that it knows are used by buyers of the Ford Fiesta—perhaps 
they opened an e-mail sent to new owners and the e-mail installed the cookie. 
For a few weeks, Ford tracks those buyers—following their journeys around the 
web and social media activity. With this information Ford develops profiles that 
characterize Fiesta buyers. Then, from the hundreds of millions of customers 
already being tracked on the web (almost all the rest of us), Ford identifies the 
few million who have online profiles most similar to the recent Fiesta buyers. 
These customers then begin to receive ads for the Ford Fiesta. 19  

 Big data tells advertisers 
even more about 
customers 

The Internet offers some unique benefits for advertisers. The advertisement on the left 
appeared on the website for NBCNews.com after one of the authors made a purchase at the 
online clothing retailer Territory Ahead. The shirt featured in the ad was one the author 
considered but did not purchase. VW wants customers to understand that drivers can start the 
new Tiguan with their keys in their pocket, by simply pressing a button. To demonstrate this 
feature online, customers first click their cursor on the ad. Next, the customer is asked to touch 
their webcam—at which time the viewer hears the car start and sees it drive out of the ad.
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A software company offers its useful program as a free download. Few downloaders ever 
read the license agreement, but it states that the program is paid for by advertising; spe-
cifically, it explains that when the program is installed, another “adware” program is also 
installed that helps advertisers serve up targeted ads. Assume that you own a small online 
flower business that is struggling to get started. A firm with an adware system like the 
one described above contacts you about buying Internet ads. You pay only when some-
one clicks-through to your site from an ad. You try the ads for a month and your online 
sales triple. But you also get complaints from many people who don’t understand why 
your pop-up ads constantly appear in their browsers.20 Would you continue to use this 
“contextual advertising”? Why or why not?
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 Among teens, texting is more popular than phone conversations—and the 
primary way many use their phones. Stores that target the teen demographic, 
including Charlotte Russe, Claire’s, Vans, and RedBox, use text messages to 
communicate with this target market. U.S. law requires cell phone users to sign 
up to receive the text messages. Consequently, many of these stores offer dis-
counts to encourage customers to sign up. 21  

 Smartphones are becoming increasingly ubiquitous in many developed 
countries. In the U.S. more than three out of four 18–34-year-olds have a smart-
phone. Smartphones offer users anytime, anywhere access to the Internet. For 
many it is their primary or only avenue to the Internet. Because online ads may 
be delivered on this smaller screen, advertisers need to consider having mobile 
friendly versions of their ads. 

 Smartphones’ embedded GPS (which indicates the phone’s geographic loca-
tion on a minute-by-minute basis) offers advertisers new opportunities. This 
works best for location-based retail outlets—including physical stores, restau-
rants, and bars. Some of them are experimenting with ads and offers aimed at 
customers based on their location at a particular moment. Imagine walking 
down a city street on a hot day when a text message appears offering a discount 
on a cold Frappuccino at the Starbucks  across the street . There are technical hur-
dles before this scene becomes commonplace, but it illustrates the pinpoint 
geographic targeting coming in the not-too-distant future. 22  

 Planning the “Best” Message—What to Communicate 

 Once you decide  how  the messages will reach the target audience, you have to 
decide on the  copy thrust —what the words and illustrations should communi-
cate. Carrying out the copy thrust is the job of advertising specialists. But the 
advertising manager and the marketing manager need to understand the pro-
cess to be sure that the job is done well. 

 Basically, the overall marketing strategy should determine  what  the message 
should say. Then management judgment, perhaps aided by marketing research, 
can help decide how to encode this content so it will be decoded as intended. 

 As a guide to message planning, we can use the AIDA concept: getting Atten-
tion, holding Interest, arousing Desire, and obtaining Action. 

 Getting attention is an ad’s first job. Many readers leaf through magazines 
without paying attention to any of the ads, and viewers get snacks during TV 
commercials. When watching a program on TiVo, they may zip past the commer-
cial with a flick of a button. On the Internet, they may use a pop-up blocker or 
click on the next website before the ad message finishes loading onto the screen. 

 Text ads for those 
who ask 

 Smartphones change 
the advertising equation 

LO 15.5

Specifying the copy 
thrust

 Let AIDA help guide 
message planning 

 Getting attention 
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 Many attention-getting devices are available. A large headline, computer ani-
mations, shocking statements, attractive models, animals, online games, special 
effects—anything different or eye-catching—may do the trick. However, the at-
tention-getting device can’t detract from, and hopefully should lead to, the next 
step, holding interest. 

 Holding interest is more difficult. A humorous ad, an unusual video effect, or a 
clever photo may get your attention—but once you’ve seen it, then what? If there 
is no relation between what got your attention and the marketing mix or the ad 
does not address your needs, you’ll move on. To hold interest, the tone and lan-
guage of the ad must fit with the experiences and attitudes of the target customers 
and their reference groups. As a result, many advertisers develop ads that relate to 
specific emotions. They hope that the good feeling about the ad will stick, even if 
its details are forgotten. 

 Arousing desire to 
buy a particular  product 
is one of an ad’s most dif-
ficult jobs. The ad must 
convince customers that 
the product can meet 
their needs. Testimonials 
may persuade a con-
sumer that other people 
with similar needs like 
the product. Product 
comparisons may high-
light the advantages of a 
particular brand. 

 To arouse desire an 
ad should usually focus 
on a  unique selling propo-
sition  that aims at an im-
portant unsatisfied 
need. This can help dif-
ferentiate the firm’s 
marketing mix and po-
sition its brand as offer-
ing superior value to 

 Holding interest 

 Arousing desire 

The copy thrust—both the text 
and the image—in this ad for 
Lurpak butter grabs attention 
and holds interest.

Grocery stores are testing different technology on grocery 
carts. The carts have the ability to sync with shoppers’ cell 
phones and help them find things on their shopping list. 
Cart-mounted tablets can also serve up ads to customers 
based on their list and their location in the store. Advertising 
delivered to customers while they are in the midst of a 
shopping trip can inspire a call for action.
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the target market. Too many advertisers ignore the idea of a unique selling propo-
sition. Rather than using an integrated blend of communications to tell the whole 
story, they cram too much into each ad—and then none of it has any impact. 

 Getting action is the final requirement—and not an easy one. From commu-
nication research, we now know that prospective customers must be led beyond 
considering how the product  might  fit into their lives to actually trying it. 

 Direct-response ads can sometimes help promote action by encouraging in-
terested consumers to do  something  even if they are not ready to make a pur-
chase. For example, Fidelity Investments has run TV ads featuring colorful 
graphs, a sign with “Wow!” and the company’s phone number and website ad-
dress. And just in case viewers don’t “get it,” Blondie’s song “Call Me” plays in 
the background. Fidelity wants to encourage interested consumers to make the 
first step in building a relationship. 24  

 Advertising Agencies Often Do the Work 

 An advertising manager manages a company’s advertising effort. Many advertising 
managers, especially those working for large retailers, have their own advertising 
departments that plan specific advertising campaigns and carry out the details. Oth-
ers turn over much of the advertising work to specialists—the advertising agencies. 

Advertising agencies  are specialists in planning and handling mass selling de-
tails for advertisers. Agencies play a useful role. They are independent of the 

 Obtaining action 

LO 15.6

 Ad agencies are 
specialists 

There’s no holiday from advertising. You get to the 
beach, look down, and huge versions of the Skippy peanut 
butter logo are embossed in the sand. You roll your eyes in 
dismay and catch a view of a plane pulling a 100-foot-long 
banner ad with Catherine Zeta-Jones urging you to “Sign 
up for T-Mobile’s free Friday minutes.” You walk down the 
street and try to ignore the billboards and bus stop shelter 
ads. But it’s hard not to notice trucks whose trailers are 
billboards and yes, those are ads on the trucks’ mud flaps. 
Is that a picture of Colonel Sanders on a fire hydrant mak-
ing your mouth water for KFC’s “fiery” chicken wings? A 
bus drives by wrapped in an ad for McDonald’s and you 
see a taxicab with hubcaps advertising Taco Bell. You are 
getting hungry, but you packed a lunch and seek refuge in 
a nearby park. Not quite an escape from ads—the bench 
you sit on is an ad for a check-cashing service and for good 
measure the banana you pull out of your lunch bag has a 
sticker advertising Florida oranges. A couple of girls walk 
by wearing T-shirts emblazoned with “Abercrombie and 
Fitch” and “Old Navy.” Then you hear a deep voice but it’s 
just a cell phone; the ring tone of the guy sitting next to 
you is promoting Stephen King’s new movie with the au-
thor’s voice. You think, “What next?” when a text message 

offers you discounted admission at a club a block away 
from where you are sitting—do they know where you are?

You need to get away from this commercial overload, so 
you head back to your condo to kick back, watch a movie, 
play computer games, and maybe read e-mail. But this is no 
escape! An ad and discount for the local Hard Rock Café 
are printed on the key to your rented condo. The “ad-free” 
pay-per-view movie has product placements from Red Bull, 
Blackberry, MSN, and Mercedes. You pull out your laptop 
to play The Sims video game and see that a friend offers 
you a “Dunkin’ Donuts Big and Toasted” breakfast sandwich 
virtual gift. So you close the game and check your e-mail. 
You sort through your e-mails—half of which are uninvited 
spam messages. You decide to just go read a book on your 
Amazon Kindle e-reader and then remember you bought 
the version with online ads—are you sure it was worth it to 
save $20 on the Kindle? Is there no place to hide?

There are many cases where promotion benefits con-
sumers and companies. After all, it is revenues from ad-
vertising that cover the cost of lots of great stuff 
consumers get for free. Yet sometimes you can’t help but 
wish that you—and your wallet—were not the target of so 
many companies!23

Does Advertising That’s Everywhere Get Us Anywhere?
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advertiser and have an outside viewpoint. They bring experience to an individ-
ual client’s problems because they work for many other clients. They can often 
do the job more economically than a company’s own department. And if an 
agency isn’t doing a good job, the client can select another. However, ending a 
relationship with an agency is a serious decision. Too many marketing managers 
just use their advertising agency as a scapegoat. Whenever anything goes wrong, 
they blame the agency. 

   Some full-service agencies handle any activity related to advertising, publicity, 
or sales promotion. They may even handle overall marketing strategy planning 
as well as marketing research, product and package development, and sales pro-
motion. Other agencies are more specialized. For example, in recent years 
there has been rapid growth of digital agencies that specialize in developing 
Internet ads and online publicity and sales promotion. 

 The vast majority of advertising agencies are small, with 10 or fewer em-
ployees. But the largest agencies account for most of the billings. Over the 
past two decades many of the big agencies merged, creating mega-agencies 
with worldwide networks. In fact, the “Big Three” advertising agency net-
works account for more than half of all advertising/media agency revenue. 
These three giant agency groups are each composed of large ad agencies 
with local or global presence. 

 The mega-agency can offer varied services, wherever in the world a market-
ing manager needs them. This may be especially important for managers in 
large corporations—like Toyota, Unilever, NEC, and PepsiCo—that advertise 
worldwide. That said, some firms use different agencies for different tasks in 
different parts of the world. 25  

 The really big agencies are less interested in smaller accounts. Smaller agen-
cies will continue to appeal to customers who want more personal attention and 
a close relationship that is more attuned to their marketing needs. 

 Ad agencies usually work closely with their clients, and they often have access 
to confidential information. This can create ethical conflicts if an agency is 
working with two or more competing clients. Most agencies are sensitive to the 
potential problems and keep people and information from competing accounts 
separated. Even so, that doesn’t always happen. For example, PepsiCo got a re-
straining order to stop an ad agency from assigning four people who had 
worked on advertising for its Aquafina bottled water to the account for Coca-
Cola’s competing brand, Dasani. Coca-Cola, in turn, yanked the account away 
from the agency. Because of situations like this, many advertisers refuse to work 
with any agency that handles any competing accounts, even if they are handled 
in different offices. 26  

 Measuring Advertising Effectiveness Is Not Easy 

 It would be convenient if we could measure the results of advertising by looking 
at sales. Some breakthrough ads do have a very direct effect on a company’s 
sales—and the advertising literature is filled with success stories that “prove” 
advertising increases sales. Similarly, market research firms like Information Re-
sources can sometimes compare sales levels before and after the period of an ad 
campaign. Yet we usually can’t measure advertising success just by looking at 
sales. Advertising managers should measure effectiveness against the advertis-
ing objectives. The total marketing mix—not just advertising—is responsible for 
the sales result. Sales results are also affected by what competitors do and by 
other changes in the external market environment. 

 The biggest agencies 
handle much of the 
advertising 

 Ethical conflicts 
may arise 

 Success depends on the 
total marketing mix 
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 Ideally, advertisers should pretest 
advertising before it runs rather than 
relying solely on their own guesses 
about how good an ad will be. The 
judgment of creative people or adver-
tising experts may not help much. 
They often judge only on the basis of 
originality or cleverness of the copy 
and illustrations. 

 Many progressive advertisers now 
demand laboratory or market tests to 
evaluate an ad’s effectiveness. For ex-
ample, split runs on cable TV systems 
in test markets are an important ap-
proach for testing ads in a normal 
viewing environment. Scanner sales 
data from retailers in those test mar-
kets can provide an estimate of how an 
ad is likely to affect sales. This ap-
proach will become even more power-
ful in the future as more cable systems 
allow viewers to provide immediate 
feedback to an ad as it appears on TV 
or on the Internet. 

 After ads run, researchers may try to 
measure how much consumers recall 
about specific products or ads. The re-
sponse to radio or television commercials or magazine readership can be 
 estimated using various survey methods to check the size and composition of 
audiences (the Nielsen and Starch reports are examples). Similarly, most Inter-
net advertisers keep track of how many “hits” on the firm’s website come from 
ads placed at other websites. 27  

 Avoid Unfair Advertising 

 In most countries, the government takes an active role in deciding what kinds 
of advertising are allowable, fair, and appropriate. For example, France and Ja-
pan limit the use of cartoon characters in advertising to children, and Canada 
bans  any  advertising targeted directly at children. In Switzerland, an advertiser 
cannot use an actor to represent a consumer. New Zealand limits political ads 
on TV. In the United States, print ads must be identified so they aren’t confused 
with editorial matter; in other countries ads and editorial copy can be inter-
mixed. Most countries limit the number and length of commercials on broad-
cast media. 

 What is seen as positioning in one country may be viewed as unfair or decep-
tive in another. For example, when Pepsi was advertising its cola as “the choice 
of the new generation” in most countries, Japan’s Fair Trade Committee didn’t 
allow it—because in Japan Pepsi was not “the choice.” 28  

 Differences in rules mean that a marketing manager may face very specific 
limits in different countries, and local experts may be required to ensure that a 
firm doesn’t waste money developing ads that will never be shown or which 
consumers will think are deceptive. 

 Research and testing 
can improve the odds 

 Hindsight may lead to 
foresight 

LO 15.7

Government agencies 
may say what is fair

Some companies use big data and 
artificial intelligence to learn how 
individual customers shop, what brands 
they prefer, and when they are in the 
market to buy particular products. When 
customers see advertising relevant to 
their current needs, the messages are 
more effective.
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 In the United States, the Federal Trade Commission (FTC) has the power to 
control unfair or deceptive business practices, including deceptive advertising. 
The FTC has been policing deceptive advertising for many years. And it may be 
getting results now that advertising agencies as well as advertisers must share 
equal responsibility for false, misleading, or unfair ads. 

 This is a serious matter. If the FTC decides that a particular practice is unfair 
or deceptive, it has the power to require affirmative disclosures—such as the 
health warnings on cigarettes—or corrective advertising—ads to correct decep-
tive advertising. The FTC forced Bayer to run corrective advertising after Bayer 
made unproven claims about its drug Yaz’s efficacy for treating acne and pre-
menstrual syndrome. Other advertisers learn from these cases. The possibility 
of large financial penalties or the need to pay for corrective ads causes most 
advertisers to stay well within the law. 29  

 However, sometimes ad claims seem to get out of hand anyway. The FTC has 
started to crack down on claims related to weight loss and health. For example, 
KFC quickly stopped running several of its TV ads after the FTC objected to the 
ads and opened an investigation. KFC’s ads positioned fried chicken as a healthy 
choice in fast food, but there was also lots of small print at the bottom of the 
screen to qualify the claims. Skechers and Reebok claimed that their shoes 
would help customers lose weight and strengthen muscles. The FTC took issue 
with the unfounded claims and the two firms had to return millions of dollars 
to consumers. 30  

 What constitutes unfair and deceptive advertising is a difficult question. The 
law provides some guidelines, but the marketing manager must make personal 
judgments as well. The social and political environment is changing worldwide. 
Practices considered acceptable some years ago are now questioned or consid-
ered deceptive. Saying or even implying that your product is best may be viewed 
as deceptive. And a 1988 revision of the Lanham Act protects firms whose brand 
names are unfairly tarnished in comparative ads. 

 It’s really not hard to figure out how to avoid criticisms of being unfair and 
deceptive. Making a vague claim that cannot be proved or disproved (some-
times called “puffery”) is acceptable--the FTC won’t bring charges for ads that 
claim “the best hamburger in the world.” But marketing managers need to put 
a stop to the typical production-oriented approach of trying to use advertising 
to differentiate me-too products that are not different and don’t offer custom-
ers better value. 31  

 Customer Communication and Types of Publicity 

  Publicity  is any  unpaid  form of nonpersonal presentation of ideas, goods, or ser-
vices. Publicity can rely on two types of unpaid media—owned or earned (see 
Exhibit 15-6).  Owned   media  is a publishing channel a firm owns, for example, a 
business website, blog, YouTube channel, or Facebook page.  Earned media  refers 
to when the popular press or customers become the media source. For example, 
newspaper articles, word-of-mouth, and viral videos that are passed along from 
customer to customer are all forms of earned media. Advertising, to reiterate, 
uses  paid  media (mostly print, TV, and online). 32  Exhibit 15-6 highlights some of 
the benefits and challenges of advertising versus publicity. Ultimately, marketing 
managers should develop an integrated marketing communications plan that 
includes each of these media types. 

 Promotion’s ability to influence buying decisions depends on how much cus-
tomers trust a source. An advantage of publicity is that customers see it as a 

 FTC controls unfair 
practices in the United 
States 

 What is unfair or 
deceptive is changing 

 Supporting ad claims is a 
fuzzy area 

LO 15.8

Advertising and 
publicity are different 
forms of mass selling

 What Promotions do 
customers trust? 
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more credible source than advertising. A recent study of 28,000 Internet con-
sumers from 56 countries found that many of the most trusted sources for buy-
ing information are forms of publicity, not advertising. For example, 90 percent 
of customers trust recommendations from people they know and 70 percent 
trust online consumer opinions (reviews)—both are types of earned media. In 
addition, 58 percent trust brand websites, an owned media type of publicity. 
Consumers had less trust in various forms of advertising: less than half trust 
paid television, magazine, and newspaper ads (47 percent each). Online ads 
fared even worse. Search engine ads, online video ads, and online banner ads 
were trusted by just 41, 36, and 33 percent, respectively. Sponsored ads on social 
network sites are trusted by only 36 percent and only 29 percent trust ads ap-
pearing on smartphones. 33  

   Given their potential as a trusted communication source, let’s take a closer 
look at how some of these publicity tools are being used today. Even though 
there is a wide variety of publicity tools, many of them are the result of advances 
in technology and changes in consumer behavior. Technology continues to cre-
ate new possibilities, so marketing managers must be on the lookout for new 
tools that may work with the firm’s promotion objectives. 

 Exhibit 15-7 organizes our discussion of publicity—let’s start by looking at the 
left side of this exhibit. One message channel is the press, which includes news-
papers, magazines, television, and trade magazines. For example, if a firm has a 
really new message, a published article may get more attention than advertising. 
Trade magazines carry articles featuring the newsworthy products of interest to 
people in a particular job or industry. Sometimes a firm’s media relations people 
write the basic copy of an article and then try to convince magazine or newspaper 
editors to print it. Both consumers and businesspeople tend to believe and pay 
more attention to articles than they do to advertising. 

 A public relations (PR) person or staff might provide information that makes 
it easy for the press to write stories about the company. PR develops press kits 
that include promotional materials designed for the media. To make it even 
easier for the press, most major companies also have a “Press” section on their 
corporate website that includes press releases and photos or videos. 

 Getting coverage in the 
press 

Exhibit 15–6 Benefits and Challenges of Advertising Media, Owned Publicity Media, and 
Earned Publicity Media 

Media Type Examples Benefits Challenges

Advertising (paid 
media)

Print, television, and online 
advertising

• High message control
• More precise targeting
•  Potentially large 

audience

• Not trusted
• Customers easily avoid
•  More costly, declining effective-

ness

Publicity—owned 
media

Website, blog, Twitter 
account, YouTube channel, 
Pinterest page, and 
Facebook page

• High message control
• Relatively low cost
• Niche audiences
•  Versatile in message 

content and format

•  Still need to drive or attract cus-
tomers to sites and create value 
to assure their return

•  Company communication not as 
trusted as earned media

•  Initial investments and ongoing 
maintenance

Publicity—earned 
media

Articles in popular press, 
word-of-mouth, buzz, 
“viral,” and pass-along

•  Most trusted information 
source

•  Customers rely on this 
information

• Very little message control
• Can be negative toward brand
• Difficult to measure
• Difficult to create
• Difficult to target
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 Southwest Airlines uses press releases to generate publicity in the popular 
press. When it wants to promote its special fares and new routes, its PR staff 
uses a targeted approach to get attention from news reporters. Since many 
reporters research story ideas on specialized search engines like PRWeb and 
Yahoo! News, the PR staff at Southwest writes press releases so they appear at 
the top of the reporters’ search lists. Southwest’s PR staff researches what key-
words reporters use most frequently on these search engines—and then puts 
those words in press releases. For example, Southwest’s press releases use the 
phrase “cheap airfare” because it is in four times as many search requests as 
“cheap airline tickets.” Southwest also puts a hot link to its special promotion 
fare web page at the very start of each press release. The link allows Southwest 
PR staff to track which press releases work best; then it uses that information 
to fine-tune other messages. These extra efforts have paid off. In one case 
Southwest generated $1.5 million in online ticket sales with just four press 
releases. 34  

 Not all publicity relies on mass media message channels. Customers can also 
find publicity through search, pass-along, or experience. The right side of 
 Exhibit 15-7 shows a variety of those types of publicity tools. We will look at a few 

 Marketers want to be 
“found” when customers 
“search” 

Tools for one-way
communication to customers

Tools for interactive
communication
• Firm-customer
• Customer-customer

"Found" through search,
pass-along, or experience

How does the customer obtain the
communication?

Through popular and trade
press

Targeting commercial press:

 • Press kit
 • Online media room
 • Posting to a press release
   service like PRWeb or PR
  Newswire

  To obtain coverage in
  newspapers, magazines,
  trade magazines, or on
  television and radio.

Targeting consumers:

 • Useful website content
 • Video
 • Podcasts
 • Games
 • Branded services
Targeting business customers:

 • Commercial white papers
 • Case studies
 • Webinars

Targeting consumers:

 • Blogs and microblogs
 • Social media (Facebook,
  Four Square, Pinterest)
 • Customer reviews
 • Online communities
Targeting business customers:

 • Social media—Linkedln
 • Blogs
 • Online communities

Exhibit 15–7 Types of Publicity

per61043_ch15_400-437.indd Page 422  19/12/13  3:41 PM user per61043_ch15_400-437.indd Page 422  19/12/13  3:41 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



C
H

A
P

T
E

R
 15

  
A

dvertising, Publicity, and Sales Prom
otion

423

of them in more detail, but first let’s look at the consumer behavior behind 
search, pass-along, and experience. 

 In Chapter 13 we introduced the customer-initiated model of communica-
tion (see Exhibit 13-5). This model recognizes that customers are not pas-
sive receivers of communication; in fact, they often seek out and select 
information that meets their needs. We also noted that the Internet makes it 
easy for customers to conduct searches and find information. Because cus-
tomers often search during the shopping process, marketing managers need 
to work hard to make sure that when customers search, their firm’s website 
or other online material is “found.”  Search engine optimization  refers to techni-
cal approaches that make websites more likely to come up near the top of 
the list in organic search results. 

 While there are technical approaches that help a firm’s website move closer 
to the top of the search results, another method is publicity with a customer 
pass-along element.  Pass-along  occurs when one person suggests that others 
read or watch something. Customers pass along videos, articles, websites, or 
recommendations when a seller has earned their endorsement. With a video 
or article it might be something funny, clever, useful, or just a really good deal. 
On the receiving end, people are more likely to pay attention to content recom-
mended by a person they know. 

 While people have always been able to tell friends about an interesting ad, 
story, or product, the Internet enables a message to spread quickly—like a virus. 
As a result, some firms try to spark this sort of “viral” publicity. When Evian cre-
ated its “Roller Skating Babies” video to promote its bottled water and posted it 
on YouTube, friends passed along the link in e-mails, with “You have to watch 
this!” in the subject line. The video—essentially an ad for Evian—has been 
viewed more than 100 million times. 

 Pass-along comes 
from trusted sources 

 Pass-along can go viral 

Footwear maker, Hi-Tec 
Sports, created a buzz when it 
launched a video showing a 
new extreme sport—liquid 
mountaineering—where 
participants run on water. 
While the sport wasn’t exactly 
true, the video subtly 
promotes Hi-Tec’s ion-mask 
waterproofing technology. 
Check out the video at http://
youtu.be/Oe3St1GgoHQ.
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 Sometimes consumers create their own funny or clever videos and upload 
them to the web. This type of consumer-generated viral publicity can be helpful 
or harmful to a brand. So it’s important for marketing managers to be prepared 
to manage it—as best they can. Consider the case of Mentos candy and Diet 
Coke. A combination of the two products is explosive—literally. When a Mentos 
candy is dropped in a bottle of Diet Coke, a geyser erupts. So two consumers 
created an elaborate fountain show which combined 200 liters of Diet Coke 
with 500 Mentos mints. They taped the performance and posted it online at 
their website (www.eepybird.com). It was an instant viral hit—eventually top-
ping 10 million views. 

 What’s interesting is how marketing managers at Diet Coke and Mentos 
 responded to the video. At Diet Coke, marketing managers didn’t think the video 
was a good fit with their brand and decided to distance the diet cola from the 
video. In contrast, Mentos’ marketing managers saw the video as a perfect fit for 
their quirky, tongue-in-cheek positioning. They worked with the video’s produ-
cers to create a contest and added a link from the Mentos website to the Eepybird 
site. The geyser video contest offered a prize of a year’s supply of Mentos and 
1,000 iTunes downloads and drew more than 100 entries and a million views. By 
riding the viral wave, Mentos achieved—at very little cost—greater awareness and 
stronger brand positioning among its  target market of young people. 35  

 Many marketing managers would be thrilled to get the low-cost exposure 
that Mentos and Evian received with their viral videos. Yet for every successful 
effort at creating the next viral hit, there are dozens of failures. Good viral vid-
eos usually need to be entertaining or surprising. As with the Evian babies and 
the Diet Coke/Mentos videos, viewers must think they’re doing their friends a 
favor by passing along the link. And of course the viral message should achieve 
a real promotion objective for the marketer. 36  

 Getting found doesn’t always have to occur online. Sometimes it’s a custom-
er’s experience with a brand that grabs attention—such as when brands offer 
everyday services that improve customers’ lives. Consider consumer electronics 
maker Samsung, for example. When Samsung put charging stations (with 
Samsung signage) in more than 100 major airports, it positioned itself as a “life-
saver” and built favorable attitudes with lucrative business travelers—who tend 
to buy a lot of consumer electronics. Now, Samsung is targeting another gadget-
loving group—students—by putting its charging stations on college campuses. 37  
Similarly, gadget-maker Apple has created beautiful must-see stores staffed with 
knowledgeable sales staff and experts at the Genius Bar. In doing so, it’s able to 
“wow” its customers, showcase what’s different about its products, and also pro-
vide immediate information and repair services. These branded services com-
municate a positive message to target customers. 

 To capture customer search, pass-along, or experience, firms may choose two 
different types of publicity tools: one-way communication tools or interactive 
communication tools. See the right side of Exhibit 15-7. No matter which ap-
proach and tools are used, they should be driven by the company’s promotion 
objectives and should complement the rest of the promotion blend. 

 Let’s start with a look at some one-way communication tools. Providing use-
ful content on a company’s website is one such tool. Valued content fills a cus-
tomer need—often without requiring a customer to make a purchase. Online 
jeweler Blue Nile educates its customers. Before shelling out thousands of dol-
lars for a new product, most people want to learn more about it. So Blue Nile 
created an extensive education section on its website to help customers learn 
the ins and outs of buying diamonds and other jewelry. Young men are a 

 Creating viral videos is 
not easy 

 Customers experience 
branded services 

 Communicating to 
customers—or with 
customers 

 Customers want useful 
content 
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 primary target for Blue 
Nile because, for most 
young men, a diamond 
engagement ring is a big 
purchase and not one 
they know much about. 
The “teacher” gets 
credit for its efforts; 
many “students” trust 
Blue Nile and buy its 
rings from the jeweler. 

 The tools for provid-
ing one-way communi-
cation with business 
customers are different 
from those for final 
consumers. Because 
business customers of-
ten search the Internet 
for solutions to real 
business problems, they 
often turn to “thought 
leaders” in their indus-
try first. But what pub-
licity tools does a firm 
use to establish itself as a thought leader? 

 Consulting and technology companies often use  webinars,  online seminars 
that may include PowerPoint presentations and video, usually with limited audi-
ence interaction. Another tool is the  white paper,  an authoritative report or guide 
that addresses important issues in an industry and offers solutions. Webinars and 
white papers are most successful when, in addition to describing a problem, they 
help the customer decide what to do about it without promoting a particular 
company’s products. The more objective tone helps the provider build trust and 
credibility with potential customers. Business customers also like to read  case 
studies —success stories about how a company helped another customer. 

 Consider the Canadian consulting firm Enquiro which helps websites rank 
higher in search results. The quality and objectivity of Enquiro’s BuyerSphere 
reports lead many prominent B2B bloggers and reporters to link to the Enquiro 
website. These links serve as recommendations. At its website, Enquiro offers 
several case studies describing its work with previous customers—and the re-
sults. It has also recorded webinars that potential customers can watch. These 
efforts have helped position Enquiro in buyers’ minds as a thought leader and 
a prime source for information in its industry. 

 Another set of publicity tools may be used for interactive communication 
(connecting customers to a company or to other customers). Blogs, Twitter, 
Pinterest, and Instagram all provide the opportunity for customers to converse 
with a firm—or converse with one another. Blogs and Twitter communicate 
with consumers or business customers. For example, IBM global executive 
Ed Brill used his blog to keep in touch with more than 13,000 followers who 
were interested in his opinions on the Lotus Notes software he represented. 
These sites provided a method of two-way communication as well. Followers 
could post their questions or comments about Lotus Notes and then expect 
 responses from Brill or other customers. Twitter offers similar opportunities for 
customers to communicate with a brand or other customers. 

 Business customers seek 
solutions online 

 Publicity helps 
customers connect with 
companies and other 
customers 

American Express helps its target market of small business 
owners to thrive with its Open Forum website. The site is 
filled with helpful content on everything from leadership and 
compensation to advertising. An open community allows 
contributions from guest bloggers who offer advice, tips, and 
tricks these customers appreciate. While visiting the site, small 
business owners can easily link to all of American Express’s 
business services. The site helps American Express build a 
closer relationship with its small business target market.
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 Many organizations use Pinterest or Instagram to share photos of products or 
people to promote awareness, generate interest, or foster customer relation-
ships. These sites make it easy for consumers to re-pin or share images with 
friends and followers, another form of customer-to-customer interaction. 

 Social network websites are another publicity tool for interactive communi-
cation. They allow people with shared interests to interact. Facebook is a popu-
lar example; it has more than 1.1 billion users and over 650 million visitors 
each day. Originally the site attracted mostly teens and young adults—but now 
the demographics are changing and the fastest-growing groups are over age 50. 
Different sites are popular in other countries. For example, Orkut has about 
70 million users, with most living in Brazil or India. In Russia, Vkonkatke, and 
in China, Tencent’s QZone, dominate the choices of social media websites. 

 Because the most trusted source of information for customers is recommen-
dations from people they know, Facebook provides an interesting opportunity 
for firms. When a Facebook user’s news feed shows a friend “Likes” Coca-Cola 
or “Likes” the new Hobbit movie, this information registers. And when it hap-
pens over and over, brand equity increases—through referrals from friends. 

 Facebook fans show 
their support 

About 2 percent of all people suffer from an intolerance to gluten, whether due to Celiac 
disease or wheat allergies. This small target market didn’t attract much interest from big 
companies like General Mills and its Betty Crocker brand. However, when rumors of 
gluten-free Betty Crocker baked goods spread rapidly across the Internet, its brand 
managers realized that almost no advertising would be needed to attract the gluten-free 
group and make the line a success. Upon further research, brand managers learned that the 
first thing recently diagnosed Celiac patients do is conduct online research to figure out 
what they can eat. So General Mills marketing managers went ahead with product 
development and built a website with information about its gluten-free line. When a firm 
has a product that closely meets the needs of a closely knit target market, promotion 
through publicity can be especially cost effective. 
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Because of social media’s popularity, many companies are now trying to use 
these sites to promote their products. While social media users, in general, 
have resisted advertising efforts, they have supported company-sponsored 
pages. Tens of millions of Facebook users “Like” the pages of Skittles candy, 
Coca-Cola, and MTV. The best way to  earn  likes or recommendations in social 
media is by offering a marketing mix that truly meets (or exceeds) target cus-
tomers’ needs and expectations. 38  

 Review sites also allow customers to sell to one another. Reviews can have a 
strong influence on customers because they’re written by other people who 
have first-hand knowledge of the product. As a result, many marketing manag-
ers are adding rating 
and review capabilities 
to their companies’ 
websites. Most major re-
tailers use reviews be-
cause they increase 
sales. TripAdvisor, a 
travel services website, 
knows that recommen-
dations carry more 
weight when the recom-
mender is similar to the 
customer. So a traveler 
checking out The Mosser Hotel in San Francisco, for example, can go to the 
TripAdvisor website and screen reviews by “business travelers,” “couples,” or 
“family.” Reviews can also be used offline; when Rubbermaid added star ratings 
and snippets from its online reviews to its print ads, coupon redemption jumped 
10 percent. 39  

 Many of these social media tools can work for business customers as well. 
Some salespeople use the business  social networking site Linkedln to main-
tain relationships with customers and identify  potential prospects. Similarly, 
online communities allow business customers to interact and share ideas. 

 Ratings and reviews let 
customers do the selling 

 Business customers 
get social, too 

The Facebook page for The 
Breast Cancer Site has more 
than 3 million followers. The 
Facebook page allows the 
nonprofit to build 
relationships with its most 
ardent supporters.

Internet Exercise

Go to eBags.com (www.ebags.com). Click on 
“Backpacks” and then “School Backpacks.” Choose 
one of the “Best Sellers.” Read a few of the reviews—
both positive and negative. Look at pictures of your 
best seller choice and other information about it. 
Would you buy this bag? How was each source of 
information helpful in making a decision?
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For example, tax and financial planning software company Intuit hosts an 
online community site where its QuickBooks customers can interact with each 
other about problems facing their small businesses. 40  

 While publicity doesn’t involve the use of paid media, most of the principles 
outlined earlier in the chapter with respect to advertising apply to publicity as 
well. A firm’s promotion objectives should guide the choice of tools. Publicity can 
be used to help a firm sell more products, generate leads for the sales force, get 
contributions to a charitable cause, or encourage people to join an organization. 
Exhibit 15-8 suggests which types of publicity might work best with some com-
mon promotion objectives. As with advertising, measuring the effectiveness of 
publicity efforts can be challenging, but the best measures are tied to objectives. 

 When developing publicity, marketing managers must carefully consider 
copy thrust; websites, videos, blogs, and other publicity tools all utilize words 
and images to communicate with a target market. In addition, most laws cover-
ing advertising apply to most of the publicity approaches outlined here. Com-
mon sense, honesty, and fairness are important. 

 Usually publicity works in combination with other promotion tools—as part 
of an integrated marketing communications program with specific objectives. 
For example, Milwaukee Electric Tool Corp. wants its customers—which in-
clude retailers, contractors, and building professionals—to know about new 
models of its Sawzall electric saw, rotary hammer, and other tools. When the 
marketing manager looked at which pages of the website got the most atten-
tion, she found some customers especially liked to watch videos of the tools in 
action. So Milwaukee Electric Tool used its monthly e-mail newsletter “Heavy 
Duty News” to promote that feature of its website. Soon more than twice as 
many customers were watching videos at the company’s website. 41  

 Companies need to be careful when treading in the new publicity space. For 
one thing, firms are often easily exposed when they engage in unethical prac-
tices. For example, a Honda manager went on the Facebook page for the Honda 
Crosstour and raved about the new car’s design—when most other comments 
were negative. Some readers recognized the manager’s name from articles in 

 Other advertising 
principles work for 
publicity, too 

 Ethics must guide 
publicity decisions 

Exhibit 15–8 Examples of Different Types of Publicity and Different 
Promotion Objectives

Getting attention & holding interest

 • Viral videos
 • Direct-to-consumer press releases
 • Articles in the press
  • Pinterest & Instagram

Developing a desired positioning

 • Viral videos
 • Games
 • Branded services
 • Commercial white papers

Arousing desire & obtaining action

 • Customer reviews
 • Case studies
 • Webinars

Managing ongoing customer
relationships

 • Social media—Facebook, Linkedln
 • Blogs
 • Online communities
 • Podcasts, webcasts, and webinars
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the automobile press and cried foul. Honda ended up embarrassed when the 
deception was reported on  Autoblog  and other sites. Sometimes TripAdvisor sus-
pects some of the reviews on its site are fake—like when a hotel’s employees post 
reviews that build up their facility and tear down a competitor. To prevent fake 
reviews from harming the credibility of its own site, TripAdvisor flags suspicious 
reviews with a red disclaimer. 42  

 Publicity tools are evolving quickly. Just a few years ago customer ratings and 
reviews were rare, few people read blogs, and Facebook was only open to people 
with e-mail addresses ending in  .edu  to limit access to college students. Now 
these are prime message channels for publicity. By the time you read this there 
will be even newer tools—and newer ways to use current tools. 

So how does a business student or professional keep up?  Reading widely about these 
topics is essential. As a student, you can turn to our  Learn the 4 Ps  blog (www
.learnthe4ps.com), Twitter feed (@Learn the 4 Ps), and the  Learn the 4 Ps  Face-
book page—see the back cover of the book for more information. We post com-
ments and links to articles and videos on this topic and other marketing issues 
to help keep you up-to-date. 

 Sales Promotion—Do Something 
Different to Stimulate Change 

  Sales Promotion  refers to those promotion activities—other than advertising, 
publicity, and personal selling—that stimulate interest, trial, or purchase by fi-
nal  customers or others in the channel. Exhibit 15-9 shows examples of typical 
sales promotions targeted at final customers, channel members, or a firm’s own 
employees. 

 Sales promotion is generally used to complement the other promotion meth-
ods. While advertising campaigns and sales force strategy decisions tend to have 
longer-term effects, a particular sales promotion activity usually lasts for only a 
limited time period. Sales promotion can often be implemented quickly and get 
sales results sooner than advertising. Further, sales promotion objectives usually 
focus on prompting some short-term action. For an intermediary, such an ac-
tion might be a decision to stock a product, provide a special display space, or 
give the product extra sales emphasis. For a consumer, the desired action might 
be to try a new product, switch from another brand, or buy more of a product. 
The desired action by an employee might be a special effort to satisfy customers. 

 Publicity tools are 
evolving quickly 

LO 15.9

 The nature of sales 
promotion 

Aimed at company’s
own sales force

Contests 
Bonuses 
Meetings
Portfolios
Displays 
Sales aids
Training materials

Aimed at final
consumers or users

Contests 
Coupons 
Aisle displays
Samples 
Trade shows
Point-of-purchase 

materials
Banners and
   streamers
Frequent buyer
    programs
Sponsored events

Aimed at wholesalers
or retailers

Price deals
Promotion allowances
Sales contests
Calendars 
Gifts 
Trade shows
Meetings 
Catalogs
Merchandising aids
Videos

Exhibit 15–9  
Example of Sales 
Promotion Activities 
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 There are many different types of sales promotion, but what type is appropri-
ate depends on the situation and objectives. For example, Exhibit 15-10 shows 
some possible ways that a short-term promotion might affect sales. The sales 
pattern in the graph on the left might occur if Hellmann’s issues coupons to 
help clear its excess mayonnaise inventory. Some consumers might buy earlier 
to take advantage of the coupon, but unless they use extra mayonnaise their 
next purchase will be delayed. In the center graph, kids might convince parents 
to eat more Big Macs while McDonald’s has a Monopoly game promotion, but 
when it ends things go back to normal. The graph on the right shows a Burger 
King marketer’s dream come true: free samples of a new style of french fries 
quickly pull in new customers who like what they try and keep coming back af-
ter the promotion ends. This is the best-case scenario—a sales promotion en-
courages trial and customers change their habits. From these examples, you can 
see that the situation and the objective of the sales promotion should deter-
mine what type is best. 

 Sales promotion involves so many different types of activities that it is diffi-
cult to estimate accurately how much is spent in total. There is general consen-
sus, however, that the total spending on sales promotion exceeds spending on 
advertising. 43  

 One reason for in-
creased use of sales 
promotion by many 
consumer products 
firms is that they are 
generally competing in 
mature markets. There’s 
only so much soap that 
consumers want to buy, 
regardless of how many 
brands there are vying 
for their dollars. There’s 
also only so much shelf 
space that retailers will 
allocate to a particular 
product category. 

 The competitive situ-
ation is intensified by 

 Sales promotion 
objectives and situation 
should influence 
decision 

 Sales promotion 
spending has grown in 
mature markets 

 The McDonalds’ Monopoly game promotion brings 
customers into restaurants to eat and to play the game. 

  Exhibit 15–10  Some Possible Effects of a Sales Promotion on Sales 

Time

Period of
promotion

U
n

it
 s

al
es

Sales temporarily increase, then
decrease, then return to regular level

Time

Period of
promotion

Sales increase and then
remain at higher level

U
n

it
 s

al
es

Time

Period of
promotion

Sales temporarily increase and
then return to regular level

U
n

it
 s

al
es
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the growth of large, powerful retail chains. They have put more emphasis on their 
own dealer brands and also demanded more sales promotion support for the man-
ufacturer brands they do carry. 

 Perhaps in part because of this competition, many consumers have become 
more price sensitive. Many sales promotions, like coupons, have the effect of 
lowering the prices consumers pay. So sales promotion has been used as a tool 
to overcome consumer price resistance, creating a downward cycle of pricing 
and promotion. 

 The growth of sales promotion has also been fostered by the availability of 
more ad agencies and specialists who plan and implement sales promotion pro-
grams. Of course, the most basic reason for the growth of spending on sales 
promotion is that it can be very effective if it is done properly. But there are 
challenges in the sales promotion area. 

 Challenges in Managing Sales Promotion 

 Some experts think that marketing managers—especially those who deal with 
consumer packaged goods—put too much emphasis on sales promotion. They 
argue that the effect of most sales promotion is temporary and that money spent 
on advertising and personal selling helps the firm more over the long term. When 
the market is not growing, sales promotion may just encourage “deal-prone” 
customers (and intermediaries) to switch back and forth among brands. Here, all 
the expense of the sales promotion simply contributes to lower profits. It also 
increases the prices that consumers pay because it increases selling costs. 

 However, once a marketing manager is in this situation there may be little 
choice other than to continue. In mature markets, frequent sales promotions 
may be needed just to offset the effects of competitors’ promotions. One escape 
from this competitive rat race is for the marketing manager to seek new 
 opportunities—with a strategy that doesn’t rely solely on short-term sales 
 promotions for competitive advantage. 

 Procter & Gamble is a company that changed its strategy, and promotion 
blend, to decrease its reliance on sales promotion targeted at intermediaries. It 
is offering intermediaries lower prices on many of its products and supporting 
those products with more advertising and promotion to final consumers. P&G 
believes that this approach builds its brand equity, serves consumers better, and 
leads to smoother-running relationships in its channels. Not all retailers are 
happy with P&G’s changes. However, many other producers are following 
P&G’s lead. 

 Another problem in the sales promotion area is that it is easy to make big, 
costly mistakes. Because sales promotion includes such a wide variety of activi-
ties, it’s difficult for the typical company to develop skill in managing all of 
them. Even large firms and agencies that specialize in sales promotion run into 
difficulties because each promotion is typically custom-designed and then used 
only once. Yet mistakes caused by lack of experience can be costly or hurt rela-
tionships with customers. 

 In a promotion for Pampers diapers that was designed to reward loyal buyers 
and steal customers away from competing Huggies, marketing managers of-
fered parents Fisher-Price toys if they collected points printed on Pampers’ 
packages. At first the promotion seemed to be a big success because so many 
parents were collecting points. But that turned into a problem when Fisher-
Price couldn’t produce enough toys to redeem all the points. Pampers had to 
add 50 toll-free phone lines to handle all the complaints, and a lot of angry 
parents stopped buying Pampers for good. Problems like this are common. 44  

 Does sales promotion 
erode brand loyalty? 

 There are alternatives 

 Sales promotion is hard 
to manage 
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 Sales promotion mistakes are 
likely to be worse when a company 
has no sales promotion manager. If 
the personal selling or advertising 
managers are responsible for sales 
promotion, they often give it less at-
tention. They allocate money to sales 
promotion if there is any “left over” 
or if a crisis develops. This approach 
misuses a valuable element of the 
promotion blend. 

 Making sales promotion work is a 
learned skill, not a sideline for ama-
teurs. That’s why specialists in sales 
promotion have developed, both 
 inside larger firms and as outside con-
sultants. Some of these people are 
real experts. But it’s the marketing 
manager’s responsibility to set sales 
promotion objectives and policies 
that will fit in with the rest of each 
marketing strategy. 45  

 Different Types of Sales Promotion for Different Targets 

 Much of the sales promotion aimed at final consumers or users tries to increase 
demand, perhaps temporarily, or to speed up the time of purchase. Such pro-
motion might involve developing materials to be displayed in retailers’ stores, 
including banners, sample packages, calendars, and various point-of-purchase 
materials. It might include sweepstakes contests as well as coupons designed to 
get customers to buy a product by a certain date. 

 All of these sales promotion efforts are aimed at specific objectives. When 
customers already have a favorite brand, free samples can be used to get them 
to try something new. For example, Amazon.com’s “Search Inside” feature al-
lows a customer to view part of a book before buying. When  Starbucks launched 
its new coffee-flavored ice creams, it offered coupons for a free pint to fans on 
its Facebook page. In this type of situation, sales of the product might start to 
pick up as soon as customers try the product and find that they like it. And sales 
will continue at the higher level after the promotion is over if satisfied custom-
ers make repeat purchases. Thus, the cost of the sales promotion in this situa-
tion might be viewed as a long-term investment. 

 Once a product is established, consumer sales promotion usually focuses on 
short-term sales increases. For example, after a price-
off coupon for a soft drink is distributed, sales might 
temporarily pick up as customers take advantage of 
buying at a lower price. When the objective of the 
promotion is focused primarily on producing a short-
term increase in sales, it’s sensible for the marketing 
manager to evaluate the cost of the promotion rela-
tive to the extra sales expected. If the increase in sales 
won’t at least cover the cost of the promotion, it prob-
ably doesn’t make sense to do it. Otherwise, the firm 
is “buying sales” at the cost of reduced profit. 

 Not a sideline for 
amateurs 

LO 15.10

 Tie consumer sales 
promotions to objectives 

 Most M&M’s® are sold as consumer products, 
but M&M’s® printed with special messages 
or brand logos are a sweet way to remind 
business customers about a firm. 

 Internet Exercise 

 ePrize.com is an agency that specializes in sales 
promotion. Go to  www.eprize.com  and click on “Our 
Work” to see samples of its work. Evaluate two 
promotions the agency has put together for different 
clients. For each, name the intended target market 
and indicate the objectives you think the client 
wanted to achieve with the promotion. 
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 Sales promotion directed at industrial customers might use the same kinds 
of ideas. In addition, the sales promotion people might set up and staff trade 
show exhibits that generate attention and interest for a firm and its products. 
Trade shows usually occur in one city over a period of three to seven days. 

 B2B promotions 
move products or 
generate leads 

 John Deere created buzz about its new 764 high-speed dozer (described as a cross between a tractor and a bulldozer) by 
launching it at the biggest trade show event of the year—the ConExpo show at the Las Vegas Convention Center. Promotion 
included e-mail, Internet, live CNBC broadcast, press conferences, electronic press kits, magazine articles, and various sales 
promotion items. All of this was intended to “whet the appetite of the marketplace so when the 764 hit the ground, people 
would line up to buy it.” And it worked. Customers raised their hands and said, “I want one.” 
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Customers attend to learn from industry experts. For example, the Consumer 
Electronics Show in Las Vegas each January lasts four days and attracts more 
than 2,500 electronics exhibitors and 140,000 attendees. After the show these 
customers become leads for the company’s salespeople who try to convert cus-
tomer interest to actual sales. Trade shows are big events that require signifi-
cant planning. 

 Many customers would like to attend trade shows, but the cost in time or 
money make it difficult. So now many trade shows occur online. These virtual 
trade show “attendees” sit at their desks and choose which speakers to watch 
and which exhibits to visit. Virtual trade shows may be kept up year-round, mak-
ing it convenient for customers to gather information when they are most inter-
ested in making a purchase. 

 Some sellers give promotion items—pen sets, watches, or clothing (perhaps 
with the firm’s brand name on them)—to remind business customers of their 
products. This is common, but it can be a problem. Some companies do not al-
low buyers to accept any gifts. 46  

 Trade promotion refers to sales promotion aimed at intermediaries. There 
are a range of tools that may be used depending on the promotion objective 
(see  Exhibit 15-9). Sometimes a producer uses trade promotion to get the in-
termediary’s sales force to pay more attention to the producer’s products. 
Sales contests can help achieve that goal. Intermediary salespeople earn prizes 
for exceeding sales targets. Another approach is to train intermediary sales-
people on the product, perhaps at a producer-sponsored sales meeting in a 
desirable location (so that attendance has its own rewards, in addition to pro-
fessional growth). 

 About half of sales promotion spending targeting intermediaries has the ef-
fect of reducing the price in some manner or another. Discounting products 
can give a wholesaler or retailer an incentive to sell the product more quickly—
with either extra effort or a lower price. We will discuss the various types of 
price-related promotions in Chapter 16. 

 Sales promotion aimed at the company’s own sales force might try to encour-
age providing better service, getting new customers, selling a new product, or 
selling the company’s whole line. Depending on the objectives, the tools might 
be contests, bonuses on sales or number of new accounts, and holding sales 
meetings at fancy resorts to raise everyone’s spirits. 

Ongoing  sales promotion work might also be aimed at the sales force—to help 
sales management. Sales promotion might be responsible for preparing sales 
portfolios, digital videos, PowerPoint presentations, displays, and other sales 
aids, as well as sales training materials. 

 Service-oriented firms such as hotels and restaurants use sales promotions 
targeted at their employees. Some, for example, give a monthly cash prize for 
the employee who provides the “best service.” And the employee’s picture is 
displayed to give recognition. 47  

 Trade promotion aims at 
intermediaries 

 Sales promotion for 
own employees 

 It may seem simple to develop an advertising campaign. 
Just pick the medium and develop a message. But it’s not 
that easy. 

 This chapter discussed why marketing managers should 
set specific objectives to guide the entire advertising  effort. 

Knowing what they want to achieve, marketing managers 
can determine what kind of advertising—product or 
 institutional—to use. We also discussed three basic types of 
product advertising: pioneering, competitive (direct and in-
direct), and reminder. 

 CONCLUSION 
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 KEY TERMS LO 15.11

 QUESTIONS AND PROBLEMS 
  1. Identify the strategy decisions a marketing manager must 

make in the advertising arena. 

  2. Discuss the relation of advertising objectives to marketing 
strategy planning and the kinds of advertising actually 
needed. Illustrate. 

  3. List several media that might be effective for reaching 
consumers in a developing nation with low per capita in-
come and a high level of illiteracy. Briefly discuss the limi-
tations and advantages of each medium you suggest. 

  4. Give three examples where advertising to intermediaries 
might be necessary. What is the objective(s) of such ad-
vertising? 

  5. What does it mean to say that “money is invested in adver-
tising”? Is all advertising an investment? Illustrate. 

  6. Find advertisements to final consumers that illustrate the 
following types of advertising: ( a ) institutional, ( b ) pio-
neering, ( c ) competitive, and ( d ) reminder. What 
objective( s ) does each of these ads have? List the needs 
each ad addresses. 

  7. Describe the type of media that might be most suitable for 
promoting: ( a ) tomato soup, ( b ) greeting cards, ( c ) a busi-
ness component material, and ( d ) playground equipment. 

Specify any assumptions necessary to obtain a definite 
answer. 

  8. Briefly discuss some of the pros and cons an advertising 
manager for a producer of sports equipment might want to 
think about in deciding whether to advertise on the Internet. 

  9. Discuss the use of testimonials in advertising. Which of the 
four AIDA steps might testimonials accomplish? Are they 
suitable for all types of products? If not, for which types 
are they most suitable? 

  10. Find a magazine ad that you think does a particularly good 
job of communicating to the target audience. Would the 
ad communicate well to an audience in another country? 
Explain your thinking. 

  11. Discuss the future of smaller advertising agencies now that 
many of the largest are merging to form mega-agencies. 

  12. Does advertising cost too much? How can this be measured? 
  13. Is it unfair to criticize a competitor’s product in an ad? Ex-

plain your thinking. 
  14. Name two companies that you think would have success 

building a Facebook page. Why do you think they should 
choose to build a page? What type of content should each 
company place on its page? 

 Marketing managers must also choose from various me-
dia—so we discussed their advantages and disadvantages. 
Because the Internet offers new advertising opportunities 
and challenges, we discussed how it is similar to and differ-
ent from other media. And, of course, marketing managers 
must determine the message—or copy thrust—that will ap-
pear in ads. 

 Many technical details are involved in mass selling. Ad-
vertising agencies often handle these jobs. But specific ob-
jectives must be set for agencies, or their advertising may 
have little direction and be almost impossible to evaluate. 
This chapter also discussed how to make sure that advertis-
ing is done legally. 

 Many of the lessons from advertising can also be applied 
to publicity. Publicity offers many new options for the mar-
keting manager. Marketing managers can decide to target 
the press, hoping to get favorable articles or stories in 
newspapers, magazines, or on television. As customers en-
gage in search activities to satisfy their needs, the key for 
marketers is to make sure they are “found.” Publicity allows 

firms to engage directly with customers by placing valued 
content on the web or in public places. It also involves inter-
acting with customers in online communities, with blogs, 
and on social media. This new space continues to evolve 
rapidly and offers many challenges and opportunities for 
marketers. 

 Sales promotion spending is big and growing. This ap-
proach is especially important in prompting action—by cus-
tomers, intermediaries, or salespeople. There are many 
different types of sales promotion, and it is a problem area 
in many firms because it is difficult for a firm to develop ex-
pertise with all of the possibilities. 

 Advertising, publicity, and sales promotion are often im-
portant parts of a promotion blend, but in most blends per-
sonal selling also plays an important role. Further, promotion 
is only a part of the total marketing mix a marketing man-
ager must develop to satisfy target customers. So to 
broaden your understanding of the four Ps and how they fit 
together, in Chapters 16 and 17 we’ll go into more detail on 
the role of Price in strategy decisions. 
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  15. What kinds of publicity would work best at a company that 
markets tractors, combines, and other farm equipment to 
farmers? Why would the publicity you suggest be effective? 

  16. How would your local newspaper be affected if local su-
permarkets switched their weekly advertising and instead 
used a service that delivered weekly freestanding ads di-
rectly to each home? 

  17. Explain why P&G and other consumer packaged goods 
firms are trying to cut back on some types of sales promo-
tion like coupons for consumers and short-term trade pro-
motions such as “buy a case and get a case free.” 

  18. Discuss some ways that a firm can link its sales promotion 
activities to its advertising and personal selling efforts—so 
that all of its promotion efforts result in an integrated effort. 

  19. Indicate the type of sales promotion that a producer might 
use in each of the following situations and briefly explain 
your reasons: 

 a.  A firm has developed an improved razor blade and ob-
tained distribution, but customers are not motivated to 
buy it. 

 b.  A competitor is about to do a test market for a new 
brand and wants to track sales in test market areas to 
fine-tune its marketing mix. 

 c.  A big grocery chain won’t stock a firm’s new popcorn-
based snack product because it doesn’t think there will 
be much consumer demand. 

  20. Why wouldn’t a producer of toothpaste just lower the 
price of its product rather than offer consumers a price-
off coupon? 

  21. If sales promotion spending continues to grow—often at 
the expense of media advertising—how do you think this 
might affect the rates charged by mass media for advertis-
ing time or space? How do you think it might affect adver-
tising agencies? 

 SUGGESTED CASES 
 18. Whistler Township Volunteer Fire Department  36. Skyline Homebuilders 
 20. Blue Lagoon Marine and Camp 

 COMPUTER-AIDED PROBLEM 
 15. SALES PROMOTION 

 As a community service, disc jockeys from radio station 
WMKT formed a basketball team to help raise money for local 
nonprofit organizations. The host organization finds or fields a 
competing team and charges $5 admission to the game. Money 
from ticket sales goes to the nonprofit organization. 

 Ticket sales were disappointing at recent games, averaging 
only about 300 people per game. When WMKT’s marketing 
manager, Bruce Miller, heard about the problem, he suggested 
using sales promotion to improve ticket sales. The PTA for the 
local high school—the sponsor for the next game—is interested 
in the idea but is concerned that its budget doesn’t include any 
promotion money. Miller tries to help them by reviewing his 
idea in more detail. 

 Specifically, he proposes that the PTA give a free T-shirt 
(printed with the school name and date of the game) to the 
first 500 ticket buyers. He thinks the T-shirt giveaway will cre-
ate a lot of interest. In fact, he says he is almost certain the 
promotion would help the PTA sell 600 tickets, double the 
usual number. He speculates that the PTA might even have a 
sellout of all 900 seats in the school gym. Further, he notes that 
the T-shirts will more than pay for themselves if the PTA sells 
600 tickets. 

 A local firm that specializes in sales promotion items agrees 
to supply the shirts and do the printing for $2.40 a shirt if the 
PTA places an order for at least 400 shirts. The PTA thinks the 
idea is interesting but wants to look at it more closely to see 
what will happen if the promotion doesn’t increase ticket sales. 

 CREATING MARKETING PLANS 
 The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Marketing Strategy” section. 
  a. What are Hillside’s advertising objectives? 
  b. What types of advertising and media are being proposed? Why are these types used and not others? 
  c. What type of copy thrust is recommended? Why? 
  d. What sales promotion activities are being planned? What are the goals of sales promotion? 
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To help the PTA evaluate the alternatives, Miller sets up a 
spreadsheet with the relevant information. 

  a. Based on the data from the initial spreadsheet, does the 
T-shirt promotion look like a good idea? Explain your 
thinking. 

  b. The PTA treasurer worries about the up-front cost of 
printing the T-shirts and wants to know where they would 
stand if they ordered the T-shirts and still sold only 300 
tickets. He suggests it might be safer to order the mini-
mum number of T-shirts (400). Evaluate his suggestion. 

  c. The president of the PTA thinks the T-shirt promotion will 
increase sales but wonders if it wouldn’t be better just 
to lower the price. She suggests $2.60 a ticket, which 
she  arrives at by subtracting the $2.40 T-shirt cost from 
the usual $5.00 ticket price. How many tickets would the 
PTA have to sell at the lower price to match the money 
it would make if it used the T-shirt promotion and actu-
ally sold 600 tickets? (Hint: Change the selling price in 
the spreadsheet and then vary the quantity using the 
Analysis feature.)           
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  Pricing Objectives 
and Policies  
  Twenty-  somethings   Adam Lowry and Eric Ryan shared a San 
Francisco apartment and an interest in starting a business. Back 
in 2000, after studying chemistry, Lowry was a climate scientist 
with a passion for sustainability. Ryan had studied marketing and 
he worked in the advertising business; his interest was design. 
While hanging out drinking beer and on road trips to the moun-
tains, the two talked about products they thought were cool 
and   uncool  —and what markets might be ripe for disruption.  

  They spotted opportunity in the $17 billion household clean-
ing product-market. They saw a mature market with little differ-
entiation among brands. Dealer brands were viewed as lower 
quality at lower prices. N  a  tional brands gave retailers price 
deals and advertising allowances in exchange for shelf space. 
Consumer promotion debated minor differences in cleaning ef-
ficacy, with coupons and sale prices used to woo sho  p  pers 
whose brand loyalty was more habit than commitment.  

  The external market environment sugges  ted a path build-
ing on the entrepreneurs’ strengths. Scientific studies 
showed that many household cleaning chemicals were not 
healthy over the long haul. The green movement was picking 
up steam. And mass merchandiser Target was successfully 
selling everyday items with a designer flair. Lowry and Ryan 
thought a line of stylish, sustainable products made with safe 
ingred  i  ents that “cleaned like heck and smelled like heaven” 
could find a niche in this market.  

  By 2001 Method Products was born. Lowry and Ryan 
tested batches of cleaning products they mixed in their bath-
tub and beer pitchers labeled “Do Not Drink.” They filled 
clear spray bottles with samples of their first four products—
cleaners for kitchen, shower, bath, and glass. Then they am-
bushed independent gr  o  cery store managers in early 
morning hours and pitched their products. That’s how the 
owner of Mollie Stone’s discovered Method. He was their 
first customer. Method placed an order with its contract 
man  u  facturer and produced its first large batches.  

  Later that summer, as sales began to take off, Ryan re- 
visited packaging design. Without money to adve  r  tise, he 
thought something unique would garner attention and inter-
est at point-of-purchase. Method approached well-known in-
dustrial designer,   Karim   Rashid, with a pitch to “reinvent soap.” 
Intrigued, Rashid came on board. Rashid’s designs got Method 
noticed. A lot of Method customers discover the brand in a 

store—they love the cool package and figure at least the soap 
looks good sitting on the counter. But cu  s  tomers find they also 
like how well the cleaners work and keep buying.  

  Method’s green promise also resonated. Method’s 
“ people against dirty” campaign told the brand’s story: most 
cleaners leave behind toxic chemical residues, leaving homes 
“dirty” after being cleaned. And when these chemicals go 
down the drain, they contaminate the natural environment. 
People against dirty got the message across to Method’s 
 target market.     Design and green proved to be powerful dif-
ferentiators and allowed Method to charge a price about 
20   percent   higher than leading brands.  

  Their first really big sale was to Target. Method’s stylish 
packaging was a perfect fit with Target’s market and its de-
sign focus. After successful test markets in San Francisco and 
Chicago, Target took Method nationwide. But Method doesn’t 
appeal to every retailer. For example,   Walmart   customers 
thought Method was too expensive, and the line was dropped.  

  In spite of its premium price, Method struggled for profit-
ability. Even with its success, by 2006 the brand had just a 0.5 
  percent   market share and less than $100 million in sales. Meth-
od’s production and operating costs were higher than giant, 
mega-brand competitors like Procter & Gamble; in fact, brands 
like Dawn sold in stores for less than Method’s cost to produce. 
Suppliers didn’t give Method the same quantity di  s  counts and it 
didn’t have similar manufacturing economies of scale.  

  Growth had other costs. For example, retailers and whole-
salers expected up-front cash payments or a few free cases 
of product before taking a chance on Method. New products 
are risky; retailers don’t know how much they’ll sell.  

  Fortunately for Method, its financial backers were initially 
concerned with market share and sales volume rather than 
profitability. So it could continue to invest in building support 
for the brand and developing i  n  novative new products.  

  Method’s innovations in the laundry category show how a 
little company can influence a big (make that huge) market. 
Back in 2004, it introduced laundry soap three times as concen-
trated as market leader   Tide. Some consumers thought Method 
was much more expensive than the larger bottles on the shelf. 
They took some educating; after learning about it, customers 
appreciated the convenience of the smaller bottle. Retailers im-
mediately recognized the value of lower handling costs and a 
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smaller shelf footprint (so they could stock more products) and 
pressured Method’s competitors to offer similar concentrates.  

  A few years later Method launched an improved laundry de-
tergent. Its “  smartclean   technology” was eight times the con-
centration of regular detergent. Moms could hold a 20-ounce 
bottle (fifty-loads) in one hand and their baby in the other. Those 
same Moms like the dye-free, hypo-allergenic free  1  clear ver-
sion, while other customers prefer the Fresh Air or Peony Blos-
som fragrances. Of course the detergent has an environmentally 
friendly, biodegradable formulation. A simple squirt system 
makes it easy to measure the 
right dose of detergent, al-
though those savings are lost 
on the majority of consumers 
who pour too much d  e  tergent 
into each load of laundry.  

  For price-sensitive shop-
pers, Method’s $15.49 list price 
($12.99 at Target) might not 
look like a great deal next to 
Target’s own Up & Up brand 
for $8.38 (75 loads of laundry) 
or Tide’s 100-ounce, 64-load 
jug at $11.99. Even  after a cou-
pon, a package bundled with 
fabric softener, or a refill with 
the Method pouch, cu  s  tomers 
pay more per load of laundry 
for Method. So why is Method 
growing?  

  Because Method’s whole marketing mix offers superior 
value to its narrow  target market. Customers might try Method 
because of its stylish packaging and green roots or maybe its 
clever advertising, sales prom  o  tion, and publicity efforts at-
tracted their attention. But Method’s customers buy again (and 
again) because its products clean well and they can find the 
brand where they shop, online or off. With Method’s focus, that 
little corner of the market where they’re cleaning up will surely 
keep growing.  1  

  LEARNING OBJECTIVES  

  The   Method   case demonstrates the importance of Price and how it interacts with the other 
marketing mix variables to create value and influence customer behavior. This chapter will 
help you better understand pricing objectives and policies that influence how firms make 
pricing decisions.  

  When you finish this chapter, you should be able to:  
   1     understand how pricing objectives should guide strategy planning for 

pricing decisions.  

   2     understand choices marketing managers must make about price flexibility.  

   3     know what a marketing manager should consider when setting the price 
level for a product in the early stages of the product life cycle.  

   4     understand the many possible variations of a price structure, including 
discounts, allowances, and who pays transportation costs.  

   5   understand the value pricing concept and its role in obtaining a 
competitive advantage   by   offering target customers superior value.  

 6       understand the legality of price level and price flexibility policies.  

   7     understand important new terms (shown in red).  

 Price Has Many Strategy Dimensions 

  Price is one of the four major strategy decision variables that a marketing 
 manager controls. Pricing dec  i  sions affect both the number of sales a firm 
makes and how much money it earns. Price is what a customer must give up to 
get the benefits offered by the rest of a firm’s marketing mix, so it plays a direct 
role in shaping cu  s  tomer value.  

    Guided by the company’s objectives, marketing managers develop specific 
pricing obje  c  tives.   See Exhibit 16-1.     These objectives drive decisions about key 
pricing policies: (1) how flex  i  ble prices will be, (2) the level of prices over the 
product life cycle, (3) to whom and when di  s  counts and allowances will be 
given, and (4) how transportation costs will be handled. After we’ve looked at 
these specific areas, we will discuss how they combine to impact cu  s  tomer value 
as well as laws that are relevant. In Chapter 17, we will discuss how prices are set.  

    It’s not easy to define price in real-life situations because price reflects many 
dimensions. People who don’t rea  l  ize this can make big mistakes.  

    Suppose you’ve been saving to buy a new car and you see in an ad that, after a 
$1,000 rebate, the base price for the new-year model is $16,494—5 percent lower 
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PRIC
E

Chapter 16
Pricing Objectives

and Policies

Chapter 17
Price Setting in the

Business World

Pricing objectives

 • Profit oriented
 • Sales oriented
 • Status quo
     oriented

Pricing policies

 • Price flexibility
 • Prices over the
      product life
     cycle
 • Discounts and
      allowances
 • Transportation
      costs

Pricing and
customer value

 • Value pricing
 • Meeting
     competition

Legal issues and
pricing policies

 • Minimum
     prices
 • List prices
 • Price fixing
 • Price
     discrimination

than the previous year. At first this might seem like a real bargain. However, your 
view of this deal might change if you found out you also had to pay a $400 trans-
portation charge and an extra $480 for an extended service warranty. The price 
might look even less attractive if you di  s  covered that the navigation system, side air 
bags, and   moonroof   that were stan-
dard   the previous year are now op-
tions that cost $1,900. The cost of the 
higher interest rate on the car loan 
and the sales tax on all of this might 
come as an unpleasant surprise too. 
Further, how would you feel if you 
bought the car anyway and then 
learned that a friend who just bought 
the exact same model got a much 
lo  w  er price from the dealer by using a 
broker he found on the Internet?  2  

  This example emphasizes that 
when a seller quotes a price, it is re-
lated to     some   assortment of goods 
and se  r  vices. So   Price   is the amount 
of money that is charged for “some-
thing” of value. Of course, price may 

The price equation: 
Price equals something 
of value  

Exhibit 16–1 
Strategy Planning and 
Pricing Objectives and 
Policies

IKEA’s clever—and carefully located—
promotional signs remind customers that its 
price is a good value compared to what they 
pay for other everyday goods and services.
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be called different things in different settings. Colleges charge tuition. Lan  d-
  lords collect rent. Motels post a room rate. Country clubs get dues. Banks ask for 
interest when they loan money. Airlines have fares. Do  c  tors set fees. Employees 
want a wage. People may call it different things, but   almost every business transac-
tion in our modern economy involves an e  x  change of money  —  the Price  —  for something.  

    The something can be a physical product in various stages of completion, with 
or without suppor  t  ing services, with or without quality guarantees, and so on. Or it 
could be a pure service—dry cleaning, a la  w  yer’s advice, or insurance on your car.  

    The nature and extent of this something determine the amount of money 
exchanged. Some cu  s  tomers pay list price. Others obtain large discounts or al-
lowances because something is   not   provided. Exhibit 16-2 summarizes some pos-
sible variations for consumers or users, and E  x  hibit 16-3 does the same for 
channel members. These variations are discussed more fully below, and then 
we’ll consider the customer value concept more fully—in terms of competitive 
advantage. But here it should be clear that Price has many dimensions. How 
each of these dimensions is handled affects customer va  l  ue. If a customer sees 
greater value in spending money in some other way, no exchange will o  c  cur.  

Exchange

Price

List Price
Less:  Discounts
  •  Quantity
  •  Seasonal
  •  Cash
  •  Temporary sales
Less:  Allowances
  •  Trade-ins
  •  Damaged goods
Less:  Rebate and coupon value
Plus:  Transportation and taxes

Something of Value

Product
 •  Physical good
 •  Service
 •  Assurance of quality
 •  Repair facilities
 •  Packaging 
 •  Credit
 •  Warranty
 •  Psychic benefit
Place of delivery or when
available

Exhibit 16–2 Price Exchanged for Something of Value (as seen by consumers or users)

Price

List price
Less:  Discounts
 •  Quantity
 •  Seasonal
 •  Cash
 •  Trade or functional
 •  Temporary   deals”
Less:  Allowances
  •  Damaged goods
  •  Advertising
  •  Push money
  •  Stocking fees
Plus:  Transportation, taxes, 
tariffs, and costs of handling 
or disposal

“

Something of Value

Product
 •  Branded—well known
 •  Guaranteed
 •  Warranted
 •  Service—repair facilities
 •  Convenient packaging
     for handling
Place
 •  Availability—when and
        where
Promotion
 •  Promotion aimed at 
     end-user customers
Price
 •  Price-level guarantee
 •  Sufficient margin and
      inventory turns to allow
     for profit

Exchange

Exhibit 16–3 Price Exchanged for Something of Value (as seen by channel members)
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 Objectives Should Guide Strategy Planning for Price 

  Pricing objectives should flow from, and fit within, company-level and mar-
keting   objectives. Pricing obje  c  tives should be   explicitly stated   because they 
have a direct effect on pricing policies as well as the methods used to set 
prices.  Exhibit 16-4 shows the various types of pricing objectives we’ll 
 di  s  cuss.  

 Profi t-Oriented Objectives 

 Over the long term, and often over the short term, marketing managers should 
set objectives oriented toward making a profit. A  target return objective   sets a 
specific level of profit as an objective. Often this amount is stated as a percent-
age of sales or of capital investment. A large manufacturer like  Motorola might 
aim for a 15 percent return on investment. The target for Safeway and other 
supermarket chains might be a 1 percent return on sales.  

 A target return objective has administrative advantages in a large company. 
Performance can be compared against the target. Some companies eliminate 
divisions, or drop products, that aren’t yielding the target rate of return. For 
example, General Electric sold its small appliance division to Black & Decker 
because it felt it could earn higher returns in other product-markets. 

  Some managers aim for only satisfactory returns. They just want returns that 
ensure     the firm’s survival and convince stockholders they’re doing a good job. 
Similarly, some small family-run businesses aim for a profit that will provide a 
comfortable lifestyle.  3  

    Many private and public nonprofit organizations set a price level that will just 
r  e  cover costs. In other words, their target return figure is zero. For example, a 
government agency may charge m  o  torists a toll for using a bridge but then 
drop the toll when the cost of the bridge is paid.  

    Similarly, firms that provide critical public services—including many utilities, in-
surance co  m  panies, and defense contractors—sometimes pursue only satisfactory 

 LO 16.1 

 Target returns provide 
specific guidelines 

 Some just want 
satisfactory profits 

Growth in market
share

Meeting
competition

Nonprice
competition

Dollar or unit
sales growth

Maximize profits

Target return

Profit
oriented

Sales
oriented

Status quo
oriented

Pricing
objectives

Exhibit 16–4 
Possible Pricing 
Objectives
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long-run targets. They are well aware 
that the public expects them to set 
prices that are in the public interest. 
They may also have to face public or 
go  v  ernment agencies that review and 
approve prices.  4  

  A   profit maximization objective   seeks 
to get as much profit as possible. It 
might be stated as a d  e  sire to earn a 
rapid return on investment—or, more 
bluntly, to charge all the traffic will bear.  

    Pricing to achieve profit maximiza-
tion doesn’t always lead to high prices. 
Low prices may expand the size of the 
market and result in greater sales and 
profits. For example, when prices of 
cell phones were very high, only busi-
nesses and wealthy people bought 
them. When producers lowered 
prices, nearly ever  y  one bought one.  

    If a firm is earning a very large 
profit, other firms will try to copy or 
improve on what the company offers. 
Fr  e  quently, this leads to lower prices.  

 Sales-Oriented Objectives 

  A   sales-oriented objective   seeks some level of unit sales, dollar sales, or share of 
market—  without referring to profit.  

  Some managers are more concerned about sales growth than profits. 
They think sales growth a  l  ways leads to more profits. This sometimes makes 
sense over the short     term. For example, many Procter & Gamble brands in 
product categories like shampoo, soap, and diapers lost market share dur-
ing the recent recession. When the economy began to recover, P&G kept 
prices low and sacrificed profits in o  r  der to grow with the recovering econ-
omy. It might also work well when products are in the intr  o  ductory or early 
growth stages of the product life cycle. However, over the long term this 
kind of thinking causes problems when a firm’s costs are growing faster than 
sales. While some firms have periods of d  e  clining profits in spite of growth 
in sales, business managers should usually pay more atte  n  tion to profits, not 
just sales.  

    Some nonprofit organizations set prices to increase market share—precisely 
b  e  cause they are   not   trying to earn a profit. For example, many cities set low 
fares to fill up their buses, reduce traffic, and help the environment. Buses cost 
the same to run empty or full, and there’s more benefit when they’re full even 
if the total revenue is no greater.  

  Many firms seek to gain a specified share (percent) of a market. If a co  m  pany 
has a large market share, it may have better economies of scale than its com-
petitors. In a  d  dition, it’s usually easier to measure a firm’s market share than to 
determine if profits are being maximized.  

    A company with a longer-run view may aim for increased market share when 
the market is gro  w  ing. The hope is that future volume will justify sacrificing 

  Profit maximization can 
be socially responsible  

  Sales growth doesn’t 
necessarily mean big 
profits  

  Market share objectives 
are popular  

Some products have no direct competitors. 
If customers value those products, then 
firms will have more flexibility in choosing 
prices to maximize profits. After arriving at 
a theater, a moviegoer has no snack options 
beyond the theater’s snack bar.
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some profit in the short run. HP, Dell, and Acer have waged pricing battles in 
an effort to gain market share in the personal computer market. High market 
share offers economies of scale and negotiating power with suppliers. Co  m  pa-
nies as diverse as 3M and Coca-Cola look at opportunities in Eastern Europe 
and Southeast Asia this way.  

    Of course, market share objectives have the same limitations as straight sales 
growth o  b  jectives. A larger ma  r  ket share, if gained at too low a price, may lead 
to profitless “success.”  

 Status Quo Pricing Objectives 

 Managers satisfied with their current market share and profits sometimes adopt 
status quo objectives —don’t-rock-the- pricing -boat objectives. Managers may say 
that they want to stabilize prices, or meet competition, or even avoid competi-
tion. This don’t-rock-the-boat thinking is most common when the total market 
is not growing. 

  Sometimes firms in an industry make price changes very carefully—and only 
if others fo  l  low their lead. This tends to prevent price wars, which can drag 
down all firms’ profits. For example, the airline i  n  dustry typically raises prices 
collectively.     One airline might add a fuel surcharge—if the others do not fo  l  low, 
that airline backs off and all maintain the status quo.  

 A status quo pricing objective may be part of an aggressive overall marketing 
strategy focusing on  nonprice competition —aggressive action on one or more of 
the Ps other than Price. Some companies that sell through the Internet origi-
nally thought that they’d compete with low prices and still earn high profits 
from volume. However, when they didn’t get the sales volume they hoped for, 
they realized that there were also some nonprice ways to compete. For example, 
Zappos.com offers free shipping and guarantees that it will meet local shoe 
store prices. But it wins customers with its enormous selection of shoes, a web-
site that makes it easy for customers to find what they want, and excellent cus-
tomer service before and after the sale. 

  Don’t-rock-the-boat 
objectives  

  Or stress   nonprice   
competition instead  

Michelin wants its customers 
to know that its more efficient 
tires make them a good value. 
Lumension Security reminds 
customers of the high cost of 
lax computer security.
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 Most Firms Set Specifi c Pricing Policies—
To Reach Objectives 

 Price policies usually lead to  administered prices —consciously set prices. In 
other words, instead of letting daily market forces (or auctions) decide their 
prices, most firms set their own prices. They may hold prices steady for long 
periods of time or change them more frequently if that’s what’s required to 
meet objectives. 

 If a firm doesn’t sell directly to final customers, it usually wants to administer 
both the price it receives from intermediaries and the price final customers pay. 
After all, the price final customers pay will ultimately affect the quantity it sells. 

 Yet it is often difficult to administer prices throughout the channel. Other chan-
nel members may also wish to administer prices to achieve their own objectives. 
This is what happened to Alcoa, one of the largest aluminum producers. To re-
duce its excess inventory, Alcoa offered its wholesalers a 30 percent discount off its 
normal price. Alcoa expected the wholesalers to pass most of the discount along to 
their customers to stimulate sales throughout the channel. Instead, wholesalers 
bought  their  aluminum at the lower price but passed on only a small discount to 
customers. As a result, the quantity Alcoa sold didn’t increase much, and it still 
had excess inventory, while the wholesalers made much more profit on the alumi-
num they did sell. 5  

 Some firms don’t even try to administer prices. They just meet competition—
or worse, mark up their costs with little thought to demand. They act as if they 
have no choice in selecting a price policy. 

 Remember that Price has many dimensions. Managers usually  do  have 
many choices. They  should  administer their prices. And they should do it 
carefully because, ultimately, customers must be willing to pay these prices 
before a whole marketing mix succeeds. In the rest of this chapter, we’ll talk 
about policies a marketing manager must set to do an effective job of admin-
istering Price. 6  

 Price Flexibility Policies 

 One of the first decisions a marketing manager has to make is whether to use a 
one-price or a flexible-price policy. A  one-price policy    means offering the same 
price to all customers who purchase products under essentially the same condi-
tions and in the same quantities. The majority of U.S. firms use a one-price 
policy—mainly for administrative convenience and to maintain goodwill among 
customers. But that is changing thanks to technology and the ability to identify 
different customer segments to which a firm wishes to charge higher or lower 
prices. 

 A one-price policy makes pricing easier. But a marketing manager must be 
careful to avoid a rigid one-price policy. This can amount to broadcasting a 
price that competitors can undercut, especially if the price is somewhat high. 
One reason for the growth of mass-merchandisers is that conventional retailers 
rigidly applied traditional margins and stuck to them. This left an opportunity 
for mass-merchandisers to undercut conventional retailers on price, allowing 
them to gain market share. 

 A  flexible-price policy  means offering the same product and quantities to dif-
ferent customers at different prices. When computers are used to implement 
flexible pricing, the decisions focus more on what type of customer will get a 
price break. As firms learn how to analyze big data, more organizations are mov-
ing from a one-price policy to a flexible-price policy. 

  Administered prices 
help achieve objectives  

 LO 16.2 

 One-price policy—the 
same price for everyone 

  Flexible-price policy—
different prices for 
different customers  
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 Various forms of flexible pricing 
are more common now that most 
prices are maintained in a central 
computer database. Frequent 
changes are easier. You see this when 
supermarket chains give loyalty club 
cardholders reduced prices on 
weekly specials. The checkout scan-
ner reads the code on the package, 
and then the computer looks up the 
club price or the regular price de-
pending on whether a club card has 
been scanned. 

 Some marketing managers set up 
relationships with Internet companies 
whose ads invite customers to “set 
your own price.” For example, at www
.priceline.com, visitors specify the de-
sired schedule for a hotel. Hotels that 
use the site offer rooms that don’t ap-
pear to have high demand at deeply 
discounted prices. So for example, if 
a hotel is only expected to be half full 
next weekend, the hotel offers big dis-
counts through Priceline. Even at a discount, the hotel rooms can be profitable. 
It may appear that these marketing managers have given up on administering 
prices. Just the opposite is true. They are carefully administering a flexible 
price. They adapt the price based on supply and demand—offering few dis-
counts if the hotel is close to capacity and more discounts when demand is low. 

 Many firms use big data to more accurately identify target customers and of-
fer them particular prices depending on the firm’s marketing strategy. Many 
sources of big data can be read in real-time, so pricing “experiments” can be 
run. For example, an online retailer can cut prices for a day or even a few hours 
to see whether it stimulates demand and raises profits.  Another example of big 
data at work in real time is Office Depot.com’s adjustment of prices depending 
on a customer’s  browsing history and the physical location of the computer 
from which he is browsing.

Even  brick-and-mortar retailers will use knowledge of individual customers to 
offer targeted price discounts to certain customers. For example, a grocery store 
can identify a customer as she shops the store—using her cell phone signal. The 
store can then offer discounts to new or infrequent shoppers to encourage greater 
loyalty. On the other hand, the retailer may prefer to offer discounts to reward its 
best customers—and further cement loyalty. Retailers can then  follow those cus-
tomers’ future purchases to determine whether targeting one or both groups with 
discounts yields more profits. 

Dynamic pricing  offers products at a price that changes according to the level 
of demand, the type of customer, or the state of the weather. Big data can be 
used to more accurately predict future demand and adapt prices to maximize 
revenue and profit. So for example, airlines typically adjust prices over time. If 
United Airlines sees that early morning Tuesday flights from St. Louis to Miami 
are not selling well, the airline can lower the price to stimulate demand— 
perhaps encouraging some flyers to fly out on Tuesday morning instead of 
 Monday night when there are fewer available seats. It is better to sell some seats 
at a discount than to have the flight leave with half the seats empty. 

  Pricing databases make 
flexible pricing easier  

  Big data helps managers 
make the most of 
flexible pricing  

  Dynamic pricing means 
prices change with 
demand  

Carnival’s marketing managers use flexible 
pricing, including discounts for members of 
the AARP who are over age 50.
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 Sports teams are increasing ticket revenue by analyzing big data and imple-
menting dynamic pricing. For example, the San Francisco Giants baseball team 
adjusts ticket prices to maximize attendance and revenue for each game. Ticket 
prices for each seat at each game can be adjusted after crunching numbers that 
examine past ticket sales, the day of the week, time of the game, the opposing 
team’s record, the pitching match-up, the going price at ticket resale sites like 
StubHub, and even the weather forecast. The Giants were expecting an addi-
tional $5 million in revenue the first year using the system. Other teams are 
following the Giants’ lead. 7  

 Flexible pricing is most common in the channels, in direct sales of business 
products, and at retail for expensive shopping products. Retail shopkeepers in 
less-developed economies typically use flexible pricing—shopkeepers start with 
high prices but bargain to try to make a sale at a price the customer will accept 
while still providing maximum profit to the seller. These situations usually involve 
personal selling, not mass selling. The advantage of flexible pricing is that the 
salesperson can adjust price—considering prices charged by competitors, the re-
lationship with the customer, and the customer’s bargaining ability. Flexible-price 
policies often specify a  range  in which the actual price charged must fall. 8  

  Some sales reps let price-cutting become a habit. This can lead to a lower 
price level and lower profit. A small price cut may not seem like much; but keep 
in mind that all of the revenue that is lost would go to profit. If sale  s  people for 
a producer that usually earns profits equal to 20 percent of its sales cut prices by 
an average of about 10 pe  r  cent, profits would drop by half! See Exhibit 16-5.  

  Flexible pricing does have disadvantages. A customer who finds that ot  h  ers 
paid lower prices for the same marketing mix will be unhappy. This can cause 
real conflict in channels. For example, the Winn-Dixie s  u  permarket chain 
stopped carrying products of some suppliers who refused to give Winn-Dixie 
the same prices available to chains in other regions of the country.   Similarly, 
comp  a  nies that post different prices for different segments on a website that all 
can see often get co  m  plaints.  

    If buyers learn that negotiating is in their interest, the time needed for bar-
gaining will i  n  crease. This can increase selling costs and reduce profits. It can 
also frustrate customers. For e  x  ample, most auto dealers use flexible pricing 

  Salespeople can adjust 
prices to the situation  

 Too much price-cutting 
erodes profits 

  Disadvantages of 
flexible pricing  

$20

$40

$60

Cost per unit 5 $80

$100
list price

$90 discount
price (after

10% price cut)

10% price cut
reduces profit
from $20 to $10,
a 50% drop
in profit

$100
Profit

$10

$20

Exhibit 16–5 
Impact of Price Cut 
on Profit
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and bargain for what they can get. Inexperienced consumers, r  e  luctant to 
 bargain, often pay hundreds of dollars more than the dealer is willing to accept. 
By contrast, CarMax has earned high cu  s  tomer-satisfaction ratings by offering 
 haggle-weary co  n  sumers a one-price policy.  9  

 Price-Level Policies—Over the Product Life Cycle 

  Marketing managers who administer prices must consciously set a price-level 
policy. As they enter the ma  r  ket, they have to set introductory prices that may 
have long-run effects. They must consider where the pro  d  uct life cycle is and 
how fast it’s moving. And they must decide if their prices should be above, be-
low, or somewhere in between relative to the market.  

    Let’s look for a moment at a new product in the market introduction stage of 
its product life cycle. There are few (or no) direct substitute marketing mixes. 
So the price-level decision should focus first on the nature of market demand. 
A high price may lead to higher profit from each sale but also to fewer units 
sold. A lower price might appeal to more potential customers. With this in 
mind, should the firm set a high or low price?  

  A   skimming price policy   tries to sell the top (skim the cream) of a ma  r  ket—the 
top of the demand curve—at a high price before aiming at more price-sensitive 
cu  s  tomers. Skimming may maximize profits in the market introduction stage for 
an innovation, especially if there are few substitutes or if some customers are not 
price sens  i  tive. Skimming is also useful when you don’t know very much about 
the shape of the demand curve. It’s sometimes safer to start with a high price 
that can be reduced if custo  m  ers balk.  

  Some critics argue that firms should not try to maximize profits by using a 
skimming policy on new pro  d  ucts that have important social consequences—a 
patent-  protected, life-saving drug or a technique that i  n  creases crop yields, for 
exa  m  ple. Many of those who need the product may not have the money to buy 
it. This is a serious concern. However, it’s also a ser  i  ous problem if firms don’t 
have any incentive to take risks and d  e  velop new products.  10  

  A skimming policy usually involves a slow reduction in price over time. See 
E  x  hibit 16-6. Note that as price is reduced, new target markets are probably be-
ing sought. So as the price level steps down the demand curve, new Place, Prod-
uct, and Promotion pol  i  cies may be needed too.  

    When McCaw Cellular Communications—the firm that pioneered cellular 
phone service and was later bought out by AT&T—first came on the market, it 
set a high price. Each wireless minute cost about $1, and customers had to pay 
about $675 for a large, clunky phone. McCaw used dealers to sell the premium-
priced packages because they could explain the value of the system and get 
 orders. They mainly ta  r  geted firms that gave phones to their on-the-go execu-
tives and salespeople. Many of these customers were not price sensitive because 
no good su  b  stitute was available. However, that changed as other cellular pro-
viders came into the market. To improve the value of its offering, McCaw 
bought large quantities of phones from Motorola at low cost and then pac  k  aged 
them with a service contract at a high discount. As the market grew, economies 
of scale kicked in and McCaw cut prices even more. McCaw also did more ad-
vertising and star  t  ed to sell cellular services through a variety of retail outlets, 
including mass-merchandisers. These Prom  o  tion and Place changes cut selling 
costs and helped reach the growing number of families who wanted cell service. 
Free weekend and evening minutes for consumers when demand from bus  i  ness 
customers was low sweetened the deal. In addition, prices on phones had come 

 LO 16.3 

 Skimming pricing—
feeling out demand at a 
high price 

  Skimming has critics  

  Price moves down the 
demand curve  
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down so much that retailers gave away a phone with a one-year service 
 contract—and offered family plans where additional family members were 
added to a contract for about $10 each. By then, AT&T was relying more heavily 
on television advertising that e  n  couraged customers to sign up at an AT&T 
store or at the AT&T website—which helped cut channel markups from the sell-
ing price. Promotion and discounting became even more aggressive as cell 
phone se  r  vices merged, but AT&T was able to build its share because it was the 
exclusive service provider for A  p  ple’s hot   iPhone  . However, Sprint didn’t just 
roll over and let AT&T win the compet  i  tion for the growing number of   smart-
phone   users. Rather, it slashed the total costs of using   smartphones   with its 
“Simply Ever  y  thing” plan. For $99 a month it o  f  fered customers unlimited talk-
ing, web browsing, text, picture and video messaging, music downloads, and 
even 150 radio stations. As this example suggests, as the skimming price in the 
market changes, it is often accompanied by a series of changes in marketing 
strategy, not just a ste  p  ping down of prices.  11  

  A   penetration pricing policy   tries to sell the whole market at one low price. 
This approach might be wise when the elite market—those willing to pay a 
high price—is small. This is the case when the whole demand   curve is fairly 
elastic. See Exhibit 16-6. A penetration policy is even more attractive if selling 
larger quant  i  ties results in lower costs because of economies of scale. Penetr  a-
  tion pricing may be wise if the firm expects strong compet  i  tion very soon after 
introduction.  

    Sony relied on penetration pricing when it battled with Toshiba to introduce 
a next-generation optical disc player. Sony’s   Blu  -ray format and Toshiba’s HD-
DVD format were inco  m  patible formats. Sony had to win market acce  p  tance 
quickly. If Toshiba’s HD-DVD format became the standard, Sony’s investment to 
develop and promote   Blu  -ray would go down the drain.  

    To motivate buyers, Sony cut the price on its   Blu  -ray players to the bone. Ge  t-
  ting adoptions quickly was critical because studios would distribute movies in 
the format most popular with co  n  sumers. Sony saw an opportunity to kick-start 
its efforts by including a   Blu  -ray disc drive in its PS3 third-generation game con-
sole. When it came out in late 2006, the PS3 was more expensive than compet-
ing consoles because it had more power and a   Blu  -ray drive. However, Sony 

  Penetration pricing—get 
volume at a low price  

Exhibit 16–6 Alternative Introductory Pricing Policies

Price Price
“Skim the cream” pricing

Firm tries to sell
at a high price
before aiming at
more price-
sensitive
consumers

Quantity Quantity

Initial
skimming

price

Second
price

Final
price

Penetration pricing

Firm tries to sell the
whole market at one
low price

Penetration
price
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priced it b  e  low its current production cost. This move was part of Sony’s pene-
tration pricing plan for   Blu  -ray. All the PS3 consoles that Sony sold that Christ-
mas co  n  tributed to economies of scale and lower prices on the regular   Blu  -ray 
players. In addition, all of the excited people who clamored to buy PS3s for 
their favorite games also used them for their   Blu  -ray movies. This added to So-
ny’s   Blu  -ray market share with consumers and gave it an advantage with studios. 
By spring of 2008, Sony had a clear lead and Toshiba threw in the towel on its 
HD-DVD fo  r  mat.  12  

    Of course, even a low penetration price doesn’t keep competitors out of a 
market permanently. Pro  d  uct life cycles do march on. However, a firm that gets 
a head start in a new market can often maintain its a  d  vantage.  

  Low prices do attract customers. Therefore, marketers often use     introduc-

tory price dealing  —temporary price cuts—to speed new products into a mar-
ket and get customers to try them. However, don’t confuse these   temporary
price cuts with low penetration prices. The plan here is to raise prices as soon 
as the intr  o  ductory offer is over. By then, hopefully, target customers will have 
decided it is worth buying again at the regular price. I  n  troductory price deal-
ing should be part of a larger marketing strategy. For example, some develop-
ers of software applications (or “apps”) for   smartphones  , like those sold on 
A  p  ple’s iTunes, know that getting onto the store’s list of “Top Apps” gets at-
tention, which drives sales. So some app makers price the app low at launch to 
e  n  courage sales, which moves it up the rankings. Then they raise prices to 
optimize pro  f  its.  

    Established competitors often choose not to meet introductory price 
 dealing—as long as the intr  o  ductory period is not too long or too successful. 
However, some competitors match introdu  c  tory price deals with their own 
short-term sale prices to discourage customers from shopping around.  

  We’ve been talking about the price level of a firm’s product. But a nation’s 
money also has a price level—what it is worth in some other currency. For ex-
ample, on April 16, 2011, one U.S. dollar was worth 0.61 British pounds. In 
other words, the exchange rate for the British pound against the U.S. dollar 

Introductory price 
dealing—temporary 
price cuts  

When trade occurs 
across national 
boundaries, exchange 
rates affect prices  

Marketers often use 
introductory price dealing—in 
the form of temporary price 
cuts, introductory coupons, or 
trade-in allowances—to speed 
new products into a market.
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was 0.61. E  x  hibit 16-7 lists exchange rates for money from several countries over 
a number of years. From this exhibit you can see that exchange rates change 
over time—and sometimes the changes are signif  i  cant. For example, on April 
16, 2005, a U.S. dollar was worth 42.89 Thai baht; just three years later the U.S. 
dollar was worth 27 percent less—only 31.44 Thai baht.  

    As the following example shows, exchange rate changes can have a signifi-
cant effect on internatio  n  al trade and how a firm’s price is viewed by customers 
in an overseas market. Jacquelyn Tran started BeautyEncounter.com, an online 
retail cosmetics website, in 1999. Before long, her d  o  mestic business was doing 
well and she was also attracting some sales from the United Kingdom, France, 
Germany, Japan, Ca  n  ada, and Latin America. Her sales to international cu  s-
  tomers grew at an even faster rate after 2005 as the U.S. dollar weakened 
against other curre  n  cies (see Exhibit 16-7). You can see why this would happen 
by looking at the change in the e  x  change rate of the euro against the dollar. In 
April of 2005, the exchange rate for the euro against the dollar was 0.92, so a 
customer living in Europe paid 92 euros to purchase $100 worth of beauty sup-
plies. Three years later, the exchange rate had dropped to 0.63, so at that point 
it cost the customer only 63 euros to purchase the same $100 worth of supplies. 
So, from the perspe  c  tive of a European customer, the change in the exchange 
rate over that time p  e  riod had the same effect as a price cut. Yet many   of those 
customers didn’t just buy the same beauty supplies and pocket the extra 29 
euros. Instead, they co  n  tinued to spend the same amount in their home cur-
rency (92 euros), which in 2008 was equal to $146. In e  f  fect, these customers 
increased the size of their orders from Beauty Encounter by 46 percent (from 

$100 to $146). The shift 
in e  x  change rates also 
made the firm’s cosmet-
ics cheaper relative to 
competing cosmetics re-
tailers in Europe, and 
that attracted new over-
seas custo  m  ers.  

    Beauty Encounter’s 
export business bene-
fited from exchange 
rates from 2005 to 2008. 

But by 2011 the exchange rate for the euro had climbed to 0.69. If a European 
customer continued to spend the same amount in 2011 as she did in 2008 (92 
euros), then she would be purchasing just $133 worth of goods, not $146 as in 
2008. The change in rates   had   a negative impact on Beauty Encounter’s sales 
because   it amoun  t  ed   to a price hike.  13  

Exhibit 16–7 
Exchange Rates for 
Various Currencies 
against the U.S. Dollar 
over Time

Number of Units of Base Currency per U.S. Dollar*

Base currency 2005 2008 2011 2013

British pound 0.64 0.50 0.61 0.65

Thai baht 42.89 31.44 30.13 28.96

Japanese yen 120.04 101.40 83.30 97.85

Australian dollar 1.64 1.06 0.95 0.96

Canadian dollar 1.46 1.00 0.96 1.02

Euro 0.92 0.63 0.69 0.76

* Units shown are for April 16th in each year.

Internet Exercise

There is a website (www.x-rates.com) that converts 
one country’s currency to another. Go to the website, 
click on “Currency Calculator,” and determine how 
much $100 U.S. is worth in Thai bahts, British pounds, 
and euros. How do those numbers compare with April 
2013 (see Exhibit 16-7)?
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 Discount Policies—Reductions from List Prices 

 Most price structures are built around a base price schedule or list price.  Basic 

list prices  are the prices final customers or users are normally asked to pay for 
products. In this book, unless noted otherwise, list price refers to basic list price. 

 In Chapter 17, we discuss how firms set these list prices. For now, however, 
we’ll consider variations from list price and why they are made. 

  Discounts   are reductions from list price given by a seller to buyers who either 
give up some marketing fun  c  tion or provide the function themselves. Discounts 
can be useful in marketing strategy planning. In the fo  l  lowing discussion, think 
about what function the buyers are giving up, or providing, when they get each 
of these discounts.  

  Quantity discounts   are discounts offered to encourage customers to buy in 
larger amounts. This lets a seller get more of a buyer’s business, or shifts some of 
the storing function to the buyer, or reduces shipping and selling costs—or all of 
these. There are two kinds of quantity discounts: cumulative and noncumulative.  

    Cumulative quantity discounts   apply to purchases over a given period—such as 
a year—and the di  s  count usually increases as the amount purchased increases. 
Cumulative discounts e  n  courage   repeat   buying by reducing the customer’s cost 
for additional purchases. This is a way to develop loyalty and o  n  going relation-
ships with cu  s  tomers. For example, a Lowe’s lumberyard might give a cumula-
tive quantity discount to a building contractor who is not able to buy all of the 
needed materials at once. Lowe’s wants to reward the contractor’s patronage 
and di  s  courage shopping around.  

    A cumulative quantity discount is often attractive to business customers who 
don’t want to run up their inventory costs. They are rewarded for buying large 
quantities, even though individual orders may be smaller.  

    Noncumulative quantity discounts   apply only to individual orders. Such dis-
counts e  n  courage larger orders but do not tie a buyer to the seller after that 
one purchase. Lowe’s lumbe  r  yard may 
resell insulation products made by sev-
eral competing producers. Owens-
Corning might try to encourage 
Lowe’s to stock larger quantities of its 
pink insulation by offering a noncu-
mulative quantity discount.  

  Seasonal discounts   are discounts of-
fered to encourage buyers to buy ear-
lier than present d  e  mand requires. If 
used by a manufacturer, this discount 
tends to shift the sto  r  ing function fur-
ther along in the channel. It also tends 
to even out sales over the year. For ex-
ample,   Kyota   offers wholesalers a lower 
price on its garden til  l  ers if they buy in 
the fall, when sales are slow.  

    Service firms that face irregular de-
mand or excess capacity often use sea-
sonal discounts. For exa  m  ple, some 
tourist attractions, like ski resorts, of-
fer lower wee  k  day rates when atten-
dance would otherwise be down.  

 LO 16.4 

  Prices start with a list 
price  

 Discounts are reductions 
from list price 

 Quantity discounts 
encourage volume 
buying 

 Seasonal discounts—buy 
sooner 

Customers who buy six applications of 
Frontline Plus flea protection get two more 
for free—essentially a quantity discount of 
25 percent.
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  Most sales to businesses are made on credit. The seller sends a bill (invoice) 
by mail or electron  i  cally, and the buyer’s accounting department processes it 
for payment. Some firms depend on their suppliers for te  m  porary working 
 capital (credit). Therefore, it is very important for both sides to clearly state the 
terms of payment—including the availability of cash discounts—and to under-
stand the commonly used payment terms.  

    Net   means that payment for the face value of the invoice is due immediately. 
These terms are som  e  times changed to net 10 or net 30, which means payment 
is due within 10 or 30 days of the date on the i  n  voice.  

    Cash discounts   are reductions in price to encourage buyers to pay their bills 
quickly. The terms for a cash di  s  count usually modify the net terms.  

    2/10, net 30   means the buyer can take a 2 percent discount off the face value 
of the invoice if the i  n  voice is paid within 10 days. Otherwise, the full face value 
is due within 30 days. And it usually is stated or understood that an interest 
charge will be added after the 30-day free-credit period.  

  Smart buyers carefully evaluate cash discounts. A discount of 2/10, net 30 may 
not look like much at first. But the buyer earns a 2 percent di  s  count for paying the 
invoice just 20 days sooner than it should be paid anyway. By not taking the dis-
count, the company in effect is borrowing at an annual rate of 36 pe  r  cent. That is, 
assuming a 360-day year and dividing by 20 days, there are 18 periods during which 
the company could earn 2 pe  r  cent—and 18 times 2   equals   36 percent a year.  

  Some firms help buyers who cannot afford to pay for their products all at once 
by offering some form of installment plan. Installment involves making small pa  y-
  ments over time—usually with interest payments built in. This approach has been 
used to open rural markets in the d  e  veloping countries of Africa and Latin 
 America to portable solar e  n  ergy. Many of these rural villages are located off the 
electric grid and rely on kerosene lamps for light. Kerosene isn’t a healthy or eco-
nomic alternative to electricity—but until r  e  cently, many of these customers had 
little choice. When low-cost solar power first became available, these cu  s  tomers 
couldn’t afford the $50–100 cost to install a small rooftop system. Then many solar 
suppliers d  e  veloped installment plans. Customers might pay $10 for install  a  tion 
and then $1.50 a week (half the price of kerosene) for perhaps a year or two.  14  

  Take cars, for example.   M  any are leased—where consumers pay a monthly 
fee over a spec  i  fied time period (usually three years). A monthly payment of 
$199 a month sounds more affordable to most consumers than buying the car 
for $21,495. Of course at the end of three years, the person leasing a car has to 
pu  r  chase it or return it, while the purchaser still owns their car.  

  Credit sales are also important to retailers.   Credit cards are the most com-
mon method for custo  m  ers to pay over time.     Retailers usually accept credit 
cards from services such as Visa or Maste  r  Card and pay a percent of the revenue 
from each credit sale for the se  r  vice. Some retailers also have aggressive promo-
tions to sign up customers for their own credit cards b  e  cause customers that 
carry a store’s credit card may spend more money at the store. Generous credit 
terms, such as “no interest or payments for one full year” do stimulate sales. 
However, credit that is too easy exposes retailers to the risk of losses when the 
economy turns down.  

  There are also ethical concerns about credit card companies and retailers 
that make it too easy for consumers to buy things they really can’t afford. The 
problem becomes worse when an unpaid balance on a credit card carries a very 
high interest rate. This can significantly increase the price a co  n  sumer pays. 
Even worse, it leaves many low-income consumers trapped in debt.  

 Payment terms and cash 
discounts set payment 
dates 

 Why cash discounts are 
given and should be 
evaluated 

  Some customers pay 
over time  

  Leases lower the 
perceived price  

 Consumers say 
“charge it” 

 Credit cards raise 
ethical and legal 
concerns 
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    College students have traditionally been a target market for credit cards—in 
part because credit card issuers covet customers who don’t have any previous 
card loyalties. Of course many st  u  dents also arrive at college with no job, no in-
come, few assets, and a sparse credit report. Wooed with free food or gifts, many 
sign up for cards and return home with significant debt. So the U.S. Congress 
passed the Credit CARD Act   of 2009, which offers protections for college-age 
st  u  dents. Anyone under 21 must now have a cosigner or prove they can repay 
any debt.  15  

 A  trade (functional) discount  is a list price reduction given to channel mem-
bers for the job they are going to do. A manufacturer, for example, might allow 
a retailer a 30 percent trade discount from the suggested retail list price to 
cover the cost of carrying inventory and providing knowledgeable salespeople 
to demonstrate the manufacturer’s products. Similarly, the manufacturer might 
allow wholesalers a  chain  discount of 30 percent and 10 percent off the sug-
gested retail price. In this case, the wholesalers would be expected to pass the 
30 percent discount on to retailers. 

  A   sale price   is a temporary discount from the list price. Sale price discounts 
encourage immediate buying. In other words, to get the sale price, customers 
give up the convenience of buying when they want to buy and i  n  stead buy when 
the seller wants to sell.  

    Special sales provide a marketing manager with a quick way to respond to 
changing market cond  i  tions without changing the basic marketing strategy. For 
e  x  ample, a retailer might use a sale to help clear extra inventory or to meet a com-
pe  t  ing store’s price.  

    In recent years, sale prices and deals have become much more common. Some 
retailers have sales so often that consumers just wait to purchase when there’s a sale. 
Others check out a web-
site like www. fatwallet
.com to figure out where 
the product they want is 
already on sale. At first it 
may seem that consum-
ers benefit from all this. 
But prices that change 
constantly erode brand 
lo  y  alty.  

    To avoid these prob-
lems, some firms   that 
sell   consumer conve-
nience products offer 
everyday low pricing  —

 Trade discounts are 
often set by tradition 

 Special sales reduce list 
prices—temporarily 

Sale prices encourage 
consumers to purchase 
products immediately. To get 
the sale price, customers give 
up the convenience of buying 
when they want to buy and 
instead buy when the seller 
wants to sell.

Internet Exercise

camelcamelcamel (camelcamelcamel.com) is a website 
that automatically tracks prices at Amazon.com. The site 
allows users to track prices, showing a product’s price 
history for a year or more into the past. Users can also 
ask to be sent an e-mail alert when the price drops to a 
certain level. Go to Amazon.com and find a popular toy 
(pick one that has been out at least a year). Copy the 
URL (web address) for that toy and paste it into the bar 
at the top of the camelcamelcamel site. How much has 
the price varied in the last year? What was the highest 
price? Lowest price? Current price?
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setting a low list price rather than relying on frequent sales, discounts, or allow-
ances. Some supe  r  markets use this a  p  proach.  

    Sale prices should be used carefully, consistent with well-thought-out pric-
ing objectives and policies. A marke  t  ing manager who constantly uses tempo-
rary sales to adjust the price level probably has not done a good job setting the 
normal price or creating a marketing mix that offers sustainable competitive 
a  d  vantage.  16  

 Allowance Policies—Off List Prices 

  Allowances  , like discounts, are given to final consumers, business customers, or 
channel me  m  bers for doing something or accepting less of something.  

  Advertising allowances   are price reductions given to firms in the channel to en-
courage them to advertise or otherwise promote the supplier’s products locally. 
For exa  m  ple, Sony might give an allowance (3 percent of sales) to its retailers. 
They, in turn, are expected to spend the allo  w  ance on local advertising.  

  Stocking allowances  —sometimes called   slotting allowances  —are given to an 
intermediary to get shelf space for a product. For example, a producer might 
offer a retailer cash or free merchandise to stock a new item. Stoc  k  ing allow-
ances are   commonly   used to get supermarket chains to handle new products. 
Supermarkets are more willing to give space to a new product if the supplier 
will offset their handling costs and risks. With a big stocking allowance, the 
intermediary makes extra profit—even if a new product fails and the pr  o  ducer 
loses money.  17  

  Push money (or prize money) allowances  —sometimes called   PMs   or   spiffs  —are 
given to r  e  tailers by manufacturers or wholesalers to pass on to the retailers’ 
salesclerks for aggressively selling ce  r  tain items. PM allo  w  ances are used for new 
items, slower-moving items, or higher-margin items.   They are often used for 
pushing furniture, clothing, consumer electronics, and cosmetics. A sale  s  clerk, 
for example, might earn an additional $5 for each new model Panasonic DVD 
player sold.  

  A   trade-in allowance   is a price reduction given for used products when simi-
lar new products are bought. Trade-ins give the marketing manager an easy 
way to lower the effective price without r  e  ducing list price.   Sometimes pro-
ducers want to get older products off the market or move them to a new mar-
ket. Apple  o  f  fered trade-in incentives for its   iPhones   and shipped the older 
models to developing countries that could not afford the higher price of a 
new phone.  

  Some Customers Get Something Extra  

 Many producers and retailers offer discounts (or free items) through coupons 
distributed in packages, mailings, print ads, at the store, or online. By present-
ing a coupon to a retailer, the consumer is given a discount off list price. The 
fastest-growing distribution approach is online—where consumers can search 
for coupons and print them out, send them to their cell phone, or directly add 
them to their store loyalty card. This is especially common in the consumer 
packaged goods business—but the use of price-off coupons is also growing in 
other lines of business. 

 Advertising allowances—
something for 
something 

 Stocking allowances—
get attention and shelf 
space 

 PMs—push for cash 

 Bring in the old, ring up 
the new—with trade-ins 

 Coupons—more for less 
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 Retailers are willing to redeem producers’ coupons because it increases their 
sales and they usually are paid for the trouble of handling the coupons. For 
 example, a retailer that redeems a 50 cents off coupon might be repaid 75 cents. 18

 Most coupons offer discounts of $.50 to $1.00—which isn’t enough to move 
some customers to action. So “Deal-of-the-Day” websites like Groupon and Liv-
ing Social offer customers real bargains—often half off or more. The bargain 
offers come from local businesses—usually retailers, restaurants, or service 
 providers—and arrive in daily e-mails customers sign up to receive. Customers 
must purchase the deal 
that day—perhaps buy-
ing a certificate for $180 
worth of auto detailing 
services for $90. Busi-
nesses offering these big 
discounts hope to attract 
new customers who will 
make future purchases 
at regular prices or pur-
chase more than the 
amount on the certifi-
cate. But marketers 
should be careful with 
such promotions; many 
deal-seekers are only 
loyal to the next deal—
and not the business 
 offering it. 

 Some firms offer  rebates —refunds paid to consumers after a purchase. Some-
times the rebate is very large. Some automakers offer rebates of $500 to $6,000 
to promote sales of slow-moving models. Rebates are also used on lower-priced 
items, ranging from Duracell batteries to Logitech webcams and Paul Masson 
wines. Rebates give a producer a way to be certain that final consumers actually 
get the price reduction. If the rebate amount were just taken off the price 
charged intermediaries, they might not pass the savings along to consumers. 

    But rebates have their critics. While rebates prompt many consumers to make 
a purchase, many r  e  bates—even high-value rebates—are never redeemed. A few 
years ago TiVo offered a $100 holiday season rebate, but half of the consumers 
eligible failed to even request their rebate. For many customers the pape  r  work 
and hassle d  e  ter them; others simply forget after they leave the store. The grow-
ing consumer backlash against rebates and the threat of government regul  a  tion 
have prompted many firms to drop rebates from their marketing strat  e  gies.  19  

 Coupons, deals and rebates can help marketing managers attract new custom-
ers or move customers who are interested in a product to take action and buy. 
However, many marketing managers want to sell not only to customers looking 
for a bargain but also to customers willing to pay full price. But it’s hard for a 
firm to appeal to both groups with the same price. For instance, if a firm persists 
in offering only higher prices, then sales are lost to the price-sensitive customer 
who wants only the lowest price. On the other hand, if a firm lowers its prices to 
appeal to the bargain hunters, then profits will be low from all customers—even 
those willing to pay a higher price. 

 To appeal to both groups and maximize profits, many firms now offer a variety of 
coupons, deals, and rebates. These discounts are an effective way to segment the 
market. For example, bargain hunters are willing to spend the time and energy 

 “Deal-of-the-Day” sites 
give big discounts 

 Rebates—cash back 

 Coupons, deals, and 
rebates can segment the 
market 
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necessary to find discounts—before purchasing the firm’s products—and probably 
would not purchase without them. This makes the discounts a useful part of the 
price equation for these shoppers. But other customers will still pay full price be-
cause they value the whole marketing mix. They don’t need the added incentive of 
a deal and won’t look for the discounts. As a result, a marketing manager can in-
crease total profits by segmenting the market and targeting each group separately. 

A pricing consultant has suggested that your firm set a premium price for the paper-shred-
ding machines it sells through office equipment stores—but that there be a $20 mail-in rebate 
with each unit. The consultant says his research shows that, when an office shredder wears 
out, it’s usually the administrative assistant who is sent to buy a replacement. The consultant 
says that many of these buyers will pick your firm’s shredder, in spite of the higher price, so 
that they can pocket the rebate. At the end of his report he says, “This is an accepted way to 
motivate the decision maker. Think about all those executives who rack up frequent-flier 
miles on business trips and then use the free tickets they get for family vacations.” Your boss 
has left the decision up to you. Would you follow the consultant’s advice? Why or why not?E
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 List Price May Depend on Geographic Pricing Policies 

  Retail list prices sometimes include free delivery. Or free delivery may be of-
fered to some custo  m  ers as an aid to closing the sale. But deciding who pays the 
freight charge is more important on sales to business cu  s  tomers than to final 
consumers because    more money is involved. Purchase orders usually specify 
place, time, method of delivery, freight costs, insurance, handling, and other 
charges. There are many possible variations for an imaginative marketing ma  n-
  ager, and some specialized terms have developed.  

  A commonly used transportation term is   F.O.B.  —which means “free on board” 
some vehicle at some place. Typically a location is associated with F.O.B. and often 
the terms “F.O.B. shipping point” or “F.O.B. dest  i  nation” are used. Whatever 
place is listed refers to the point where title passes from the seller to the buyer. So 
F.O.B. shipping point means that the buyer has responsibility as soon as the prod-
uct is loaded onto a v  e  hicle at the seller’s point of shipment (perhaps its ware-
house). The buyer then pays the cost of shipping, insurance, and other costs from 
the point of shipping. When something is shipped F.O.B. destin  a  tion, title does 
not pass to the buyer until the product is delivered. The seller has respons  i  bility 
for shipping costs and any damage that might occur in shipping.  

    F.O.B. shipping point pricing simplifies the seller’s pricing—but it may nar-
row the market. Since the delivered cost varies depending on the buyer’s loca-
tion, a customer located farther from the seller must pay more and might buy 
from closer suppliers.  

Zone pricing   means making an average freight charge to all buyers within 
specific geographic a  r  eas. The seller pays the actual freight charges and bills 
each customer for an average charge. For example, a company in Canada might 
divide the United States into seven zones,   then   bill all cu  s  tomers in the same 
zone the same amount for freight even though a  c  tual shipping costs might vary.  

    Zone pricing reduces the wide variation in delivered prices that results from 
an F.O.B. shi  p  ping point pricing po  l  icy. It also simplifies transportation charges.  

Uniform delivered pricing   means making an average freight charge to all buy-
ers. It is a kind of zone pri  c  ing—an entire country may be considered as one 
zone—that includes the average cost of delivery in the price. Uniform delivered 

 F.O.B. pricing is easy 

 Zone pricing smooths 
delivered prices 

 Uniform delivered 
pricing—one price to all 
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pricing is most often used when (1) transportation costs are rel  a  tively low and 
(2) the seller wishes to sell in all geographic areas at one price, perhaps a na-
tio  n  ally advertised price.  

  When all firms in an industry use F.O.B. shipping point pricing, a firm usu-
ally competes well near its shi  p  ping point but not farther away. As sales reps 
look for business fa  r  ther away, delivered prices rise and the firm finds itself 
priced out of the market.  

    This problem can be reduced with   freight-absorption pricing  —which means 
a  b  sorbing freight cost so that a firm’s delivered price meets that of the nearest 
co  m  petitor. This amounts to cutting list price to appeal to new market seg-
ments. Some firms look at international markets this way; they just figure that 
any profit from export sales is a b  o  nus.  

 Pricing Policies Combine to Impact Customer Value 

 We’ve discussed pricing policies separately so far, but from the customer’s 
view they all combine to impact customer value. So when we talk about Price 
we are really talking about the whole set of price policies that define the real 
price level. On the other hand, superior value isn’t just based on having a 
lower price than some competitor but rather on the whole marketing mix. 

  Smart marketers look for the combination of Price decisions that results in 
value pricing.   Value pricing  means setting a fair price level for a marketing mix 
that really gives the target market superior customer value. 

    Value pricing doesn’t necessarily mean cheap if cheap means bare-bones or 
low-grade. It doesn’t mean high prestige either if the prestige is not accompa-
nied by the right quality goods and services. Rather, the focus is on the custom-
er’s requir  e  ments and how the whole marketing mix meets those needs.  

    Honda is a firm that has been effective with value pricing. It has different mar-
keting mixes for di  f  ferent target markets. From the $15,000 Fit to the $36,000 
S2000 Roadster and $40,000 four-wheel drive Pilot, Honda offers high quality at 
reasonable prices. Among fast-food resta  u  rants, Wendy’s was one of the first to 
create a Dollar Menu. This has helped to give it a reputation for value pricing.  

 Freight-absorption 
pricing—competing on 
equal ground in another 
territory 

 LO 16.5 

 Look at Price from the 
customer’s viewpoint 

 Value pricing leads to 
superior customer value 

In today’s competitive 
markets, a marketing manager 
must look for ways to enhance 
customer value from the firm’s 
marketing mix. L.L. Bean uses 
free shipping and the U.S. 
Post Office offers the 
simplicity and convenience of 
shipping to any state for one 
low rate.

per61043_ch16_438-467.indd Page 459  20/12/13  10:04 PM user per61043_ch16_438-467.indd Page 459  20/12/13  10:04 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



460

    Companies that use value pricing deliver on their promises. They try to give 
the consumer plea  s  ant surprises—like an unexpected service—because it in-
creases value and builds customer lo  y  alty. They return the price if the customer 
isn’t completely satisfied. They avoid unrealistic price levels—prices that are 
high only because consumers already know the brand name. They build rela-
tionships so customers will come back time and again.  

  Some marketing managers miss the advantages of value pricing. They’ve 
heard economists say that in pe  r  fect competition it’s foolish to offer products 
above or below the market price. But most firms     don’t   ope  r  ate in pe  r  fect compe-
tition where what firms offer is exactly the same.  

    Most operate in monopolistic competition, where products and whole mar-
keting mixes are   not   e  x  actly the same. This means that there are pricing  options. 
At one extreme, some firms are clearly above the market—they may even brag 
about it. Tiffany’s is well known as one of the most expe  n  sive jewelry stores in 
the world. Other firms emphasize below-the-market prices in their marketing 
mixes. Prices offered by discounters and mass-merchandisers, such as   Walmart   
and Tesco, illu  s  trate this approach. They may even promote their pricing policy 
with catchy slogans like “guara  n  teed lowest prices.”  

  In making price decisions and using value pricing, it is important to clearly 
define the     relevant target ma  r  ket   and   competitors   when making price co  m  parisons.  

    Consider   Walmart   prices again from this view.   Walmart   may have lower prices 
on electronics pro  d  ucts like flat-panel televisions, but it offers less expertise from 
the store’s sales staff, less selection, and no help installing or setting up a new 
television.   Wa  l  mart   may appeal to budget-oriented shoppers who compare prices 
  and   value among different mass-merchandisers. But a specialty electronics store 
appeals to di  f  ferent customers and may not even be a direct competitor!  

    A producer of flat-panel televisions with this point of view may offer the spe-
cialty electronics store models that are not available to   Walmart  —to ensure that 
custo  m  ers don’t view price as the only difference between the two stores. Further, 
the sp  e  cialty store needs to clearly communicate to its target market   how   it offers 
superior value.   Walmart   is certainly going to communicate that it offers low 
prices. If that’s all customers hear, they will see no differences between retailers 
except for price. The specialty retailer must emphasize its expertise, selection, or 

 There are Price choices 
in most markets 

 Value pricers define the 
target market and the 
competition 

Wendy’s $.99 Everyday Value 
Menu communicates value to 
its customers.
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the superior perfor-
  m  ance of its product 
line—so that target cus-
tomers who value these 
differences know where 
to find them.  

  In a mature market 
there is downward pres-
sure on both prices and 
profit margins. More-
over, di  f  ferentiating the 
value a firm offers may 
not be easy when com-
petitors can quickly 
copy new ideas. Extend-
ing our flat-panel ex-
ample, if our   speciality   
store is in a city with a 
number of similar stores 
with the same products, 
there may not be a way 
to convince consumers 
that one beats all of the 
others. In such circum-
stances there may be no 
real pricing choice 
other than to “meet the 
competition.” With profit margins a  l  ready thin, they would quickly disappear or 
turn into losses at a lower price. And a higher price would simply prompt co  m-
  petitors to promote their price adva  n  tage.  20  

    Even though competition can be intense, too many marketers give up too easily. 
They often can find a way to differentiate, even if it’s something that competitors 
dismiss as less important. For example, Ke  l  logg was facing soggy sales and tough 
competition in the dry cereal category. Dealer brands made price competition 
even tougher. However, when Kellogg added freeze-dried fruit to create Special K 
Red Berries, it attracted many customers away from competing brands. The berries 
did increase costs, but Kellogg’s pro  f  its still improved. In Europe, where price sen-
sitivity was greatest, Kellogg kept the price the same but r  e  duced the size of the 
Red Berries box. In the United States, the size of the box is standard but the price 
was increased enough to provide profit margins. Even though General Mills later 
copied the idea, Kellogg had a head start and quickly 
came out with other fruit-added cereals. And both 
producers benefited by having a way to differe  n  tiate 
from the low-price store brands in their category.  21  

    There may be little choice about Price in oligop-
oly situations. Pricing at the market—that is, meet-
ing competition—may be the only sensible policy. 
To raise prices might lead to a large loss in sales, 
unless competitors adopt the higher price too. And 
cutting prices would probably lead to similar reduc-
tions by competitors—downward along an inelastic 
industry demand curve. This can only lead to a de-
crease in total revenue for the industry and proba-
bly for each firm. The major ai  r  lines faced these 
problems recently.  

 Meeting competitors’ 
prices may be necessary 

Consumers often use websites like PriceGrabber.com that 
search for the best prices on particular items. When it’s easy 
for customers to compare prices, marketers must clearly 
communicate to the customer how the rest of the marketing 
mix is better and why it justifies a higher price.
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  Prices also influence how customers view quality. Without other information, 
most cu  s  tomers associate higher prices with a higher quality product. Market-
ing managers should be aware that charging lower pri  c  es than competitors 
might have a detrimental effect on how customers view relative product quality.  

  Online glasses retailer   Warby   Parker considered this issue when starting up. 
The first bus  i  ness plan called for selling eyeglasses that typically cost $500 for 
less than $50.   Warby   Parker figured it could be pro  f  itable at that price. How-
ever, upon reflection,   Warby   Parker’s founders worried that the dramatic 
price gap might adversely affect customer pe  r  ceptions of its product quality 
and optical-related services. Sure enough, research showed   Warby   Parker that 
prices below about $100 raised customer suspicions about the quality. So it 
priced its glasses at $95. It used some of the extra margin to offer better se  r-
  vice. For example, it created a “Home Try-On Program” that allows customers 
to request up to five frames, try them on for five days, and then return the 
frames, all at no cost to the customer. Even with online r  i  vals like   Zenni   Opti-
cal and GlassesUSA.com charging half of   Warby   Parker’s prices,   Warby   Parker 
continues to capture customers’ trust, and cons  e  quently, prosper.  

  There are times when the marketing manager’s hands are tied and there is 
little that can be done to differe  n  tiate the marketing mix. However, most mar-
keting managers do have choices—many choices. They can vary strategy deci-
sions with respect to all of the marketing mix variables, not just Price, to offer 
target cu  s  tomers superior value. And when a marketer’s hands are really tied, 
it’s time to look for new opportunities that offer more pro  m  ise.  

 Legality of Pricing Policies 

  This chapter discusses the many pricing decisions that must be made. However, 
some pricing decisions are li  m  ited by government legislation. The first step to 
understanding pricing legislation is to know the thinking of legislators and the 
courts. Our focus will be on U.S. legislation but most countries have similar 
laws. Still, ma  r  keting managers may find that some countries have more restric-
tive laws. Intel was fined $1.45 billion by European regulators for price discount-
ing practices that were used to keep competitors out of the ma  r  ket.  22  

  Unfair trade practice acts   put a lower limit on prices, especially at the whole-
sale and retail le  v  els. They have been passed in more than half the states in the 
United States. Selling below cost in these states is illegal. Wholesalers and retail-
ers are usually required to take a certain minimum percentage markup over 
their me  r  cha  n  dise-plus-transportation costs. The practical effect of these laws is 
to protect certain limited-line food retailers—such as dairy stores—from the 
kind of “rui  n  ous” competition supermarkets might offer if they sold milk as a 
leader, offe  r  ing it below cost for a long time.  

    The United States and most other countries control the minimum price of 
i  m  ported products with antidumping laws.   Dumping   is pricing a product sold in 
a foreign market below the cost of produ  c  ing it or at a price lower than in its 
domestic market. These laws are usually designed to protect the country’s do-
mestic producers and jobs. U.S. steelmakers have accused China of dumping 
and encouraged the U.S. gover  n  ment to take action.  

  In some industries, often where there is little competition, a state government 
may control prices. For exa  m  ple, many utilities—like   electric and gas  —have little 
or no co  m  petition to keep prices in check so states will usually have a board that 
governs the prices they charge. To assure all citizens have access to affordable 
a  u  to insurance, most states control auto insurance rates as well. Still, to maintain 
competition, there are se  v  eral important regulations in the pri  c  ing area.  

  Price and customer 
perceptions of quality  

 Value pricing fits with 
market-oriented 
strategy planning 

 LO 16.6 

 Minimum prices are 
sometimes controlled 

 Regulators can set 
prices 
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Phony list prices   are prices customers are shown to suggest that the price has 
been discounted from list. Some customers seem more interested in the sup-
posed discount than in the actual price. Most businesses, trade associations, and 
government age  n  cies consider the use of phony list prices unethical. In the 
United States, the FTC tries to stop such pricing—using the   Wheeler Lea Amend-

ment  , which bans “unfair or dece  p  tive acts in commerce.”  24  
    A few years ago, some electronics retailers were criticized on these grounds. 

They’d adve  r  tise a $300 discount on a computer when the customer signed up 
for an Internet service provider, but it might not be clear to the consumer that 
a three-year commitment—costing over $700—was r  e  quired.  

  Difficulties with pricing—and violations of pricing legislation—usually occur 
when competing ma  r  keting mixes are quite similar. When the su  c  cess of an en-
tire marketing strategy depends on price, there is pressure (and temptation) to 
make agreements with compet  i  tors (conspire). And   price fixing  —competitors 
getting together to   raise  , lower, or stabilize prices—is common and relatively 
easy.   But it is also completely ill  e  gal in the United States  . It is considered “conspiracy” 
under the Sherman Act and the Federal Trade Commission Act. To discourage 

 You can’t lie about 
prices 

 Price fixing is illegal—
you can go to jail 

Compact fluorescent light (CFL) bulbs have quickly be-
come a popular way for consumers to save money, energy, 
and planet Earth—if quickly means 35 years or so. General 
Electric (GE) invented the modern CFL in response to the 
1973 oil crisis, but GE did not see CFL bulbs as a profitable 
opportunity and put the project on hold. A few years later 
its design leaked out and the first CFL bulbs came on the 
market in the 1980s. These early bulbs were bulky and 
didn’t fit traditional light sockets; they also had an orange 
hue that made the light harsh. And in case customers were 
not bothered by these disadvantages, each bulb cost over 
$20. Needless to say, few consumers were beating down 
retailers’ doors to buy CFLs.

Since then, the value equation has changed a lot. Cur-
rent technology allows CFLs to screw into existing light 
fixtures—so consumers don’t face extra costs and hassles 
to switch bulbs. The quality of the light is now very similar 
to that of the incandescent bulbs that CFL bulbs are de-
signed to replace. Even so, consumers may still get sticker 
shock when they see the $3.00 price tag. That’s about six 
times what they expect to pay for a traditional bulb. Yet, 
CFL bulbs are a better buy because they last 10 times lon-
ger. They also use a lot less electricity, which can save a 
customer up to $40 on each bulb. Using less electricity 
also saves the planet; in one year each CFL bulb puts 
about 180 pounds less carbon dioxide emissions into the 
atmosphere.

There are still some drawbacks. Compared to incandes-
cent bulbs, CFLs don’t get to full brightness as quickly, 
don’t dim as well, and contain small amounts of mercury—
an environmental hazard that requires special handling. 
Yet most consumers who learn about the pros and cons of 
CFL bulbs see buying them as a no-brainer. Utility compa-
nies see them that way too. Because the bulbs reduce the 
overall demand for electricity, there’s less need to build 
expensive new power plants. In light of that, some utilities 
subsidize half of the price that consumers pay for CFLs.

Environmentalists around the world salute efforts like 
these and are also pressing for new laws to support CFLs, 
limit incandescents, or spur new alternatives. More than a 
dozen countries, including the United States, Finland, and 
Pakistan, have passed such laws. U.S. regulations call for a 
phase out of incandescents between 2012 and 2020, but 20 
percent of all incandescents have already been replaced 
with CFLs—and that percentage is growing rapidly as more 
people understand the value they get when they purchase 
them. Looking to the future, the U.S. Department of Energy 
ran a competition to spur lighting manufacturers to develop 
even better lighting solutions. Philips won the $10 million “L 
Prize” by developing a new bulb based on LED (light emit-
ting diode) technology. The new bulb consumes just 10 
watts of energy and produces more light than a standard 60 
watt bulb—and they say it will last 27.4 years if used 3 hours 
a day. At $60 each these new bulbs have not flown off store 
shelves. As economies of scale kick in, prices should fall and 
the value of LED bulbs will increase—making the new bulbs 
more convenient and better for the planet, too.23

A Brighter Way to Save
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price fixing, both comp  a  nies and individual managers are held responsible. In 
a recent case, an exec  u  tive at Archer Daniels Midland (ADM) Company was 
sentenced to three years in jail and the co  m  pany was fined $100 million.  25  

    Different countries have different rules concerning price fixing, and this has 
created problems in i  n  ternational trade. Japan, for example, allows price fixing, 
esp  e  cially if it strengthens the position of Japanese producers in world markets.  

  Manufacturers usually suggest a retail list price and then leave it up to retail-
ers to d  e  cide what to charge in their local markets. In fact, until recently the 
courts prohibited manufacturers from imposing a minimum price at which 
their goods could be sold. This was viewed as a form of price fixing and a viola-
tion of the Sherman Antitrust Act. Ho  w  ever, the ruling in a recent Supreme 
Court case changes that. The case involved   Leegin   Creative Leather Products 
and Kay’s   Kloset  , a retailer that had been discounting   Leegin’s   handbags. To 
prevent the di  s  counting,   Leegin   stopped selling to Kay’s   Kloset  . Kay’s   Kloset   
brought suit and said that retailers should be free to set their own prices—
which, in turn, would keep prices lower for consumers. However,   Leegin   argued 
that its strategy focused on building the reputation of its brand with excellent 
se  r  vice and advertising. Its   retailers     coudn’t   provide that level of service and 
promotion if they didn’t charge a price that offered a suff  i  cient profit margin. 
  Leegin   also argued that if one retailer ignored the strategy and cut its price on 
  Leegin   products, other retailers would follow suit—and soon the retailers 
wouldn’t be able to provide the backing   Leegin   bags needed to compete. The 
court ruling, which su  p  ported   Leegin  , marks an important change because it 
gives manufacturers more power to control retail pri  c  ing.  26  

  Price level and price flexibility policies can lead to price discrimination. The 
  Robinson-  Patman   Act   (of 1936) makes illegal any   price discrimination  —selling the 
same products to different buyers at different pri  c  es—  if it injures competition.   
The law does permit some price differences—but they must be based on (1) cost 
differences or (2) the need to meet competition. Both buyers and sellers are 
consi  d  ered guilty if they know they’re entering into discriminatory agre  e  ments.  

  Firms in businesses as varied as transportation services, book publishing, and 
auto parts have been charged with violations of the Robinson-  Patman   Act in 
recent, nationally publicized cases. Competitors who have been i  n  jured by a vio-
lation of the law have incentive to go to court because they can receive a settle-
ment that is three times larger than the damage su  f  fered.  

    The Robinson-  Patman   Act allows a marketing manager to charge different 
prices for similar pro  d  ucts if they are   not   of “like grade and quality.” But the FTC 
says that if the physical characte  r  istics of a product are similar, then they are of like 
grade and quality. A landmark U.S. Supreme Court ru  l  ing against the Borden 
Company upheld the FTC’s view that a well-known label   alone   does not make a 
product different from one with an unknown label. The company agreed that the 
canned milk it sold at di  f  ferent prices under different labels was basically the same.  

    But the FTC’s victory in the Borden case was not complete. The U.S. Court of 
Appeals found no e  v  idence of injury to competition and further noted that there 

could be no injury unless Borden’s price 
diffe  r  ential exceeded the “recognized con-
sumer appeal of the Borden label.” How to 
measure “consumer a  p  peal” was not 
spelled out, so producers who want to sell 
several brands—or dealer brands at lower 
prices than their main brand—probably 
should offer physical differences, and dif-
ferences that are really useful.  27  

 Producers may set 
minimum retail prices 

 U.S. antimonopoly laws 
ban price discrimination 
unless . . . 

 What does “like grade 
and quality” mean? 
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  The Robinson-  Patman   Act allows price differences if there are cost differences—
say, for larger quantity shipments or because intermediaries take over some of the 
physical distribution functions. But justifying cost differences is a difficult job. And 
the justification must be developed   before   di  f  ferent prices are set. The seller can’t 
wait until a competitor, disgruntled customer, or the FTC brings a charge. At that 
point, it’s too late.  28  

  Under the Robinson-  Patman   Act, meeting a competitor’s price is permitted 
as a defense in price discrimin  a  tion cases. A major objective of antimonopoly 
laws is to protect competition, not co  m  petitors. And “meeting compet  i  tion in 
good faith” still seems to be legal.  

  Some firms violate the Robinson-  Patman   Act by providing push money, a  d  ver-
tising allowances, and other promotion aids to some customers and not others. 
The act prohibits such special allo  w  ances,     unless they are made available to all cu  s-
  tomers on “proportionately equal” terms.  29  

  Because price discrimination laws are complicated and penalties for viola-
tions heavy, many business ma  n  agers follow the safest course by offering few or 
no quantity di  s  counts and the same cost-based prices to     all   customers. This is   too   
conservative a reaction. But when firms consider price differences, they may 
need a lawyer i  n  volved in the discussion!  

 Can cost analysis justify 
price differences? 

 Can you legally meet 
price cuts? 

 Special promotion 
allowances might not be 
allowed 

 How to avoid 
discriminating 

  price  ,   441  

 target return objective,  443  

 profit maximization objective,  444  

 sales-oriented objective,  444  

  status   quo objectives,   445  

 nonprice competition,  445  

 administered prices,  446  

 one-price policy,  446  

 flexible-price policy,  446  

 skimming price policy,  449  

 penetration pricing policy,  450  

 introductory price dealing,  451  

 basic list prices ,   453  

  discounts  ,   453  

 quantity discounts,  453  

 cumulative quantity discounts,  453  

  noncumulative     quantity   discounts,   453  

  seasonal   discounts,   453  

  net  ,   454  

  cash   discounts,   454  

  2/10, net 30,   454  

  KEY TERMS   LO 16.7 
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  The Price variable offers an alert marketing manager 
many possibilities for varying marketing mixes. This chapter 
began by discussing how a firm’s pricing objectives may be 
oriented toward profit, sales, or mai  n  taining the status quo. 
Clear pri  c  ing objectives help in making decisions about the 
firm’s important pricing policies.  

    This chapter discussed the pros and cons of flexible pric-
ing and some of the approaches that firms use to implement 
it. It also considered the initial price level decision—  skim   the 
cream or penetr  a  tion—that the marketing manager must 
make with new products at the introductory stage of their 
life cycle. We also discussed a variety of ways that market-
ing managers adjust the basic list price under different cir-
cumstan  c  es—by using different types of discounts, 
allowances, and transport  a  tion costs. These policies need to 
be clearly defined by the marketing manager.  

    The chapter described how the different components of 
price are traded off against the other marke  t  ing mix vari-
ables to create something of value for the customer. We 
also discussed value pri  c  ing and how to create a competi-
tive advantage by offering customers superior value—which 
isn’t the same as just offering lower and lower prices.  

    Pricing comes under greater scrutiny from the law than 
some other marketing mix variables. So it is important to 
unde  r  stand key legal constraints that influence pricing 
decisions.  

    This chapter provided a foundation for understanding 
the objectives and policies that guide pricing decisions. This 
inform  a  tion provides input into the price-setting process, 
which we describe in greater detail in the following chapter 
when we look at both cost- and demand-oriented a  p-
  proaches to pricing.  

CONCLUSION  
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 trade (functional) discount,  455  

 sale price,  455  

 everyday low pricing,  455  

  allowances  ,   456  

 advertising allowances,  456  

  stocking   allowances,   456  

  push   money (or prize money) 
allowances,   456  

  trade-in   allowance,   456  

  rebates  ,   457  

  F.O.B,   458  

 zone pricing,  458  

  uniform   delivered pricing,   458  

  freight-absorption   
pricing,   459  

  value   pricing,   459  

 unfair trade practice 
acts,  462  

  dumping  ,   462  

 phony list prices,  463  

  Wheeler Lea Amendment,   463  

 price fixing,  463  

 Robinson-Patman Act,  464  

  price   discrimination,   464  

 QUESTIONS AND PROBLEMS 
   1.   Identify the strategy decisions a marketing manager must 

make in the Price area. Illustrate your a  n  swer for a local 
retailer.  

   2.   How should the acceptance of a profit-oriented, a sales-
oriented, or a status quo–oriented pricing o  b  jective affect 
the deve  l  opment of a company’s marketing strategy? Illus-
trate for each.  

   3.   Distinguish between one-price and flexible-price policies. 
Which is most appropriate for a hardware store? Why?  

   4.   What pricing objective(  s  ) is a skimming pricing policy most 
likely implementing? Is the same true for a penetration 
pricing policy? Which policy is probably most appropriate 
for each of the following pro  d  ucts: (  a  ) a new type of home 
lawn-sprinkling sy  s  tem, (  b  ) a skin patch drug to help smok-
ers quit, (  c  ) a DVD of a best-selling movie, and (  d  ) a new 
children’s toy?  

   5.   How would differences in exchange rates between differ-
ent countries affect a firm’s decisions co  n  cerning the use 
of flexible-price policies in different foreign markets?  

   6.   Are seasonal discounts appropriate in agricultural busi-
nesses (which are certainly se  a  sonal)?  

   7.   What are the effective annual interest rates for the follow-
ing cash discount terms: (  a  ) 1/10, net 20; (  b  ) 1/5, net 10; and 
(  c  ) net 25?  

   8.   Why would a manufacturer offer a rebate instead of lower-
ing the suggested list price?  

   9.   How can a marketing manager change a firm’s F.O.B. terms 
to make an otherwise competitive ma  r  keting mix more at-
tractive?  

   10.   What type of geographic pricing policy is most appropri-
ate for the following products (spe  c  ify any assumptions 

necessary to obtain a definite answer): (  a  ) a chemical by-
product, (  b  ) nationally advertised candy bars, (  c  ) rebuilt 
auto parts, and (  d  ) tric  y  cles?  

   11.   How would a ban on freight absorption (that is, requiring 
F.O.B. factory pricing) affect a pr  o  ducer with substantial 
economies of scale in production?  

   12.   Give an example of a marketing mix that has a high price 
level but that you see as a good value. Briefly explain what 
makes it a good value.  

   13.   Think about a business from which you regularly make pur-
chases even though there are co  m  peting firms with similar 
prices. Explain what the firm offers that improves value 
and   keeps   you coming back.  

   14.   Cite two examples of continuously selling above the mar-
ket price. Describe the situations.  

   15.   Explain the types of competitive situations that might lead 
to a meeting-competition pricing po  l  icy.  

   16.   Would consumers be better off if all nations dropped their 
antidumping laws? Explain your thinking.  

   17.   How would our marketing system change if manufacturers 
were required to set fixed prices on   all   products sold at 
retail and   all   retailers were required to use these prices? 
Would a manufa  c  turer’s marketing   mix be easier to de-
velop? What kind of an o  p  eration would retailing be in this 
situation? Would consumers receive more or less service?  

   18.     Is price discrimination involved if a large oil company sells 
gasoline to taxicab associations for 2 1/2 cents less than 
the price charged to retail service stations? The gas sold 
to the cab ass  o  ciations will be resold to taxi drivers.   What 
happens if the cab associations resell gasoline not only to 
taxicab oper  a  tors but also to the general public?  
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  CREATING MARKETING PLANS  
  The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Veterinary Clinic. Look 

through the “Marketing Strategy” section.  

  a.   A veterinary clinic located in another town gives its customers a 10 percent discount on their next vet bill if they refer a new 
pet owner to the clinic. Do you think that this would be a good idea for Hillside? Does it fit with Hillside’s strategy?  

  b.   The same clinic offered customers a sort of cumulative discount—an end-of-year refund if their total spending at the clinic 
exceeded a certain level. That clinic sees it as a way of being nice to people whose pets have had a lot of problems. Do you 
think that this is a good idea for Hillside? Why or why not?  
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 SUGGESTED CASES 
 13. AAA Office World    25. Long Beach Plastics 

 COMPUTER-AIDED PROBLEM 
  16.     CASH DISCOUNTS  

  Joe   Tulkin   owns   Tulkin   Wholesale Co. He sells paper, tape, file 
folders, and other office supplies to about 120 retailers in nearby 
cities. His average retailer-customer spends about $900 a month. 
When   Tulkin   started business in 1991, competing wholesalers were 
giving retailers invoice terms of 3/10, net 30.   Tulkin   never gave 
the issue much thought—he just used the same invoice terms 
when he billed customers. At that time, about half of his custom-
ers took the discount. Recently, he noticed a change in the way 
his customers were paying their bills. Checking his records, he 
found that 90 percent of the retailers were taking the cash di  s-
  count. With so many retailers taking the cash discount, it seems 
to have become a price reduction. In add  i  tion,   Tulkin   learned that 
other wholesalers were changing their invoice terms.  

    Tulkin   decides he should rethink his invoice terms. He knows 
he could change the percent rate on the cash discount, the 
number of days the discount is offered, or the number of days 
b  e  fore the face amount is due. Changing any of   these,   or any 
combin  a  tion, will change the interest rate at which a buyer is, in 
effect, borrowing money if he does not take the discount. 

  Tulkin   d  e  cides that it will be easier to evaluate the effect of dif-
ferent invoice terms if he sets up a spreadsheet to let him 
change the terms and quickly see the effe  c  tive interest rate for 
each change.  

   a.   With 90 percent of   Tulkin’s   customers now taking the dis-
count, what is the total monthly cash discount amount?  

   b.   If   Tulkin   changes his invoice terms to 1/5, net 20, what in-
terest rate is each buyer paying by not taking the cash dis-
count? With these terms, would fewer buyers be likely to 
take the discount? Why?  

   c.     Tulkin   thinks 10 customers will switch to other wholesalers 
if he changes his invoice terms to 2/10, net 30, while 60 
percent of the remaining customers will take the discount. 
What i  n  terest rate does a buyer pay by not taking this cash 
discount? For this situ  a  tion, what will the total gross sales 
(total invoice) amount be?   The total cash discount?     The 
total net sales receipts after the total cash discount?   Com-
pare   Tulkin’s   current situation with what will happen if he 
changes his invoice terms to 2/10, net 30.   
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  Price Setting in     the 
Business World  
 Back in the 1990s, American consumers saw Samsung as a 
second-tier producer of commodity electronics. In the U.S. it 
was known for cheap microwave ovens and color  televisions—
little more. The company operated on thin  margins—and even 
lost money during the Asian economic  crisis in the late 1990s. 
Samsung figured it could earn higher margins if it could 
develop more product lines and differentiate each more 
clearly. Samsung decided to re-position itself as a high-quality 
producer known for innovation and design. 

 Samsung set up design studios around the world, devel-
oped a more globally oriented corporate culture, and fo-
cused on getting new technology to market more quickly. 
This change in strategy worked. Samsung is now the largest 
consumer electronics company in the world—with the leading 
market share in many product categories and a reputation 
for quality and design. The TV market is a microcosm of 
many changes in Samsung and consumer electronics. So let’s 
look at how the TV market has evolved and how it has influ-
enced Samsung’s strategy planning, especially pricing. 

 Samsung was a major player in the LCD panel market in 
the 1990s—producing the LCD panels that go into computer 
monitors and the first flat-panel televisions. In fact, Samsung 
sold LCD panels to many of its competitors in the TV market. 
Because it was costly to produce the larger LCD panels 
needed for televisions, prices were high. By 2001, the aver-
age price for flat-panel TVs was about $10,000. At this price, 
demand was limited. Flat screens were mostly sold by com-
mercial audio-video suppliers to business customers. 

 As prices came down over the next few years, consumer 
demand grew and Samsung started to distribute its flat-
panel TVs through electronics chains such as Best Buy and 
Circuit City. That helped to bring down selling costs and 
more importantly, economies of scale in production kicked in 
to further lower costs and prices. 

 Anticipating rapid growth in the television market, suppli-
ers of LCD panels invested billions of dollars in new factories 
to make panels for the ever-expanding range of TV screens. 
LCD suppliers (including Samsung) wanted to protect those 
investments so they secretly met to set prices (and were 
later found guilty of price fixing). Even those efforts didn’t 

keep prices of LCD panels from dropping as suppliers des-
perately tried to capture sales through pricing incentives, 
though they probably fell slower than might have otherwise 
been expected in a perfectly competitive market. 

 By 2005, the price of a 30-inch high-definition Samsung 
LCD television had dropped below $3,000. Still, with a simi-
lar size tube-style television available for less than $800, the 
size of the consumer market for LCD televisions remained 
limited. On the other hand, the new technology had strong 
support from retailers, who enjoyed the 30 percent margins 
they earned on LCD TVs. Samsung kept pushing technology 
boundaries and gained a name for itself with its ultra-thin 
LCD TVs. Its reputation for quality was also starting to turn 
around. And because Samsung was vertically integrated and 
produced the LCD panels for its own TVs, its costs were 
lower than most of its competitors. Samsung used this advan-
tage to offer low prices and build market share. 

 Over the next couple of years, Samsung experienced new 
competition from almost 100 upstart TV makers. Vizio proved 
to be one of the most successful. It handled design and mar-
keting itself, but left production to contract manufacturers in 
China. As a result, its overhead costs were less than 1 percent 
of sales; Samsung’s overhead costs were 10 to 20 percent of 
sales. To gain market share, Vizio settled for slim profit margins 
of just 2 percent, much lower than Samsung’s desired returns. 
Vizio didn’t try to offer a TV that had the most advanced video 
standards or technology. Rather, it just tried to have a TV in its 
product line in each of the most popular sizes. This strategy 
gave Vizio a significant price advantage on the retail floor and 
helped it gain distribution in discount stores like Walmart and 
Costco. Vizio did virtually no advertising. The promotion job 
was left to retailers who found they could easily draw in cus-
tomers with Vizio’s low prices. 

 Retailers pressured TV makers, like Samsung, to cut 
prices too. This caused a price war, after which the price of 
LCD flat screens continued to tumble and dropped 40 per-
cent in less than a year. Over time, most of the low-priced 
competitors left the market and prices stabilized. Samsung 
and Sony then tried to reduce competition for their retailers 
by imposing a minimum price strategy. While many of the 
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 Price Setting Is a Key Strategy Decision 

  In Chapter 16 we discussed the idea that pricing objectives and policies should 
guide pricing dec  i  sions. We d  e  scribed different dimensions of the pricing deci-
sion and how they combine to create value for customers. This chapter builds 
on those concepts—all of which influence price setting—and gives you addi-
tional frameworks that will help you understand how marketing managers set 
prices. See Exhibit 17-1.  

    There are many ways to set prices. But, for simplicity, they can be reduced to two 
basic approac  h  es—  cost-oriented   and   demand-oriented   price setting. We will discuss 
cost-oriented a  p  proaches first because they are most common. Also, understand-
ing the problems of relying on a cost-oriented a  p  proach shows why a marke  t  ing 
manager must consider customer demand and price sensitivity to make good Price 
decisions. We conclude the chapter with a discussion of some special price-setting 
issues—pricing full lines of pro  d  ucts, bid pricing, and n  e  gotiated pricing.  

 retailers were pleased to have the higher margins, Samsung 
eventually allowed retailers to compete on price—fearing it 
would lose share to Panasonic and Vizio. And soon retailers 
complained of “selling $2,000 TVs and making $10.” 

 The ongoing focus on price in this market threatened to turn 
TVs into a commodity—where brand and features didn’t matter, 
only price. To maintain economies of scale, Samsung offers a full 
line of TVs. For example, it has 55” TVs that sell from less 
than  $1,000 to over $3,000. 
 Samsung wants to move con-
sumers to the higher priced 
models in its line, where its 
margins are higher. So it lis-
tens to customers and tries to 
anticipate their needs. For 
 example, its “smart TVs” have 
built-in Internet connections 
and apps to allow for easy 
viewing of services like Hulu, 
Vudu, and Netflix. As another 
example, consumers kept 
 asking for thinner flat-panel 
TVs—and Samsung kept 
 delivering the thinnest mod-
els on the market. Samsung 
was also the first TV maker to 
offer a curved screen. Yet not 
all  innovations appeal to 
enough consumers to be 
deemed  successful. While 
Samsung was one of the first 
TV makers to jump into 
3D TVs, consumers haven’t 
bought into this  innovation. 

 Communicating the benefits of new features has been 
a challenge for Samsung and others in this  market. 
 Samsung continues to be attacked from the low end by 
firms like Vizio, while also getting strong competition from 
Panasonic, Sony, and Sharp at the high end. Yet Samsung 
keeps effectively adapting its whole marketing strategy 
and keeps communicating and delivering value to its 
 target customers. 1  

  LEARNING OBJECTIVES  

  Ultimately, the price that a firm charges must cover the costs of the whole marketing mix or 
the firm will not make a profit. So it’s important for marketing managers to understand costs 
and how they relate to pricing. On the other hand, it doesn’t make sense to set prices based 
just on costs because customers won’t buy a product if they don’t think that it represents a 
good value for their money. So setting prices is not an easy task and marketing managers 
must carefully balance costs, customer price sensitivity, and other factors. This chapter will 
help you better understand these issues and how to evaluate them in setting prices.  

  When you finish this chapter, you should be able to:  
   1   understand how most wholesalers and retailers set their prices by using 

markups.  

   2   understand why turnover is so important in pricing.  

   3   understand the advantages and disadvantages of average-cost pricing.  

   4   know how to use break-even analysis to evaluate possible prices.  

   5   understand the advantages of marginal analysis and how to use it for 
price setting.  

   6   understand the various factors that influence customer price sensitivity.  

   7   know the many ways that price setters use demand estimates in their pricing.  

   8   understand how bid pricing and negotiated prices work.  

   9   understand important new terms (shown in red).  
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 Some Firms Just Use Markups 

  Some firms, including most retailers and wholesalers, set prices by using a 
markup  —a dollar amount added to the cost of products to get the selling price. 
For example, suppose that a CVS drugstore buys a bottle of Pert Plus shampoo 
and conditioner for $2.40. To make a profit, the drugstore obviously must sell 
Pert Plus for more than $2.40. If it adds $1.20 to cover operating expenses and 
provide a profit, we say that the store is marking up the item $1.20.  

  Markups, however, usually are stated as percentages rather than dollar 
amounts. And this is where confusion sometimes arises. Is a markup of $1.20 on 
a cost of $2.40 a markup of 50 percent? Or should the markup be figured as a 
percentage of the selling price—$3.60—and therefore be 33 1⁄3  percent? A clear 
de  f  inition is necessary.  

Unless otherwise stated,   markup (percent)   means the percentage of selling 
price that is added to the cost to get the selling price. So the $1.20 markup on 
the $3.60 selling price is a markup of 33 1⁄3  percent. Markups are related to sell-
ing price for convenience.  

    There’s nothing wrong with the idea of markup on cost. However, to avoid 
conf  u  sion, it’s important to state clearly which markup percent you’re using.  

    A manager may want to change a markup on selling price to one based on 
cost, or vice versa. The calculations used to do this are simple. (See the section 
on markup conversion in A  p  pendix B on marketing arithmetic. The appen-
dixes follow Chapter   18  .)  2  

 LO 17.1 

  Markups guide pricing 
by intermediaries  

  Markup percent is based 
on selling price—a 
convenient rule  

Chapter 16
Pricing Objectives

and Policies

Chapter 17
Price Setting in the

Business World

Cost-oriented price-
setting approaches

 • Markups
 • Average-cost pricing
 • Types of costs
 • Break-even analysis

Demand-oriented price-
setting approaches

 • Marginal analysis
 • Price sensitivity
 • Value in use pricing
 • Reference prices

Other price-setting
issues

 • Product-line pricing
 • Bid pricing
 • Negotiated prices

PRIC
E

Exhibit 17–1 Price Setting and Strategy Planning
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  Many intermediaries select a standard markup percent and then apply it to 
all their products. This makes pricing easier. When you think of the large 
 number of items the average retailer and whol  e  saler carry—and the small sales 
volume of any one item—this approach may make sense. Spen  d  ing the time to 
find the best price to charge on every item in stock (day to day or week to week) 
might not pay.  

    Moreover, different companies in the same line of business often use the 
same markup percent. There is a re  a  son for this: Their operating expenses are 
usually similar. So they see a standard markup as acceptable as long as it’s large 
enough to cover the firm’s operating expenses and provide a reasonable pro  f  it.  

  How does a manager decide on a standard markup in the first place? A sta  n-
  dard markup is often set close to the firm’s   gross margin.   Managers regularly see 
gross margins on their operating (profit and loss) stat  e  ments. The gross margin 
is the amount left—after subtracting the cost of sales (cost of goods sold) from 
net sales—to cover the expenses of selling pro  d  ucts and operating the business. 
(See Appendix B on marketing arithmetic if you are unfamiliar with these 
ideas.) Our CVS ma  n  ager knows that there won’t be any profit if the gross mar-
gin is not large enough. For this reason, CVS might accept a markup percent on 
Pert Plus that is close to the store’s usual gross margin pe  r  cent.  

    Smart producers pay attention to the gross margins and standard markups of 
intermedia  r  ies in their channel. They usually allow discounts similar to the stan-
dard markups these intermediaries e  x  pect.  

  Different firms in a channel often use different markups. A   markup chain  —
the sequence of mar  k  ups firms use at different levels in a channel—determines 
the price structure in the whole channel. The markup is fi  g  ured on the   selling 
price   at each level of the channel.  

    For example, Black & Decker’s selling price for a cordless electric drill be-
comes the cost the Ace Hardware wholesaler pays. The wholesaler’s selling price 
becomes the hardware retailer’s cost. And this cost plus a retail markup be-
comes the retail selling price. Each markup should cover the costs of running 
the business and leave a profit.  

  Many use a standard 
markup percent  

  Markups are related to 
gross margins  

  Markup chain may be 
used in channel pricing  

Many retailers have a standard markup on products, like Listerine mouthwash and Burt’s Bees personal care products.
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    Exhibit 17-2 illustrates the markup chain for a 
cordless electric drill at each level of the channel 
sy  s  tem. The pr  o  duction (factory) cost of the drill is 

$43.20. In this case, the producer takes a 10 
percent markup and sells the product for 

$48. The markup is 10 percent of $48 or 
$4.80. The pr  o  ducer’s selling price now 
becomes the wholesaler’s cost—$48. If 

the wholesaler is used to taking a 20 per-
cent markup on selling price, the markup 

is  $12—and the wholesaler’s selling price 
 b  e  comes $60. The $60 now becomes the cost for

the hardware retailer. And a retailer who is used to a 40 percent markup adds 
$40, and the retail selling price becomes $100.  

  Some people, including many conventional retailers, think high markups 
mean big profits. Often this isn’t true. A high markup may result in a price 
that’s too high—a price at which few customers will buy. You can’t earn much if 
you don’t sell much, no matter how high your markup on a single item. So high 
markups may lead to low pro  f  its.  

  Some retailers and wholesalers, however, try to speed turnover to increase 
profit—even if this means redu  c  ing their markups. They realize that a business 
runs up costs over time. If they can sell a much greater amount in the same time 
period, they may be able to take a lower markup and still earn higher profits at 
the end of the p  e  riod.  

    An important idea here is the   stockturn   rate  —the number of times the aver-
age i  n  ventory is sold in a   year. Various methods of figuring   stockturn   rates can 
be used (see the section “Computing the   Stockturn   Rate” in Appendix B). A 
low   stockturn   rate may be bad for profits.  

  High markups don’t 
always mean big profits  

  Lower markups can 
speed turnover and 
the   stockturn   rate  

$48

Selling price to consumer � $60.00 � $40.00 � $100.00 � 100%

Dollars

Retailer Cost � $60.00 � 60%

Wholesaler Cost � $48.00 � 80% Markup � $12.00 � 20%

Producer Cost � $43.20 � 90% Markup � $4.80 � 10%

$60 $100

Selling price � $48.00 � $12.00 � $60.00 � 100%

Selling price � $43.20 � $4.80 � $48.00 � 100%

$100 Consumer price

$43.20

Markup � $40.00 � 40%

Exhibit 17–2 Example of a Markup Chain and Channel Pricing

LO 17.2
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    At the very least, a low   stockturn   rate increases inventory carrying cost and 
ties up working cap  i  tal. If a firm with a   stockturn   of 1 (once per year) sells prod-
ucts that cost it $100,000, it has that much tied up in i  n  ventory all the time. But 
a   stockturn   of 5 requires only $20,000 worth of inventory ($100,000 cost 4     5 
tur  n  overs a year). If annual inventory carrying cost is about 20 pe  r  cent of the 
inventory value, that reduces costs by $16,000 a year. That’s a big diffe  r  ence on 
$100,000 in sales!  

    Whether a   stockturn   rate is high or low depends on the industry and the 
product involved. An electr  i  cal parts wholesaler may expect an annual rate of 
2—while a supermarket might expect 8   stockturns   on a  v  erage but 20   stockturns   
for soaps and 70   stockturns   for fresh fruits and veget  a  bles.  

  Although some intermediaries use the same standard markup percent on all 
their products, this policy i  g  nores the importance of fast turnover. Mass- 
merchandisers know this. They put low mar  k  ups on fast-selling items and higher 
markups on items that sell less frequently. For example,   Wa  l  mart   may put a 
small markup on fast  -  selling health and beauty aids (like toothpaste or sham-
poo) but higher markups on appl  i  ances and clothing.  

  Some markups eventually become standard in a trade. Most channel mem-
bers tend to follow a similar pr  o  cess—adding a certain percentage to the previ-
ous price. But who sets price in the first place? The firm that brands a product 
is usually the one that sets its b  a  sic list price. It may be a large retailer, a large 
wholesaler, or most often, the pr  o  ducer.  

    Some producers just start with a cost per unit figure and add a markup—
perhaps a standard markup—to obtain their selling price. Or they may use 
some rule-of-thumb formula such as:  

 Selling price 5 Average production cost per unit 3 3 

  Mass-merchandisers 
run in fast company  

  Where does the markup 
chain start?  

Legend Valve’s 24-hour 
delivery and no minimum 
order policy allow 
wholesalers to carry less 
inventory and lower costs. 
Along with a higher stockturn 
rate, the wholesalers can 
make greater profits on 
Legend’s product line.
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    A producer who uses this approach might develop rules and markups related 
to its own costs and o  b  jectives. Yet even the first step—selecting the appropriate 
cost per unit to build on—isn’t easy. Let’s discuss several a  p  proaches to see how 
cost-oriented price setting really works.  

 Average-Cost Pricing Is Common and Can Be Dangerous 

  While later in this chapter we will discuss better methods for setting prices, 
 average  -  cost pricing is so co  m  monly employed that it is important for you to 
understand this method and its weaknesses. And when d  e  mand is constant and 
predictable, average  -  cost pricing may be appropriate.  

Average-cost pricing   means adding a reasonable markup to the average cost 
of a pro  d  uct. A manager usually finds the average cost per unit by studying past 
records. Dividing the total cost for the last year by all the units produced and 
sold in that period gives an estimate of the a  v  erage cost per unit for the next 
year. If the cost was $32,000 for all labor and materials and $30,000 for fixed 
overhead expenses—such as selling expenses, rent, and manager salaries—then 
the total cost is $62,000. See Exhibit 17-3A. If the company  produced 40,000 
items in that time period, the average cost is $62,000 divided by 40,000 units, or 
$1.55 per unit. To get the price, the producer decides how much profit per unit 
to add to the average cost per unit. If the company considers 45 cents a reason-
able profit for each unit, it sets the new price at $2.00. E  x  hibit 17-3A shows that 
this approach produces the desired profit if the co  m  pany sells 40,000 units.  

  It’s always a useful input to pricing decisions to understand how costs o  p  erate 
at different levels of output. Further, average-cost pricing is simple. But it can 
also be da  n  gerous. It’s easy to lose money with average-cost pricing. To see why, 
let’s fo  l  low this example further.  

    First, remember that the average price of $2.00 per unit was based on output of 
40,000 units. But if the firm is only able to produce and sell 20,000 units in the 

LO 17.3

  It does not make 
allowances for cost 
variations as output 
changes  

A. Calculation of Planned Profit If 40,000 

Items Are Sold

B. Calculation of Actual Profit If Only 20,000 

Items Are Sold

Calculation of Costs: Calculation of Costs:

Fixed overhead expenses $30,000 Fixed overhead expenses $30,000

Labor and materials ($.80 a unit)      32,000 Labor and materials ($.80 a unit)      16,000

 Total costs $62,000  Total costs $46,000

“Planned” profit      18,000

Total costs and planned profit $80,000

Calculation of Profit (or Loss): Calculation of Profit (or Loss):

Actual unit sales 3 Price ($2.00*) $80,000 Actual unit sales price 3 ($2.00*) $40,000

Minus: total costs      62,000 Minus: total costs      46,000

 Profit (loss) $18,000  Profit (loss)   ($6,000)

Result: Result:

Planned profit of $18,000 is earned if 40,000 items are 
sold at $2.00 each.

Planned profit of $18,000 is not earned. Instead, $6,000 
loss results if 20,000 items are sold at $2.00 each.

Exhibit 17–3 Results of Average-Cost Pricing

*Calculation of “reasonable” price:
 Expected total costs and planned profit 

5
 $80,000 

5
 
$2.00

 Planned number of items to be sold           40,000
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next year, it may be in trouble. See 
 Exhibit 17-3B. Twenty thousand units 
sold at $2.00 each ($1.55 cost plus 
45 cents for expected profit) yield a 
total re  v  enue of only $40,000. The 
overhead is still fixed at $30,000, and 
the variable material and labor cost 
drops by half to $16,000—for a total 
cost of $46,000. This means a loss of 
$6,000, or 30 cents a unit. The 
method that was supposed to allow a 
profit of 45 cents a unit act  u  ally causes 
a loss of 30 cents a unit!  

    The basic problem with the  average-
cost approach is that it doesn’t con-
sider cost variations at diffe  r  ent lev-
els of output. In a typical situation, 
costs are high with low output, and 
then econ  o  mies of scale set in—the 
average cost per unit drops as the 
quantity produced increases. This is 

why mass production and mass distribution often make sense. It’s also why it’s 
 important to develop a better understanding of the di  f  ferent types of costs a 
marketing manager should consider when se  t  ting a price.  

 Marketing Managers Must Consider Various Kinds of Costs 

  Average-cost pricing may lead to losses because there are a variety of costs—and 
each changes in a   diffe  r  ent   way as output changes. Any pricing method that uses 
cost must consider these changes. To understand why, we need to define six 
types of cost.  

  1.     Total fixed cost   is the sum of those costs that are fixed in total—no matter 
how much is produced. Among these fixed costs are rent, depreci  a  tion, 
managers’ salaries, property taxes, and insurance. Such costs stay the same 
even if produ  c  tion stops temporarily.  

  2.     Total variable cost  , on the other hand, is the sum of those changing expenses 
that are closely related to output—expenses for parts, wages, packaging 
 materials, outgoing freight, and sales co  m  missions.  

    At zero output, total variable cost is zero. As output increases, so do variable 
costs. If Levi’s do  u  bles its output of jeans in a year, its total cost for denim cloth 
also (roughly) doubles.  

  3.     Total cost   is the sum of total fixed and total variable costs. Changes in total cost 
depend on variations in total variable cost, since total fixed cost stays the same.  

  The pricing manager usually is more interested in cost per unit than total 
cost because prices are usually quoted per unit.  

  1.     Average cost (per unit)   is obtained by dividing total cost by the related 
 quantity (that is, the total quantity that causes the total cost).  

  2.     Average fixed cost (per unit)   is obtained by dividing total fixed cost by the 
 related qua  n  tity.  

  3.     Average variable cost (per unit)   is obtained by dividing total variable cost 
by the r  e  lated quantity.  

LO 17.4

  There are three kinds of 
total cost  

  There are three kinds of 
average cost  

When developing a new 
product, software companies 
and online services like 
GoToMyPC have high fixed 
overhead expenses relative to 
the variable cost for each 
additional user. This cost 
structure can make average-
cost pricing especially 
dangerous.
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A good way to get a feel for these different types of costs is to extend our 
 average-cost pricing example (E  x  hibit 17-3A). Exhibit 17-4 shows the six types 
of cost and how they vary at different le  v  els of output. The line for 40,000 units 
is highlighted because that was the expected level of sales in our average-cost 
pricing example. For simplicity, we assume that average variable cost is the same 
for each unit. Notice, however, that total variable cost increases when quantity 
i  n  creases.  

    Exhibit 17-5 shows the three average cost curves from Exhibit 17-4. Notice 
that average fixed cost goes down steadily as the quantity increases. Although 
the average variable cost r  e  mains the same, average cost decreases continually 

  An example shows cost 
relations  

0 20 40 60 80 100

0.80

2.00

1.40
1.18

3.00

$4.00

Average cost
Average variable cost

Average fixed cost
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Exhibit 17–5 
Typical Shape of Cost 
(per unit) Curves When 
Average Variable Cost 
per Unit Is Constant

Exhibit 17–4 Cost Structure of a Firm

Quantity 

(Q)

Total 

Fixed 

Costs 

(TFC)

Average 

Fixed 

Costs 

(AFC)

Average 

Variable 

Costs 

(AVC)

Total 

Variable 

Costs 

(TVC)

Total 

Cost 

(TC)

Average 

Cost 

(AC)

0 $30,000                   $ 30,000       

10,000 30,000 $3.00 $0.80 $  8,000 38,000 $3.80

20,000 30,000 1.50 0.80 16,000 46,000 2.30

30,000 30,000 1.00 0.80 24,000 54,000 1.80

40,000 30,000 0.75 0.80 32,000 62,000 1.55

50,000 30,000 0.60 0.80 40,000 70,000 1.40

60,000 30,000 0.50 0.80 48,000 78,000 1.30

70,000 30,000 0.43 0.80 56,000 86,000 1.23

80,000 30,000 0.38 0.80 64,000 94,000 1.18

90,000 30,000 0.33 0.80 72,000 102,000 1.13

100,000 30,000 0.30 0.80 80,000 110,000 1.10

 30,000 (TFC)0.30 (AFC) 5 100,000 (Q)  100,000  (Q)
 30.80  (AVC)
 80,000  (TVC)[ ]  30,000  (TFC)

 180,000  (TVC)
 110,000  (TC)[ ] 1.10 (AC) 5 110,000 (TC)

100,000 (Q)
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too. This is because average fixed cost is decreasing. With these relations in 
mind, let’s r  e  consider the problem with average-cost pricing.  

  Average-cost pricing works well if the firm actually sells the quantity it used to 
set the average-cost price. Losses may result, however, if actual sales are 
much lower than expected. On the other hand, if sales are much higher than 
expected, then profits may be very good. But this will only happen by luck— 
because the firm’s d  e  mand is much larger than expected.  

    To use average-cost pricing, a marketing manager must make   some   estimate 
of the quantity to be sold in the coming period. Without a quantity estimate, it 
isn’t possible to compute ave  r  age cost. But unless this quantity is related to 
price—that is, unless the firm’s demand curve is considered—the marketing 
ma  n  ager may set a price that doesn’t even cover a firm’s total cost! You saw this 
happen in Exhibit 17-3B, when the firm’s price of $2.00 resulted in demand for 
only 20,000 units and a loss of $6,000.  

    The demand curve is still important even if a manager has not taken time to 
think about it. For exa  m  ple, Exhibit 17-6 shows the demand curve for the firm 
we’re discussing. This demand curve shows   why   the firm lost money when it 
tried to use average-cost pricing. At the $2.00 price, quantity demanded is only 
20,000. With this demand curve and the costs in Exhibit 17-4, the firm will incur 
a loss whether manag  e  ment sets the price at a high $3 or a low $1.20. At $3, the 
firm will sell only 10,000 units for a total revenue of $30,000. But total cost will 
be $38,000—for a loss of $8,000. At the $1.20 price, it will sell 60,000   units—at 
a loss of $6,000. However, the curve suggests that at a price of $1.65 consumers 
will demand about 40,000 units, producing a profit of about $4,000.  

    In short, average-cost pricing is simple in theory but often fails in practice. In 
stable situ  a  tions, prices set by this method may yield profits but not necessarily 
  maximum   profits. And note that such cost-based prices may be higher than a 
price that would be more profitable for the firm, as shown in Exhibit 17-6. 
When demand conditions are changing, average-cost pricing is even more risky.  

    Exhibit 17-7 summarizes the relationships just discussed. Cost-oriented pric-
ing requires an estimate of the total number of units to be sold. That estimate 
dete  r  mines the   average   fixed cost per unit and thus the average total cost. Then 

  Ignoring demand is the 
major weakness of 
average-cost pricing  

0 10 20 30 40 50 60 70

1.20

1.50
1.65

1.90
2.00

$3.00

Quantity (000)

Pr
ic

e 
p

er
 u

n
it

Total revenue  � Price  � Quantity
         $ 30,000  � $3.00 � 10,000
         $40,000  � $2.00 � 20,000
         $ 57,000  � $1 .90 � 30,000
         $66,000  � $1 .65 � 40,000
         $ 75,000  � $1 .50 � 50,000
         $ 72,000 � $1 .20 � 60,000

Exhibit 17–6 
Evaluation of Various 
Prices along a Firm’s 
Demand Curve
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the firm adds the desired profit per unit to the ave  r  age total cost to get the cost-
oriented sel  l  ing price. How customers react to that price determines the actual 
quantity the firm will be able to sell. But that quantity may not be the quantity 
used to co  m  pute the average cost!  3  

  Another danger of average-cost pricing is that it ignores competitors’ costs 
and prices. Just as the price of a firm’s own product influences demand, the 
price of available substitutes may impact d  e  mand. By finding ways to cut costs, 
a  firm may be able to offer prices lower than competitors and still make an 
 attractive pro  f  it.  

 Break-Even Analysis Can Evaluate Possible Prices 

  Some price setters use break-even analysis in their pricing.   Break-even analysis

evaluates whether the firm will be able to break even—that is, cover all its 
costs—with a particular price. This is important because a firm must cover all 
costs in the long run or there is not much point being in business. This method 
focuses on the   break-even point (BEP)  —the quantity where the firm’s total cost 
will just equal its total rev  e  nue.  

  To help understand how break-even analysis works, look at Exhibit 17-8, an 
example of the typ  i  cal break-even chart.     The chart is based on a particular selling 
price  —in this case $1.20 a unit. The chart has lines that show total costs (total 
variable plus total fixed costs) and total revenues at different le  v  els of 
 production. The break-even point on the chart is at 75,000 units, where the 
 total cost and total revenue lines intersect. At that produ  c  tion level, total cost 
and total revenue are the same—$90,000.  

    The difference between the total revenue and total cost at a given quantity is 
the profit—or loss! The chart shows that below the break-even point, total cost 
is higher than total revenue and the firm incurs a loss. The firm would make a 
profit above the break-even point. However, the firm would only reach the 
break-even point, or get b  e  yond it into the profit area,   if   it could sell at least 
75,000 units at the $1.20 price.  

  Don’t ignore 
competitors’ costs  

  Break-even charts help 
find the BEP  

Estimated quantity
to be sold

Average fixed cost
per unit

Profit per unit

Quantity demanded
at selling price

Cost-oriented selling
price per unit

Average total cost
per unit

?

Variable cost
per unit

Exhibit 17–7 
Summary of Relationships 
among Quantity, Cost, 
and Price Using Cost-
Oriented Pricing
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    Break-even analysis can be helpful if used properly, so let’s look at this a  p-
  proach more closely.  

  A break-even chart is an easy-to-understand visual aid, but it’s also useful to 
be able to compute the break-even point.  

    The BEP, in units, can be found by dividing total fixed costs (TFC) by the 
  fixed-cost (FC) contrib  u  tion per unit  —the assumed selling price per unit minus 
the variable cost per unit. This can be stated as a simple formula:  

 BEP (in units)5 

  This formula makes sense when we think about it. To break even, we must 
cover total fixed costs. Therefore, we must figure the contribution each unit will 
make to covering the total fixed costs (after paying for the variable costs to pro-
duce the item). When we divide this per-unit contribution into the total fixed 
costs that must be co  v  ered, we have the BEP (in units).  

    To illustrate the formula, let’s use the cost and price information in Exhibit 
17-8. The price per unit is $1.20. The average variable cost per unit is 80 cents. 
So the FC contribution per unit is 40 cents ($1.20   2   80 cents). The total fixed 
cost is $30,000 (see Exhibit 17-8). Subst  i  tuting in the formula:  

 BEP 5                5 75,000 units  

    From this you can see that if this firm sells 75,000 units, it will exactly cover 
all its fixed and vari  a  ble costs. If it sells even one more unit, it will begin to show 
a profit—in this case, 40 cents per unit. Note that once the fixed costs are cov-
ered, the part of revenue formerly going to cover fixed costs is now   all pro  f  it.  

  The BEP can also be figured in dollars. The easiest way is to compute the 
BEP in units and then multiply by the assumed per-unit price. If you multiply 
the selling price ($1.20) by the BEP in units (75,000) you get   $90,000—the BEP 
in dollars.  

  Often it’s useful to compute the break-even point for each of several poss  i  ble 
prices and then compare the BEP for each price to likely demand at that price. 

  How to compute a 
break-even point  

Total fixed cost 
 Fixed cost contribution per unit

$30,000
.40

  BEP can be stated in 
dollars too  

  Each possible price has 
its own break-even point  
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Exhibit 17–8 
Break-Even Chart for 
a Particular Situation
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The marketing manager can quickly reject some price po  s  sibilities when the 
expected quantity d  e  manded at a given price is way below the break-even point 
for that price.  

  Break-even analysis is helpful for evaluating alternatives. It is also popular 
 because it’s easy to use. Yet break-even analysis is too often misunde  r  stood.  Beyond 
the BEP, profits seem to be growing continually. And the graph—with its straight-
line total rev  e  nue curve—makes it seem that any quantity can be sold at the 
 assumed price. But this usually isn’t true. It is the same as assu  m  ing a perfectly 
horizontal demand curve at that price. In fact, most managers face down-sloping 
demand situations. And their total rev  e  nue curves do     not   keep  going straight up.  

    Break-even analysis is a useful tool for analyzing costs and evaluating what 
might happen to pro  f  its in different market environments. But it is a cost- 
oriented approach. Like other cost-oriented approaches, it does not co  n  sider 
the effect of price on the quantity that consumers will want—that is, the demand 
curve. And from earlier in the chapter, we know that average-cost pri  c  ing does 
not accurately take into account cost variations at different levels of output.  

    So to really zero in on the most profitable price, marketers are better off esti-
mating the d  e  mand curve by figuring out how much can be sold across a range 
of fe  a  sible prices. Total costs can then be estimated by combining variable and 
fixed costs across the same range. With better forecasts of sales and costs data, a 
marketing ma  n  ager can more accurately estimate profits at different prices. 
Let’s look more closely at this approach, called marginal analysis, next.  4  

 Marginal Analysis Considers Both Costs and Demand 

 The best pricing tool marketers have for looking at costs and revenue  (demand) 
at the same time is marginal analysis.  Marginal analysis   focuses on the changes in 
total revenue and total cost from selling one more unit to find the most profit-
able price and quantity. Marginal analysis shows how costs, revenue, and profit 
change at different prices. The price that maximizes profit is the one that  results 
in the greatest difference between total revenue and total cost.  5  

  Break-even analysis is 
helpful—but not a 
pricing solution  

LO 17.5

  Marginal analysis helps 
find the right price  

The money that a firm spends
on marketing and other
expenses must be covered,
and then some, by a product’s
price if it is to make a profit.
That’s why Gillette enjoys big
economies of scale by selling
the same razors in many
markets around the world.
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 Since the price determines what quantity will be sold, a manager needs an 
estimate of the demand curve to compute total revenue. A practical approach 
here is for managers to think about a price that appears to be too high and one 
that is too low. Then, for a number of prices between these two extremes, the 
manager estimates what quantity it might be possible to sell. You can think of 
this as a summary of the answers to a series of what-if questions— What   quantity 
will be sold   if   a particular price is s  e  lected?  

 The first two columns in Exhibit 17-9 give price and quantity combinations 
(demand) for an example firm. In this case, a manager estimates that sales will 
be zero at a price of $200; at a price of $175, one unit is predicted to sell; at a 
price of $160, two units, and so forth. Total revenue in column 3 of Exhibit 17-9 
is equal to a price multiplied by its related quantity. Costs at the different quan-
tities are also shown. The total variable costs are $60 per unit and fixed costs are 
$200 no matter how many units are sold. Column 6 shows the total cost by add-
ing total variable cost and the fixed cost at each price and predicted quantity. 
The profit (column 7) at each quantity and price is the difference between total 
revenue and total cost. In this example, the best price is $115 (and a quantity of 
six units are expected to be sold) because that combination results in the high-
est profit ($130). 

 Exhibit 17-10 graphs the total revenue, total cost, and total profit relation-
ships for the numbers we’ve been working with in Exhibit 17-9. The highest 
point on the total profit curve is at a quantity of six units. This is also the quan-
tity where we find the greatest vertical distance between the total revenue curve 
and the total cost curve. Exhibit 17-9 shows that it is the $115 price that results 
in selling six units, so $115 is the price that leads to the highest profit. A price 
lower than $115 results in a higher sales volume, but you can see that the total 

  Demand estimates 
involve “if-then” thinking  

  Profit is the difference 
between total revenue 
and total cost  

  Profit maximization with 
total revenue and total 
cost curves  

Exhibit 17–9 
Revenue, Cost, and Profit 
at Different Prices for 
a Firm

(1)

 

Price 

(P)

(2) 

Quantity 

(Q)

(3)

Total 

Revenue 

(TR 5 P 3 Q)

(4) 

Total 

Variable 

Cost 

(TVC)

(5) 

Fixed 

Cost 

(FC)

(6) 

Total 

Cost 

(TC 5 

TVC 1 FC)

(7) 

Profit 

(Prf 5 

TR 2 TC)

$200  0   $0  $0 $200 $200 2$200

  175  1   175  60   200   260    285

  160  2   320 120   200   320       0

  145  3   435  180   200   380      55

  135  4   540 240   200   440    100

  125  5   625 300   200   500    125

  115  6   690 360   200   560    130

  105  7   735 420   200   620      115

  95  8   760 480   200   680      80

  85  9   765 540   200   740        25

  75 10   750 600   200   800         250

  65 11   715 660   200   860       2145

  55 12 660 720   200   920     2260
*Marginal revenue refers to the change in revenue of selling one additional unit.

*Marginal cost refers to the change in cost of selling one additional unit.

*Marginal profit refers to the change in profit of selling one additional unit.
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profit curve declines beyond a quantity of six units. So a profit-maximizing 
 marketing manager would not be interested in setting a lower price. 

Marginal analysis focuses on the price that earns the highest profit. But a 
slight miss doesn’t mean failure because demand estimates don’t have to be 
exact. There is usually a range of profitable prices. You can see this in Exhibit 
17-9 and in the section of Exhibit 17-10 shown in yellow. Although the price 
that would result in the highest profit is $115, the firm’s strategy would be prof-
itable all the way from a price of $85 to $145. So the effort of trying to estimate 
demand will probably lead to being some place in the profitable range. In con-
trast, mechanical use of average-cost pricing could lead to a price that is much 
too high—or much too low. 

  Some managers don’t take advantage of marginal analysis because they think 
they can’t dete  r  mine the exact shape of the demand curve. But that view misses 
the point of marginal analysis. Marginal analysis encou  r  ages managers to think 
carefully about what they     do know   about costs and demand. Only rarely is e  i  ther 
type of information exact. So, in practice, the f  o  cus of marginal analysis is not 
on finding the precise price that will maximize profit. Rather, the focus is on 
ge  t  ting an estimate of how profit might vary across a   range of relevant prices.   Fur-
ther, a number of practical demand-oriented approaches can help a marke  t  ing 
manager do a better job of understanding the likely shape of the demand curve 
for a target market. We’ll discuss these a  p  proaches next.  

 Additional Demand-Oriented Approaches 
for Setting Prices 

 A manager who knows what influences target customers’ price sensitivity can do 
a better job estimating the demand curve that the firm faces. Marketing 
 researchers have identified a number of factors that influence price sensitivity 
across many different market situations. 

  A profit range is 
reassuring  

  A rough demand 
estimate is better 
than none  

LO 17.6

  Evaluating the customer’s 
price sensitivity  
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Exhibit 17–10 
Graphic Determination 
of the Price Giving the 
Greatest Total Profit for 
a Firm

per61043_ch17_468-495.indd Page 483  20/12/13  10:00 PM user per61043_ch17_468-495.indd Page 483  20/12/13  10:00 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



484

 The first is the most basic. When customers have 
 substitute ways   of meeting a need, they are likely to be 
more price sensitive. A cook who wants a cappuccino 
maker to be able to serve som  e  thing distinctive to 
guests at a dinner party may be willing to pay a high 
price. However, if di  f  ferent machines are available and 
our cook sees them as pretty similar, price sensitivity 
will be greater. It’s important not to ignore di  s  similar 
alternatives if the customer sees them as substitutes. If 
a machine for espresso were much less expensive than 
one for cappuccino, our cook might d  e  cide that an 
espresso machine would meet her needs just as well.  

 The impact of substitutes on price sensitivity is 
greatest when it is easy for customers to  compare prices.
For example, unit prices make it easier for our cook 

to compare the prices of espresso and cappuccino grinds on the grocery store 
shelf. Many people believe that the ease of comparing prices on the Internet 
increases price sensitivity and brings down prices. New smartphone technology 
makes comparisons possible while shopping in brick-and-mortar retail stores. 
Several smartphone software apps allow consumers to scan a product’s bar code 
and then check prices for the product at other online stores. If nothing else, it 
may make sellers more aware of competing prices. 

    People tend to be less price sensitive when someone else   pays the bill   or   shares 
the cost.   Pe  r  haps this is just human nature. Insurance companies think that con-
sumers would reject high med  i  cal fees if they were paying all of their own bills. 
And executives might plan longer in advance to get better discounts on airline 
flights if their companies weren’t footing the bills.  

    Customers tend to be more price sensitive the greater the   total expenditure.
Sometimes a big e  x  penditure can be broken into smaller pieces. Mercedes 
knows this. When its ads focused on the cost of a monthly lease rather than the 
total price of the car, more consumers got interested in bi  t  ing the bullet.  

    Customers are less price sensitive the greater the   significance of the end benefit
of the purchase. Computer makers will pay more to get Intel processors if they 
believe that having an “Intel inside” sells more machines. Positioning efforts 

Internet Exercise

Bizrate.com is a website that makes it easy to find 
different brands of products from different sellers 
and compare prices. Go to www.bizrate.com and 
search for “popcorn popper.” Review the products 
and prices listed and check a few of the links to 
related information. How useful is this sort of 
service? Is there more variety in features and prices 
than you expected? Do you think that this sort of 
comparison makes people more price sensitive? 
Why or why not?

Business customers can be 
price sensitive unless given a 
reason to pay a higher price. 
Tigre sells pipes, fittings, and 
accessories for construction 
products—including an 
extensive line to prevent 
leaks. With this ad,“Better 
safe than sorry. Go with 
Tigre,” Tigre wants to remind 
customers of the potential 
costs of a leaky pipe.
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often focus on emotional benefits of a purchase to increase the signif  i  cance of 
a benefit. Ads for   L’Oréal   hair color, for example, show   closeups   of beautiful 
hair while popular celebrities tell women to buy it “because you’re worth it.” 
A consumer who cares about the price of a bottle of hair color might still have 
no que  s  tion that she’s worth the difference in price.  

    Customers are sometimes less price sensitive if there are   switching costs—  costs 
that a customer faces when buying a product that is different from what has 
been purchased or used in the past. Switching costs can be quite high for some 
business customers. For example, if a hair salon raises its prices, many cu  s  tom-
ers will not switch to a new salon. The hassles of looking for a new stylist—and 
the risk of en  d  ing up with a bad hair day—usually make it easier to simply pay 
the higher price.     The same thing can happen in a business context. If Adobe 
raises the price of its Phot  o  shop software, most managers are reluctant to add 
the costs of finding an alternative and training emplo  y  ees on a new product. 
Firms entering new markets like this need to find creative ways to lower switch-
ing costs. Incentives like free trials or introductory price di  s  counts may be used.  

    These factors apply in many different purchase situations, so it makes sense 
for a marke  t  ing manager to consider each of them in refining estimates of how 
customers might respond at di  f  ferent prices.  6  

You are a pricing specialist for a large grocery store chain that has always charged the 
same prices in all of its stores. However, average operating costs are higher for its inner-
city stores. In addition, having the store nearby is very important to low-income, inner-city 
consumers who have to rely on public transportation. It’s hard for them to shop around, 
and thus they are less price sensitive. Research indicates that these stores can charge 
prices that are 5 percent higher on average with little effect on sales volume. This would 
significantly increase profitability. Do you think the chain should charge higher prices at 
its inner-city stores? If the manager of the store decided to set higher prices on some 
products and leave others unchanged—to result in an overall average increase of 5 
 percent—what products would you recommend for higher prices? Why? If prices were 
increased and antipoverty activists got TV coverage by picketing the chain, how would 
you respond to a TV reporter covering the story?

E
th

ic
s 

Q
u

e
st

io
n

  Customer demand depends on available alternatives. So a marketing man-
ager can often improve pricing d  e  cisions and profitability by considering cus-
tomer price sens  i  tivity as part of a competitor analysis. The new CEO of Parker 
Hannifin (PH), a large industrial parts maker, realized this. B  e  fore he arrived, 
PH managers usually set the price for a part by summing all the costs that were 
involved in making it and then adding a 35 percent markup. Managers liked 
this approach; it was easy and also left some room for ha  g  gling. Yet the new 
CEO saw that they could improve what they were doing. First, he asked them to 
classify every     pro  d  uct—and there were tho  u  sands—into categories. At one 
 extreme, there was a new category for PH parts that were basically commodities 
and just like what competitors offered. At the other extreme, there was a 
 categ  o  ry for PH parts that were important to customers and that were only avail-
able from PH. This category i  n  cluded a high-pressure valve that was used on 
airplane doors; no other su  p  plier had a valve that worked as well for this critical 
application. Prices on parts in this   last   category were raised by 5 percent or 
more—as long as the price still represented a good value. On commodity parts, 
prices were r  e  duced by 5 percent to beat competitors. And, of course, there 
were a number of other levels of price adjustment for categories b  e  tween 
the extremes. Fine-tuning PH prices to consider compet  i  tion was simple, but it 
increased profits by 25 percent.  7  

  Competitor analysis and 
price sensitivity  
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  Organizational buyers think about how a purchase will affect their total costs. 
Many marketers who aim at business markets keep this in mind when estimat-
ing demand and setting prices. They use     value in use pri  c  ing  —which means 
 setting prices that will capture some of what customers will save by substituting 
the firm’s product for the one currently being used.  

    For example, a producer of computer-controlled machines used to assemble 
cars knows that the m  a  chine doesn’t just replace a standard machine. It also 
reduces labor costs, quality co  n  trol costs, and—after   the car is sold—costs of 
warranty repairs. The marketer can estimate what each auto producer will save 
by using the machine—and then set a price that makes it less expensive for the 
auto producer to buy the co  m  puterized machine than to stick with the old 
methods. The number of customers who have different levels of potential 
 savings also provides some idea about the shape of the demand curve.  

    Creating a superior product that could save customers money doesn’t guar-
antee that cu  s  tomers will be willing to pay a higher price. To capture the value 
created, the seller must convince buyers of the sa  v  ings—and buyers are likely to 
be skeptical. A salesperson needs to be able to show proof of the claims.  8  

  Auctions have always been a way to determine exactly what some group of p  o-
  tential customers would pay, or not pay, for a product. However, the use of online 
auctions has dramatically broadened the use of this a  p  proach for both consumer 
and business products. Millions of auctions are on eBay each day. And some 
firms are setting up their own auctions, especially for products in short supply. 
The U.S. government is u  s  ing online auctions as well. For  example, the Federal 
Communications Commission (FCC) au  c  tions rights to use airwaves for cell 
phones and other wireless d  e  vices. Count on more growth in online auctions.  9  

  Some sellers are taking the auction approach and adapting it by using 
 seque  n  tial   price reductions over time. The basic idea is that the seller starts with 
a rel  a  tively high price and sells as much of the product as possible at that price, 
but plans from the start on a series of step-by-step price r  e  ductions until the 
product is sold out. This a  p  proach is most commonly used with products that 
have a short life or are in short supply, but which would just run up inventory 
costs if they are not sold. Retailers like TJ   Maxx   use this approach with wo  m  en’s 
fashions, and grocery stores use it with peris  h  able food like fruits and vegeta-
bles. Cruise lines sell space this way; they don’t want the ship to sail with empty 

  Value in use pricing—
how much will the 
customer save?  

LO 17.7

  Auctions show what a 
customer will pay  

  Some sellers use 
sequential price 
reductions  

Value in use pricing considers 
what a customer will save by 
buying a product. Both 
ClimateMaster and Hytorc 
tout the savings realized by 
switching to their products.
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cabins. Some people may think of this as a “clearance” sale. But the difference 
here is that the plan from the ou  t  set is to work down the demand curve in 
steps—appealing to segments who are least price sensitive first—until all of a 
product is sold. However, sellers hope that if they offer the right products they’ll 
never get to price reductions (which earn lower ma  r  gins). Rather, they prefer to 
be bringing in the next round of products to start the process over again.  

Some people don’t devote much thought to what they pay for the products 
they buy, including some fr  e  quently purchased goods and services. But consu  m-
  ers often have a     reference price  —the price they expect to pay—for many of the 
products they purchase. And different customers may have different reference 
prices for the same basic type of purchase. For e  x  ample, a person who really 
enjoys reading might have a higher reference price for a popular paperback 
book than another person who is only an occ  a  sional reader.  10  

    If a firm’s price is lower than a customer’s reference price, customers may 
view the product as a be  t  ter value and demand may increase. Sometimes a firm 
will try to pos  i  tion the benefits of its product in such a way that consumers com-
pare it with a product that has a higher reference price. Public Broadcasting 
Sy  s  tem TV stations do this when they ask viewers to make donations that match 
what they pay for “just one month of cable service.” Insurance comp  a  nies frame 
the price of premiums for homeowners’ coverage in terms of the price to repair 
flood damage—and advertising makes the damage very vivid.  

Leader pricing   means setting some very low prices—real bargains—to get 
 cu  s  tomers into retail stores. The idea 
is not only to sell large quantities of 
the leader items but also to get cus-
tomers into the store to buy other 
products.  Certain products are picked 
for their promotion value and priced 
low but above cost. In food stores, the 
leader prices are the “specials” that 
are advertised regularly to give an im-
age of low prices. Lea  d  er pricing is 
normally used with products for 
which consumers do have a specific 
re  f  erence price.  

    Leader pricing can backfire if 
 customers buy only the low-priced 
 leaders. To avoid hurting profits, 
managers often select leader items 
that aren’t directly competitive with 
major lines—as when ba  r  gain-priced 
blank CDs are a leader for an elec-
tronics store.  11  

Bait pricing   is setting some very low 
prices to attract customers but trying 
to sell more expensive models or 
brands once the customer is in the 
store. For example, a furn  i  ture store may advertise a color TV for $199. But 
once bargain hunters come to the store, salespeople point out the disa  d  van-
tages of the low-priced TV and try to convince them to trade up to a better, and 
more expensive, set. Bait pricing is something like lea  d  er pricing. But here the 
seller   doesn’t   plan to sell many at the low price.  

    If bait pricing is successful, the demand for higher-quality products expands. 
This  approach may be a sensible part of a strategy to trade up customers. 

  Customers may have 
reference prices  

  Leader pricing—make it 
low to attract customers  

  Bait pricing—offer a 
steal, but sell under 
protest  

Grocery stores often use leader pricing on 
milk. The stores hope to attract customers 
who will purchase more than just milk when 
they visit.
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And customers may be well served if—once in 
the store—they find a higher-priced product 
offers features better suited to their needs. But 
bait pricing is also criticized as unethical.  

  Extremely aggressive and sometimes dishon-
est bait-pricing advertising has given this method 
a bad reput  a  tion. Some stores make it very diffi-
cult to buy the bait item. The Federal Trade 
Co  m  mission considers this type of bait pricing a 
deceptive act and has banned its use in inte  r  state 
commerce. Even well-known chains like Sears 
have been criticized for bait-and-switch pricing.  

  Psychological pricing   means setting prices that 
have special appeal to target customers. Some people think there are whole 
ranges of prices that potential customers see as the same. So price cuts in these 
ranges do not increase the quantity sold. But just below this range, custo  m  ers 
may buy more. Then, at even lower prices, the quantity demanded stays the 
same again—and so on.  Exhibit 17-11 shows the kind of demand curve that 
leads to psychological  pricing. Vertical drops mark the price ranges that custom-
ers see as the same. Pricing research shows that there   are   such demand curves.  12  

    Odd-even pricing   is setting prices that end in certain numbers. For example, 
products selling b  e  low $50 often end in the number 5 or the number 9—such 
as 49 cents or $24.95. Prices for higher-priced pro  d  ucts are often $1 or $2 below 
the next even dollar figure—such as $99 rather than $100.  

    Some marketers use odd-even pricing because they think consumers react 
better to these prices—perhaps se  e  ing them as “substantially” lower than the 
next highest even price. Marketers using these prices seem to assume that they 
have a rather jagged demand curve—that slightly higher prices will substantially 
reduce the quantity demanded.  13  

  Price lining   is setting a few price levels for a product line and then marking all 
items at these prices. This approach assumes that customers have a certain ref-
erence price in mind that they expect to pay for a pro  d  uct. For example, many 
neckties are priced b  e  tween $20 and $50. In price lining, there are only a few 
prices within this range. Ties will not be priced at $20, $21, $22, $23, and so on. 
They might be priced at four le  v  els—$20, $30, $40, and $50.  

  Is bait pricing ethical?  

  Psychological pricing—
some prices just seem 
right  

  Price lining—a few prices 
cover the field  
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Exhibit 17–11 Demand 
Curve When Psychological 
Pricing Is Appropriate

A restaurant may use demand-backward pricing to set a meal price that final consumers find attractive—while adjusting what 
food is included so that it’s still profitable. Ferrari uses prestige pricing to signify the high quality and exclusivity of its sports cars.
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One way to generate customer demand is to give your 
product away. This not-so-new approach to pricing is gain-
ing popularity. There are a few reasons for the resurgence 
of this tactic. First, technology, the Internet, and advances 
in manufacturing have significantly reduced the marginal 
cost to produce many products. It costs close to nothing 
for Facebook to add another user or for one more cus-
tomer to download Google’s Picasa photo organizing and 
editing software. These products can also be distributed 
over the web for next to nothing. In addition, offering 
something for free generates buzz, and the promotional 
benefit can outweigh the cost of the giveaway. Finally, in 
some product categories, consumers expect things to be 
free. For example, most readers of online newspapers and 
magazines refuse to pay when publishers try to charge for 
subscriptions.

So how do firms give something away and still make 
money? One approach uses cross-subsidies, where a cus-
tomer gets something for free but pays for something 
else. After King Gillette invented the safety razor in 1903, 
he had a hard time getting widespread adoption of his 
shaving innovation. But when he gave away the razors 
and sold replacement blades, sales and profits skyrock-
eted! Similarly, some banks offer customers a new credit 
card with zero percent interest for a year. The bank fig-
ures most customers will continue to maintain a balance 
after a year, and the bank makes up the lost revenue in 
future years.

Another approach counts on advertisers to provide the 
revenue. “Free” attracts customer eyeballs, and advertisers 

pay for access to eyeballs. For example, Japanese pho-
tocopy shop Tadacopy offers college students free 
 photocopies—with advertising on the back of each page. 
Because CNN’s website, Facebook, Google, and Fox 
television are free, each draws a larger audience. The 
larger audience is attractive to advertisers who pay fees 
to place ads. And Facebook and Google users give com-
panies something more than space/exposure—they pro-
vide information about the “eyeballs” searching for 
products. These data are valuable to marketing manag-
ers trying to understand their target market.

Some companies offer a basic product for free, while 
charging for more advanced features—a strategy called 
“freemium” (combining free and premium). For example, 
Dropbox offers customers 2 gigabytes of free storage—
and customers can pay for more. The revenue from paying 
customers allows Dropbox to cover the freeloaders. The 
Brazilian band, Banda Calypso, uses a variation of this ap-
proach. It gives street vendors masters of its CDs and CD 
liner art at no charge. The street vendors’ sales of high-
quality, low-priced CDs bring in new fans, and Banda 
 Calypso benefits when some of these fans pay for tickets 
to the band’s live performances.

Once customers get something for free, they may be 
reluctant to pay for it later. So, before a firm offers some-
thing for nothing, it’s important to think through what the 
firm will get in return—and how that relates to the firm’s 
pricing objectives. It usually works best when customers 
need to experience the good value of the firm’s offering to 
recognize the benefits. 14

How to make money by giving your product away

489

  Price lining has advantages other than just matching prices to what consum-
ers expect to pay. The main adva  n  tage is simplicity—for both salespeople and 
customers. It is less confusing than having many prices. Some customers may 
consider items in only one price class. Their big decision, then, is which item(s) 
to choose at that price.  

  For retailers, price lining has several advantages. Sales may increase because 
(1) they can offer a bigger variety in each price class and (2) it’s easier to get 
customers to make decisions within one price class. Stock planning is simpler 
because demand is larger at the relatively few prices. Price lining can also re-
duce costs because i  n  ventory needs are lower.  

Demand-backward pricing   is setting an acceptable final consumer price and 
working backward to what a producer can charge. It is commonly used by pro-
ducers of consumer products, esp  e  cially shopping products such as women’s 
clothing and appl  i  ances. It is also used with gift items for which customers will 

  Demand-backward 
pricing and prestige 
pricing  
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spend a specific amount—because they are see  k  ing a $10 or a $15 gift. Many of 
Mexico’s low-income consumers carry only 5 or 10 peso coins. So Ace laundry 
detergent developed a new version of its product that adjusted features and 
manufa  c  turing costs to meet a 10 peso price point.  15  

    The producer starts with the retail (reference) price for a particular item and 
then works backward—subtracting the typical margins that channel members 
expect. This gives the approx  i  mate price the producer can charge. Then the 
average or planned marketing expenses can be subtracted from this price to 
find how much can be spent producing the item. Candy companies do this. 
They alter the size of the candy bar to keep the bar at the expected price.  

Prestige pricing   is setting a rather high price to suggest high quality or high 
status. Some target cu  s  tomers want the best, so they will buy at a high price. But 
if the price seems cheap, they worry about quality and don’t buy. Prestige pric-
ing is most common for luxury products such as furs, jewelry, and perfume.  

    It is also common in service industries, where the customer can’t see the 
product in advance and r  e  lies on price to judge its quality. Target customers 
who respond to prestige pricing give the marketing ma  n  ager an unusual de-
mand curve. Instead of a normal down-sloping curve, the curve goes down for a 
while and then bends back to the left again.  16   See Exhibit 17-  12  .  

 Pricing a Full Line 

  Our emphasis has been, and will continue to be, on the problem of pricing 
an individual product mainly b  e  cause this makes our discussion clearer. But 
most ma  r  keting managers are responsible for more than one product. In 
fact, their “product” may be the whole company line! So we’ll discuss this 
matter briefly.  

Full-line pricing   is setting prices for a whole line of products. How to do this 
depends on which of two basic situ  a  tions a firm is facing.  

    In one case, all products in the company’s line are aimed at the same gen-
eral target ma  r  ket, which makes it important for all prices and value to be logi-

cally related. This is a common a  p  proach with 
shopping products. A producer of   refrigerators   
might offer several models with different features at 
di  f  ferent prices to give its target customers some 
choice. The difference among the prices and bene-
fits should appear reason  a  ble when the target cus-
tomers are evaluating them. Customer perce  p  tions 
can be important here. A low-priced item, even one 
that is a good value at that price, may drag down the 
image of the higher end of the line. Alternatively, 
one item that consumers do not see as a good value 
may spill over to how they judge other products in 
the line. A marketing ma  n  ager sometimes adds a 
higher-priced item to an existing product line to in-
fluence customer reference prices. The highest-
priced product might not get many sales, but it 
makes the second-highest-product in the line appear 
less expensive by comparison.  

    In other cases, the different products in the line are aimed at entirely differ-
ent target ma  r  kets so there doesn’t have to be any relation between the various 
prices. A chemical producer of a wide variety of pro  d  ucts with several target 
markets, for e  x  ample, probably should price each product separately.  

Full-line pricing— 
market- or firm-
oriented
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Exhibit 17–12 Demand 
Curve Showing a Prestige 
Pricing Situation

Internet Exercise

Abt is an online retailer of appliances and 
electronics. Go to Abt’s online site (www.abt.com). 
Enter “KitchenAid refrigerator” into the search bar. 
Then narrow the search by choosing “Side-by-Side 
Refrigerators.” How many refrigerators come up? 
Scroll down and check the box marked “Compare” 
underneath two of the models and then click 
COMPARE. What is the price of each model? What 
additional features are available on more expensive 
models? Which model do you think sells the 
best? Why?
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  The marketing manager must try to recover all costs on the whole line— 
perhaps by pricing quite low on more competitive items and much higher on 
ones with unique benefits.     However, estimating costs for each product is a chal-
lenge because there is no single right way to assign a co  m  pany’s fixed costs to 
each of the products. Regardless of how costs are allocated, any cost-oriented 
pricing method that doesn’t consider d  e  mand can lead to very unrea  l  istic 
prices. To avoid mistakes, the marketing manager should judge demand for the 
whole line as well as demand for each individual product in each ta  r  get market.  

Complementary product pricing   is setting prices on several products as a 
group. This may lead to one pro  d  uct being priced very low so that the profits 
from another product will increase, thus i  n  creasing the product group’s total 
profits. When Gillette introduced the M3Power battery-powered wet-shaving 
system, the sha  v  er, two blade cartridges, and a Duracell battery had a rela-
tively low suggested retail price of $14.99. Howe  v  er, the blade refill cartridges, 
which must be replaced fr  e  quently, come in a package of four at a hefty price 
of $10.99.  

    Complementary product pricing differs from full-line pricing because differ-
ent production f  a  cilities may be involved—so there’s no cost allocation prob-
lem. Instead, the problem is really understan  d  ing the target market and the 
demand curves for each of the complementary products. Then var  i  ous combi-
nations of prices can be tried to see what set will be best for reaching the com-
pany’s pricing objectives.  17  

  A firm that offers its target market several different products may use  
product-bundle pricing  —setting one price for a set of products. Firms that use 
product-bundle pricing usually set the overall price so that it’s cheaper for the 
customer to buy the products at the same time than separately. A bank may 
 offer a product-bundle price for a safe-deposit box, traveler’s checks, and a sav-
ings account. Bundling encourages custo  m  ers to spend more and buy products 
that they might not otherwise buy; because the added cost of the e  x  tras is not as 
high as it would normally be, the value is better.  

  Most firms that use product-bundle pricing also set individual prices for the 
unbundled products. This may increase demand by attracting customers who 
want one item in a product assortment but don’t want the extras. Many firms 
treat services this way. A software company may have a product-bundle price for 
its software and access to a toll-free telephone assistance service. Ho  w  ever, cus-
tomers who don’t need help can pay a lower price and get just the software. 

  Costs are complicated in 
full-line pricing  

  Product-bundle pricing—
one price for several 
products  

Complementary product 
pricing

Microsoft offers a bundle that 
includes the Kinect game 
console and two games for a 
special price.
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  Spirit Airlines successfully differentiates its offering from other airlines by 
 unbundling the services most airlines offer. Spirit sells deeply discounted 
 airfares and then charges customers for boarding passes, carry-on bags, water, 
and peanuts—all extras fliers usually r  e  ceive for “free” on other airlines.  18  

 Bid Pricing and Negotiated Pricing Depend 
Heavily on Costs 

  We introduced the issue of competitive bidding in Chapter 6. But now let’s take 
a closer look at bid pricing.   Bid pricing  means offering a specific price for each 
possible job rather than setting a price that applies for all customers. When sub-
mitting a bid price for a standardized product, the marketing manager may 
have to decide the firm’s lowest acceptable price and how close to that price 
should be the bid. But in many situations bid pricing is more complicated. For 
example, building contractors and companies selling services (like cleaning or 
data processing) often bid on large projects with many variables. 

 A big problem in bid pricing on a complicated job is estimating all the costs 
that will apply. This may sound easy, but a complicated bid may involve thou-
sands of cost components. Further, management must include an overhead 
charge and a charge for profit. 

    Because many firms use an e-mail distribution list or website to solicit bids, 
the process is fast and easy for the buyer. But a seller has to be geared up to set 
a price and respond quickly. However, this system does allow the seller to set a 
price based on the precise situation and what costs and revenue are involved.  

    Bids are usually based on purchase specifications provided by the customer. 
The specs may be sent by e-mail or posted on a website. Sometimes the seller 
can win the business, even with a higher bid price, by suggesting changes in the 
specs that save the customer money.  

    At times it isn’t possible to figure out specs or costs in advance. This may lead 
to a negotiated co  n  tract where the customer agrees to pay the supplier’s total 
cost plus an agreed-on profit figure (say, 10 pe  r  cent of costs or a dollar amount)—
after the job is fi  n  ished.  

  Some unethical sellers give bid prices based on cost-plus contracts a bad 
reput  a  tion by faking their records to make costs seem higher than they really 
are. In other cases, there may be honest debate about what costs should be 
 allowed. We’ve already co  n  sidered, for instance, the difficulties in allocating 
fixed costs.  

  Competition must be considered when adding in overhead and profit for a 
bid price. Usually, the customer will get several bids and accept the lowest one. 
So unthinking addition of typical ove  r  head and profit rates should be avoided. 
Some bidders use the same overhead and profit rates on all jobs, regardless of 
compet  i  tion, and then are su  r  prised when they don’t get some jobs.  19  

  Sometimes the customer asks for bids and then singles out the company that 
submits the     most attractive   bid, not necessarily the lowest, for further bargaining. 
What a cu  s  tomer will buy—if the customer buys at all—depends on the   negoti-

ated price  , a price set based on bargaining between the buyer and seller. As with 
si  m  ple bid pricing, negotiated pricing is most common in situations where the 
marketing mix is adjusted for each cu  s  tomer—so bargaining may involve the 
whole marketing mix, not just the price level. Through the bargaining pro-
cess, the seller tries to determine what aspects of the marketing mix are most 
i  m  portant—and worth the most—to the cu  s  tomer.  

LO 17.8

  A new price for 
every job  

  Ethical issues in 
cost-plus bid pricing  

  Demand must be 
considered too  

  Negotiated prices— 
what will a specific 
customer pay?  
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Many firms use software from 
companies like Bid2Win to 
help manage the complex 
process of estimating costs 
and setting a bid price.

    Sellers must know their costs to negotiate prices effectively. However, negoti-
ated pricing is a d  e  mand-oriented approach. Here the seller analyzes very care-
fully a particular customer’s position on a d  e  mand curve, or on different possible 
demand curves based on different offerings, rather than the overall d  e  mand 
curve for a group of customers.  

  average cost (per unit),   476  

  average fixed cost (per unit),   476  

  average variable cost (per unit),   476  

  break-even analysis,   479  

  In this chapter, we discussed various approaches to price 
setting. Generally, retailers and whol  e  salers use markups. 
Some just use the same markups for all their items because 
it is simpler, but this is usually not the best approach. It’s 
more effective to consider customer demand, competition, 
and how markups relate to turnover and profit.  

    It’s important for marketing managers to understand 
costs; if customers are not willing to pay a price that is at 
least high enough to cover all of the costs of the marketing 
mix, the firm won’t be profitable. So we describe the differ-
ent types of cost that a marketing manager needs to under-
stand and how average-cost pri  c  ing is used to set prices. 
But we note that this approach can fail because it ignores 
demand. We look at break-even analysis, which is a varia-
tion of the cost-oriented a  p  proach. It is useful for analyzing 
possible prices. However, managers must estimate demand 
to evaluate the chance of reaching these possible break-
even points.  

    The major difficulty with demand-oriented pricing  involves 
estimating the demand curve. But exp  e  rienced managers, 
perhaps aided by marketing research, can  estimate the  nature 
of demand for their pro  d  ucts. Even if estimates are not exact, 
they can help to get prices in the right ballpark—and there’s 
usually a profitable range around the most profitable price. So 
ma  r  keters should consider demand when setting prices. We 
see this with value in use pricing, psychological pricing, odd-
even pri  c  ing, full-line pricing, and even bid  pricing. Under-
standing the factors that influence customer price sensitivity 
can make these approaches more effective.  

    While we do not recommend that cost-oriented approaches 
be used by themselves, they do help the marketing ma  n  ager 
understand the firm’s profitability. Pricing decisions should 
consider the cost of offering the whole marketing mix. But 
smart marketers do not accept cost as a given—target market-
ers always look for ways to be more efficient—to r  e  duce costs 
while improving the value that they offer customers.  

  CONCLUSION  

  markup,   471  

  markup (percent),   471  

  markup chain,   472  

  stockturn   rate,   473  
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  QUESTIONS AND PROBLEMS  
The variable cost per unit is $200. Sales for the coming 
year are expected to reach $1,250,000. What is the break-
even point? Expected profit? If sales are forecast at only 
$875,000, should the Davis Company shut down opera-
tions? Why?  

   7.   Discuss the idea of drawing separate demand curves for 
different market segments. It seems logical because each 
target ma  r  ket should have its own marketing mix. But 
won’t this lead to many demand curves and possible 
prices? And what will this mean with respect to discounts 
and varying prices in the marke  t  place? Will it be legal? 
Will it be practical?  

   8.   Distinguish between leader pricing and bait pricing. What 
do they have in common? How can their use affect a 
 marketing mix?  

   9.   Cite a local example of psychological pricing and evaluate 
whether it makes sense.  

   10.   Cite a local example of odd-even pricing and evaluate 
whether it makes sense.  

   11.   How does a prestige pricing policy fit into a marketing 
mix? Would exclusive distribution be nece  s  sary?  

   12.   Is a full-line pricing policy available only to producers? 
Cite local examples of full-line pri  c  ing. Why is full-line 
 pricing important?  

   1.   Why do many department stores seek a markup of about 
30 percent when some discount houses o  p  erate on a 
20 percent markup?  

   2.   A producer distributed its riding lawn mowers through 
wholesalers and retailers. The retail selling price was $800, 
and the manufacturing cost to the company was $312. The 
retail markup was 35 percent and the wholesale markup 20 
percent. What was the cost to the whol  e  saler? To the re-
tailer? What percentage markup did the producer take?  

   3.   Relate the concept of stock turnover to the growth of 
mass-merchandising. Use a simple example in your answer.  

   4.   If total fixed costs are $200,000 and total variable costs 
are $100,000 at the output of 20,000 units, what are the 
probable total fixed costs and total variable costs at an 
output of 10,000 units? What are the a  v  erage fixed costs, 
average variable costs, and average costs at these two 
output levels? Explain what add  i  tional information you 
would want to determine what price should be charged.  

   5.   Construct an example showing that mechanical use of a 
very large or a very small markup might still lead to unprof-
itable o  p  eration while some intermediate price would be 
profitable. Draw a graph and show the break-even point(s).  

   6.   The Davis Company’s fixed costs for the year are 
 estimated at $200,000. Its product sells for $250. 

  CREATING MARKETING PLANS  
  The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Vete  r  inary Clinic. Look 

through the “Marketing Strategy” section.  

 a.   A veterinary clinic must have some system for dealing with emergencies that occur on weekends and at night when the clinic 
is closed. Individual vets usually rotate so that someone is always on call to handle emergencies. The price for emergency 
care is usually 50 percent higher than the price for care during normal hours. Do you think that Hillside should charge higher 
prices for emergency care? Does it fit with Hillside’s strategy?  

 b.   Some customers have expensive pedigree dogs and cats and are less price sensitive than others about fees for veterinary 
care. Do you think that it would be possible for Hillside to charge higher prices in caring for expensive pets? Why or why not?  

  SUGGESTED CASES  
  17.     Simply Pure H2O4U, Inc.  

24.     WireWay  
  27.     Advanced Molding, Inc.  

  35.     Rizzuto’s   Pizzeria  
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  17.      BREAK-EVEN/PROFIT ANALYSIS  

  This problem lets you see the dynamics of break-even anal  y-
sis. The starting values (costs, rev  e  nues, etc.) for this problem 
are from the break-even analysis example in this chapter (see 
Exhibit 17-8).  

    The first column computes a break-even point. You 
can change costs and prices to figure new break-even 
points (in units and do  l  lars). The second column goes fur-
ther. There you can specify target profit level, and the 
unit and dollar sales needed to achieve your target profit 
level will be computed. You can also est  i  mate possible 
sales quantities, and the program will compute costs, 
sales, and profits. Use this spreadsheet to address the fol-
lowing issues:  

   a.   Vary the selling price between $1.00 and $1.40. Prepare a 
table showing how the break-even point (in units and 
 dollars) changes at the different price levels.  

   b.   If you hope to earn a target profit of $15,000, how many 
units would you have to sell? What would total cost be? 
Total sales dollars? (  Note:   Use the right-hand [“profit anal-
ysis”] column in the sprea  d  sheet.)  

   c.   Using the “profit analysis” column (column 2), allow your 
estimate of the sales qua  n  tity to vary between 64,000 and 
96,000. Prepare a table that shows, for each quantity 
level, what happens to ave  r  age cost per unit and profit. 
Explain why average cost changes as it does over the dif-
ferent quantity values.    
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  Ethical Marketing 
in a Consumer-Oriented 
World:   Appraisal and Challenges  

 While consumers want marketplace choice, on a global scale 
we’re not there yet. Someone in a village in Uganda may be 
able to get a glimpse of the quality of life that consumers in 
advanced Western economies enjoy, but for that person it 
doesn’t seem real. What is real is the struggle of everyday 
life—living without electricity or running water—and, in fact, 
worrying about malnutrition, disease, and hunger. Cell phone 
carriers see growth opportunities in some of the world’s 
poorest countries, yet average monthly billings are often less 
than $5. The vast majority of consumer-citizens in these soci-
eties can still only wonder if they’ll ever have choices among 
a wide variety of goods and services—and the income to buy 
them—that most consumers take for granted in the United 
States, Canada, England, most countries in Western Europe, 
Australia, and a few other advanced economies. 

 Even in the face of a serious global economic downturn, 
the challenges faced by consumers, and marketing manag-
ers, in the advanced economies seem minor by contrast. In 
England, for example, some consumers who live in villages 
that are off the beaten path may worry, instead, that they are 
not included in the 96 percent of the British population 
served by Tesco delivery vans. Tesco, the largest supermar-
ket chain in England, created its online shopping service for 
groceries (and hundreds of other products) just a few years 
ago, but now its fleet of vans make over 250,000 deliveries a 
week. 

 If online shopping for groceries has had a slower start in 
the United States, it just may be because many Americans 
are more interested in instant gratification. We expect the 
corner convenience store to have a nice selection of frozen 
gourmet dinners that we can prepare in minutes in a micro-
wave oven. Or perhaps that’s too much hassle. After all, 
Domino’s will deliver a hot pizza in less than 30 minutes. And 
McDonald’s has our Egg McMuffin ready when we pull up at 
the drive-thru at 7:00 in the morning. In a relative sense, few 
of the world’s consumers can expect so much and get so 
much of what they expect. 

 But is it a good thing that firms give us what we want? Think 
about how automakers offered SUVs to appeal to consumers. 
SUVs do satisfy many of the needs of suburban lifestyles. 

But most are gas guzzlers and pollute our air. Some critics 
even charge that the United States has jumped into wars in the 
 Middle East because of such overreliance on oil. On the other 
hand, as both gas prices and consumer environmental sensitiv-
ity have increased, producers have responded with hybrid 
technologies and electric vehicles. Clean hydrogen vehicles 
may even be in our future. Of course, such adjustments take 
time. 

 Much national attention is now directed toward problems 
of obesity, especially among children. In the United States, 
more than a third of children and adolescents weigh too 
much. Actually, the surge of obesity among children is a 
global trend. Nutritionists say that in the United States and 
elsewhere, the key culprits are too much fat, starch, and sugar 
in diets. World Health Organization experts say that today’s 
levels of childhood obesity will later lead to an explosion of 
illnesses (like heart disease, diabetes, and hypertension) that 
will drain economies, create enormous suffering, and cause 
premature deaths. Many nutritionists and public-health offi-
cials point the finger of blame at food processors and fast 
food. When a group of obese teenagers sued McDonald’s, 
claiming that it made them fat, the widely publicized case was 
fodder for jokes on late-night TV shows. But fast-food compa-
nies are not laughing. The judge threw out the case but left 
open the door for future suits. Some legal experts say that 
this is just the beginning of legal actions—and they draw the 
parallel with suits against tobacco companies 30 years ago. 
Many fast-food companies are scrambling to add salads, fruit, 
and other low-fat fare to their menus. Do you think consumers 
should have the right to choose high-fat foods if that is what 
they want? 

 When you think about the contrast between problems of 
starvation and too much fast food, it’s not hard to decide 
which consumers are better off. But is that just a straw man 
comparison? Is the situation in less-developed nations one 
extreme, with the system in the United States and similar so-
cieties just as extreme—only in a different way? 

 Would we be better off if we didn’t put quite so much em-
phasis on marketing? Do we need so many brands of prod-
ucts? Does all the money spent on advertising really help 
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  How Should Marketing Be Evaluated?  

  We’ve stressed the need for marketing to satisfy customers at a cost that custom-
ers consider a good value. So in this final chapter we’ll focus on both customer 
satisfaction and the costs of ma  r  keting as we evaluate marketing’s impact on 
society (see Exhibit 18-1). As we discussed in Chapter 1, it’s useful to distinguish 
between two levels of marketing. Managerial (micro) marketing concerns the 
marketing activities of an i  n  dividual firm, whereas macro-marketing concerns 
how the whole marketing system works. Some complaints against marketing are 
aimed at only one of these levels at a time. In other cases, the criticisms seem to 
be d  i  rected to one level but actually are aimed at the other. Some critics of spe-
cific ads, for example, probably would not be satisfied with any advertising. 
When evaluating marke  t  ing, we must treat each of these levels separately.  

  Different nations have different social and economic objectives. Dictato  r  ships, 
for example, may be mainly concerned with satisfying the needs of society as 
seen by the political elite. In a socialist state, the objective might be to satisfy so-
ciety’s needs as defined by government planners. In some societies, the objec-
tives are defined by religious leaders. In others, it’s whoever controls the mil  i  tary.  

  In the United States,   the basic objective of our market-directed economic system has 
been to satisfy consu  m  er needs as they, the consumers, see them.   This objective implies 
that political freedom and economic fre  e  dom go hand in hand and that  citizens 

  Nation’s objectives 
affect evaluation  

Consumer satisfaction 
is the objective in the 
United States

consumers? Should we expect access to fast food any hour 
of the day—or to order groceries over the Internet and have 
a van deliver them to our front door? Conversely, do all of 
these choices just increase 
the prices consumers pay 
without really adding any-
thing of value? More gener-
ally, does marketing serve 
society well? 

 These questions are what 
this chapter is about. Now 
that you have a better under-
standing of what marketing 

is all about, and how the marketing manager contributes to 
the macro-marketing process, you should be able to decide 
whether marketing costs too much. 1  

  LEARNING OBJECTIVES  

  Throughout the text we’ve discussed ways that marketing can help customers while also 
meeting a firm’s objectives. We’ve also considered many related ethical and societal 
questions. In this chapter, we evaluate the overall costs and benefits of marketing to society. 
This leads into an explanation of how to prepare a marketing plan—because the marketing 
plan integrates all of the decisions in the marketing strategy planning process and thus 
guides the firm toward more effe  c  tive marketing.  

  When you finish this chapter, you should be able to:  
   1     understand why marketing must be evaluated differently at the micro and 

macro le  v  els.  

   2     understand why this text argues that micro-marketing costs too much.  

   3     understand why this text argues that macro-marketing does not cost too 
much.  

   4     understand all of the elements of the marketing strategy planning process 
and strategy dec  i  sions for the four Ps.  

   5     know how to prepare a marketing plan and how it relates to the marketing 
strategy planning process.  

   6     know some of the challenges marketers face as they work to develop 
ethical marke  t  ing strategies that serve consumers’ needs.  

LO 18.1

We must evaluate at 
two levels
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in a free society have the right to live as they choose. The majo  r  ity of  American 
consumers would be unwilling to give up the fre  e  dom of choice they now enjoy. 
The same can be said for Canada, Great Britain, and most other countries in 
the European Union. However, for focus we will concentrate on marketing as it 
exists in American s  o  ciety.  

    Therefore, let’s try to evaluate the operation of marketing in the American 
economy—where the pr  e  sent obje  c  tive is to satisfy consumer needs   as consumers 
see them.   This is the essence of our system.  

  Can Consumer Satisfaction Be Measured?  

  Since consumer satisfaction is our objective, marketing’s effectiveness must 
be measured by   how well   it sa  t  isfies consumers. There have been various ef-
forts to measure overall consumer satisfa  c  tion not only in the United States 
but also in other countries. For example, a team of researchers at the Univer-
sity of Michigan has created the American Customer Satisfaction Index based 
on regular interviews with   tens   of   thousands of customers of about 2  30   com-
panies in   43   industries. Similar studies are available for member cou  n  tries of 
the European Union.  

Exhibit 18–1 Ethical Marketing in a Consumer-Oriented World

Marketing’s Impact on Society:
Micro and Macro Views

 Evaluating marketing
 • Micro versus macro criteria
 • Measuring consumer 
   satisfaction
 • Micro-marketing often costs 
   too much
 • Macro-marketing does not 
   cost too much

Putting together innovative
marketing plans
 • Strategy planning process
 • Understanding customers
 • Blending marketing mix
 • Content of the marketing 
   plan

 Challenges facing marketers
 • Opportunities for  improvement
  • Marketing managers and
   social responsibility
 • How far should the marketing 
   concept go?

Customers

Company

Competitors

TARGET

PRIC
E

PR
O

DUCT PLACE
PRO

M

OTION

tne
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MlanretxE
m

Differentiation
and Positioning

Segmentation
and Targeting
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  This sort of index makes it possible to track changes in consumer satisfaction 
measures over time and even allows comparison among countries. That’s poten-
tially useful. Yet there are limits to interpreting any mea  s  ure of consumer satis-
faction when we try to evaluate macro-marketing effectiv  e  ness in any absolute 
sense. One basic issue is that satisfaction depends on and is     relative to   your level 
of aspiration or expectation. Less prosperous consumers begin to expect more 
out of an economy as they see the higher living standards of others. Also, aspira-
tion levels tend to rise with r  e  peated successes and fall with failures. Products 
considered   satisfactory one day may not be satisfactory the next day, or vice 
versa.   Thirty   years ago, most people were satisfied with a 21-inch color TV that 
pulled in three or four channels. But once you become accu  s  tomed to a large-
screen HD model and enjoy all the options possible with a digital satellite re-
ceiver, on-demand pr  o  grams, and a DVR, that old TV is never the same again.  

    In addition, consumer satisfaction is a highly personal concept. Thus, look-
ing at the “average” sati  s  faction of a whole society does not provide a complete 
picture for evaluating macro-marketing effectiveness. At a minimum, some con-
sumers are more satisfied than others. So, although efforts to measure satisfac-
tion are useful, any evaluation of macro-marketing effectiveness has to be in 
part subjective.  

    Probably the supreme test is whether the macro-marketing system satisfies 
enough individual co  n  sumer-citizens so that they vote—in the ballot box—to 
keep it running. So far, we’ve done so in the United States.  2  

  Measuring the marketing effectiveness of an individual firm is also difficult, 
but it can be done. Expect  a  tions may change just as other aspects of the market 
environment change—so firms have to do a good job of co  p  ing with the change. 
Individual   business   firms can and should try to measure how well their market-
ing mi  x  es satisfy their customers (or why they fail). In fact, most large firms now 
have some type of ong  o  ing effort to determine whether they’re satisfying their 
target markets. For example, the J.D. Power and Assoc  i  ates marketing research 
firm is well known for its studies of consumer satisfaction with different makes 
of aut  o  mobiles and computers. And the American Customer Satisfaction Index 
is also used to rate individual 
co  m  panies.  

    Many large and small firms 
measure customer satisfaction 
with attitude research studies. 
Other wid  e  ly used methods in-
clude comment cards, e-mail re-
sponse features on websites, 
unsolicited consumer r  e  sponses 
(us  u  ally complaints), opinions of 
intermediaries and salespeople, 
market test results, and profits. 
Of course, cu  s  tomers may be very 
satisfied about some aspects of 
what a firm is doing but dissatis-
fied about other dime  n  sions of 
performance.  3  

      In our market-directed system, 
it’s up to each customer to decide 
how effectively individual firms 
satisfy his or her needs. Usually, 
customers will buy more of the 
products that satisfy them—and 
they’ll do it repea  t  edly. That’s 

  Satisfaction depends 
on individual aspirations  

There are many 
measures of micro-
marketing effectiveness

Planetfeedback.com makes it easy for consumers 
to give feedback to companies.

per61043_ch18_496-521.indd Page 500  22/12/13  4:06 AM user per61043_ch18_496-521.indd Page 500  22/12/13  4:06 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



C
H

A
P

T
E

R
 18

  
Ethical M

arketing in a C
onsum

er-O
riented W

orld:  A
ppraisal and C

hallenges 

501

why firms that develop 
really satisfying market-
ing mixes are able to 
 develop profitable long-
term relatio  n  ships with 
the customers that they 
serve. Because efficient 
marketing plans can 
 increase profits, profits 
can be used as a rough 
measure of a firm’s 
 efficiency in satisfying 
customers. Nonprofit 
o  r  ganizations have a 
 different bottom line, 
but they too will fail if 
they don’t satisfy sup-
porters and get the r  e  sources they need to continue to operate.  

  It’s easy to see why opinions differ concerning the effectiveness of micro- and 
macro-marketing. If the o  b  jective of the economy is clearly defined, however—
and the argument is stripped of emotion—the big que  s  tions about marketing 
effectiveness probably     can   be a  n  swered.  

    In this chapter, we argue that micro-marketing (how individual firms and chan-
nels operate) frequen  t  ly   does   cost too much but that macro-marketing (how the 
whole marketing system operates)   does not   cost too much,   given the present objective of 
the American economy  —  consumer satisfaction.   Don’t a  c  cept this position as   the   answer 
but rather as a point of view. In the end, you’ll have to make your own jud  g  ment.  4

  Micro-Marketing Often Does Cost Too Much  

  Throughout the text, we’ve explored what marketing managers could or should 
do to help their firms do a better job of satisfying customers—while achieving 
company objectives. Many firms im-
plement highly su  c  cessful marketing 
programs, but others   are   still too 
 production-oriented and inefficient. For 
customers of these latter firms, m  i  cro-
marketing often does cost too much.  

    Research shows that many consum-
ers are not satisfied. But you know that 
already. All of us have   had experiences 
when we weren’t satisfied—when 
some firm didn’t deliver on its prom-
ises. And the pro  b  lem is much bigger 
than some marketers want to believe. 
Research suggests that the majority of 
consumer co  m  plaints are never re-
ported. Worse, many complaints that 
are reported never get fully resolved.  

  Further evidence that too many 
firms are too production-oriented—
and not nearly as efficient as they 
could be—is the fact that so many new 

Evaluating marketing 
effectiveness is 
difficult, but not 
impossible

LO 18.2

Coke spent many millions of dollars to 
develop and promote Blak, a fusion of cola 
and coffee that was sold in the energy drink 
category. After more than a year of 
investments to build the brand, Coke finally 
abandoned the effort. Even companies with 
outstanding marketing talents sometimes 
make expensive marketing mistakes.

The failure rate is 
high

Internet Exercise

Let’s take a closer look at the American Customer 
Satisfaction Index (ACSI). Go to the organization’s 
website (www.theacsi.org). Click on “Customer 
Satisfaction Benchmarks” at the top of the page, and 
then look at “Benchmarks by Industry.” In some 
industries, ACSI has been measuring customer 
satisfaction since 1994. Choose ten industries to 
examine more closely. Which industries have shown 
the greatest improvement since that time? Which 
industries have declined in customer satisfaction? 
Why do you think some industries have moved up, 
while others have moved down?
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products fail.   New and old     businesses—even ones that in the past were leaders 
in their markets—fail reg  u  larly too.  

    Generally speaking, marketing inefficiencies are due to one or more of these 
re  a  sons:  

   1.   Lack of interest in or understanding of the sometimes fickle customer.  
   2.   Improper blending of the four Ps—lack of understanding of or adjust-

ment to the market enviro  n  ment, especially what competitors do.  

    Any of these problems can easily be a fatal flaw—the sort of thing that leads 
to business failures. A firm can’t create value if it doesn’t have a clue what cus-
tomers think or say. Even if a firm listens to the “voice of the customer,” there’s 
no incentive for the customer to buy if the benefits of the marketing mix don’t 
exceed the costs. And if the firm succeeds in coming up with a marketing mix 
with benefits greater than costs, it still won’t be a superior value unless it’s bet-
ter than what co  m  petitors offer.  

  Another sign of failure is the inability of firms to identify new target markets 
and new opportunities. A new marketing mix that isn’t offered doesn’t fail—but 
the lost opportunity can be si  g  nificant for both a firm and society. Too many 
managers seize on whatever strategy seems easiest rather than seeking really 
new ways to satisfy customers. Too many companies st  i  fle really innovative think-
ing. Layers of bureaucracy and a “that’s not the way we do things” me  n  tality just 
snuff it out.  

    On the other hand, not every new idea is a good idea for every company. 
Many firms have lost mi  l  lions of dollars with failed efforts to jump on the “what’s 
new” bandwagon—without stopping to figure out how it is going to really satisfy 
the customer and result in profit for the firm. That is as much a ticket for fail-
ure as being too slow or b  u  reaucratic.  

  The high cost of missed 
opportunities  

Your firm has a new strategy that will make its established product obsolete. However, it 
will take a year before you are ready to implement the new strategy. If you announce your 
plan in advance, profits will disappear because many customers and intermediaries will 
delay purchases until the new product is released. If you don’t announce the new plan, 
customers and intermediaries will continue to buy the established product as their needs 
dictate, but some will be stuck owning the inferior product and won’t do business with 
you again in the future. How would you decide what to do?
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  For reasons like these, marketing does cost too much in many firms. D  e  spite 
much publicity, the marketing concept is not applied in many places.  

    But not all firms and marketers deserve criticism. More of them   are   becoming 
cu  s  tomer-oriented. And many are paying more attention to market-oriented 
planning to carry out the marketing co  n  cept more effectively. Throughout the 
text, we’ve highlighted firms and strategies that are making a di  f  ference. The 
successes of innovative firms—like Nike, Cirque du Soleil, Amazon.com,   LEGO  , 
Apple,   iRobot  ,   Method  , and GEICO—do not go unnoticed. Yes, they make 
some mistakes. That’s human—and marketing is a h  u  man enterprise. But they 
have also shown the results that ma  r  ket-oriented strategy planning can produce.  

    Another encouraging sign is that more companies are recognizing that they 
need a diverse set of backgrounds and talents to meet the increasingly varied 
needs of their increasingly global customers. They’re shedding “not-invented-
here” biases and embracing new technologies, comparing what they do with the 

  Micro-marketing does 
cost too much, but 
things are changing  
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best practices of firms in totally different industries, and teaming up with out-
side specialists who can bring a fresh perspective.  

    Managers who adopt the marketing concept as a way of business life do a bet-
ter job. They look for target market opportunities and carefully blend the ele-
ments of the marketing mix to meet their customers’ needs. As more of these 
managers rise in business, we can look forward to much lower micro-marketing 
costs and strategies that do a better job of satisfying customer needs.  

  Macro-Marketing Does Not Cost Too Much  

  Some critics of marketing take aim at the macro-marketing system. They typi-
cally argue that the macro-marketing system causes a poor use of resources and 
leads to an unfair distribution of i  n  come. Most of these complaints imply that 
some ma  r  keting activities by individual firms should not be permitted—and be-
cause they are, our macro-marketing system does a less-than-satisfactory job. 
Let’s look at some of these positions to help you form your own opinion.  

  Some critics feel that marketing helps create a monopoly or at least m  o  nopo-
listic     competition. Further, they think this leads to higher prices, restricted out-
put, and reduction in national income and e  m  ployment.  

    It’s true that firms in a market-directed economy try to carve out separate 
monopolistic markets for the  m  selves with new products. But consumers do 
have a choice. They don’t   have   to buy the new product unless they think it’s a 
better value. The old products are still available. In fact, to meet the new com-
petition, prices of the old products usually drop. And that makes them even 
more affor  d  able.  

    Over several years, the innovator’s profits may rise—but rising profits also 
encourage further inn  o  vation by competitors. This leads to new investments, 
which contribute to economic growth and higher le  v  els of n  a  tional income and 
employment. Around the world, many countries failed to achieve their poten-
tial for ec  o  nomic growth under command systems because this type of profit 
incentive didn’t exist.  

    Increased profits also attract competition. Profits and prices then begin to 
drop as new competitors enter the market and begin producing somewhat 
similar products. (Recall the rise and fall of indu  s  try profit during the product 
life  cycle.)  

  Advertising is the most criticized of all micro-marketing activities. Indeed, 
many ads     are   annoying, insul  t  ing, misleading, and downright ineffective. This is 
one reason why micro-marketing often does cost too much. However, advertis-
ing can also make both the micro- and macro-marketing pro  c  esses work better.  

    Advertising is an economical way to inform large numbers of potential 
 customers about a firm’s products. Provided that a product satisfies customer 
needs, advertising can increase demand for the pro  d  uct—resulting in econo-
mies of scale in man  u  facturing, distribution, and sales. Because these economies 
may more than offset advertising costs, advertising can actually   lower   prices to 
the co  n  sumer.  5  

  The idea that firms can manipulate consumers to buy anything the co  m  pany 
chooses to produce simply isn’t true. A consumer who buys a soft drink that tastes 
terrible won’t buy a  n  other can of that brand, regardless of how much it’s adve  r-
  tised. In fact, many new products fail the test of the market. Not even large corpo-
rations are assured of success every time they launch a new product. Consider, for 
example, the dismal fate of Pets.com and eToys.com, Ford’s   Edsel  ,  Sony’s beta 
format VCRs, Xerox’s personal computers, and half of the TV pr  o  grams put on 

  Micro-efforts help the 
economy grow  

  Is advertising a waste 
of resources?  

  Consumers are not 
puppets  

LO 18.3
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the air in recent years. And if powerful corporations know some way to get peo-
ple to buy products against their will, would companies like Lucent, General 
 Motors, and Eastern Airlines ever have gone through long periods losing 
 hundreds of millions of do  l  lars?  

  Consumer needs and wants change constantly. Few of us would care to live 
the way our grandparents lived when they were our age. Marketing’s job is not 
just to satisfy consumer wants as they exist at any particular point in time. Rather, 
marketing must keep looking for 
new     and   better ways to create 
value and serve co  n  sumers.  6  

  There is no doubt that market-
ing caters to materialistic values. 
However, people     disagree as to 
whether ma  r  keting creates these 
values or simply appeals to values 
a  l  ready there.  

    Even in the most primitive soci-
eties, people want to accumulate 
possessions. The tendency for a  n-
  cient pha  r  aohs to surround them-
selves with wealth and treasures can 
hardly be attributed to the persua-
sive powers of advertising age  n  cies!  

  Clearly, the quality of life can’t 
be measured just in terms of quan-
tities of material goods. But when 
we view products as the means to 
an end rather than the end itself, 
they   do   make it poss  i  ble to satisfy 
higher-level needs. The Internet, 
for example, empowers people 
with information in ways that few 
of us could have even ima  g  ined a 
decade ago.  

  Does marketing make 
people materialistic?  

  Products do improve 
the quality of life  

While many individual marketing efforts fail, others increase customer satisfaction. Shieldtox Naturgard uses natural 
ingredients to offer continuous control of flying insects, including mosquitoes. Customers use Saridon as a pain reliever.

Gardenburger’s ad takes a humorous approach, 
which might appeal to consumers who are 
cynical about advertisers’ sales pitches. On the 
other hand, Hindu consumers (who would 
logically be potential consumers for 
Gardenburger products) might find it offensive 
that the ad pokes fun at Hindu religious beliefs.

Needs and wants 
change
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  Critics say that advertising elevates the 
wrong values—for example, by relying on 
sex appeal to get atte  n  tion—and gener-
ally sending the signal that what really 
matters most is self-gratification. For ex-
ample, GoDaddy.com sells Internet do-
main names and related services. Its 
stated obje  c  tive for a Super Bowl ad was to 
create the most talked about ad ever, and 
it figured that a risqué ad was the way to 
go. The ad that it ult  i  mately aired (after 
trying another dozen or so ideas that were rejected as inappropr  i  ate for TV) was 
a spoof on Janet Jackson’s “wardrobe malfunction” during the Super Bowl half-
time show the previous year. The sexy woman dancing around in the comme  r-
  cial doesn’t have anything to do with GoDaddy.com, but she did get a lot of 
attention and   G  o  Daddy’s   awareness levels went up significantly. A survey showed 
that it was one of the four most liked commercials during the Super Bowl and 
the year, but also one of the four most disliked. There are thousands of other ads 
that rely on something related to sex to get attention. But is it a  d  vertising that 
creates interest in sex or something else? Experts who study values seem to agree 
that, in the short run, marketing reflects social values, while in the long run it 
enhances and reinforces them. Further, many companies work hard to figure 
out their customers’ beliefs and values. Then they refuse to use ads that would 
be o  f  fensive to their target customers.  7  

  Some critics argue that our macro-marketing system is flawed because it does 
not provide solutions to i  m  portant problems, such as questions about how to 
help the homeless, the uneducated, dependent children, minorities who have 
suffered     di  s  crimination, the elderly poor, and the sick. Many of these people do 
live in dire circumstances. But is that the result of a market-directed sy  s  tem?  

    There is no doubt that many firms focus their effort on people who can pay 
for what they have to o  f  fer. But, as the forces of competition drive down prices, 
more people are able to afford more of what they need. And the matching of 
supply and demand stimulates economic growth, creates jobs, and spreads i  n-
  come among more people. In other words, a market-directed economy makes 
efficient use of resources. However, it can’t guara  n  tee that government aid pro-
grams are effective. It doesn’t ensure that all voters and politicians agree on 
which problems should be solved first—or how taxes should be set and allo-
cated. It can’t eliminate the poss  i  bility of a child being ignored.  

    These are important societal issues. Consumer-citizens in a democratic soci-
ety assign some respo  n  sibilities to business and some to government. Ultimately, 
consumer-citizens vote in the ballot box for how they want governments to deal 
with these concerns—just as they vote with their do  l  lars for which firms to sup-
port. As more managers in the public sector understand and apply marketing 
concepts, we should be able to do a be  t  ter job meeting the needs of all people.  

  Marketing Strategy Planning Process 
Requires Logic and Creativity  

  We’ve said that our macro-marketing system   does not   cost too much, given that 
customer sati  s  faction is the present objective of our economy. But we admit that 
the performance of many bus  i  ness firms leaves a lot to be desired. This presents 
a challenge to serious-minded students and ma  r  keters—and raises the question: 
What needs to be done?  

  Marketing reflects our 
own values  

LO 18.4

Not all needs are met
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    We hope that this book has convinced you that a large part of the answer to 
that question is that the   effe  c  tiveness and     value of marketing efforts in individual 
firms is improved significantly when managers take the marketing concept seriously—and 
when they apply the marketing strategy planning process we’ve pr  e  sented.   So let’s briefly 
review these ideas and show how they can be integrated into a marketing plan.  

  Developing a good marketing strategy and turning the strategy into a market-
ing     plan requires creative blen  d  ing of the ideas we’ve discussed throughout this 
text. Exhibit   18  -2 provides a broad overview of the major areas we’ve been talk-
ing about. You first saw this e  x  hibit in Chapter 2—before you learned what’s 
really involved in each idea. Now we must integrate ideas about these different 
areas to narrow down to a specific target market and marketing mix that repre-
sents a real opportunity. This narro  w  ing-down process requires a thorough un-
derstanding of the market. That understanding is enhanced by careful analysis 
of customers’ needs, current or prospective competitors, and the firm’s own 
objectives and r  e  sources. Similarly, trends in   the external market environment 
may make a potential opportunity more or less a  t  tractive.  

    There are usually more different strategy possibilities than a firm can pursue. 
Each possible stra  t  egy usually has a number of different potential advantages 
and disadvantages. This can make it difficult to zero in on the best target mar-
ket and marketing mix. However, as we discussed in Chapter 3, developing a set 
of specific qualitative and quantitative screening criteria—to define what busi-
ness and ma  r  ket(s) the firm wants to compete in—can help eliminate potential 
strategies that are not well suited to the firm.  

    Careful analysis helps the manager focus on a strategy that takes advantage of 
the firm’s strengths and o  p  portunities while avoiding its weaknesses and threats 
to its success. These strengths and weaknesses can be compared with the pros 
and cons of strategies that are considered. For example, if a firm is conside  r  ing 
a strategy that focuses on a target market that is already satisfied by a competi-
tor’s offering, finding a competitive advantage might require an innovative new 
product, improved distribution, more effective pr  o  motion, or a better price. 
Just offering a marketing mix that is like what is available from competitors usu-
a  l  ly doesn’t provide any real basis for the firm to position or differentiate its 
marketing mix as offering super  i  or customer value.  

  Marketing strategy 
planning process brings 
focus to efforts  

Exhibit 18–2 
Overview of 
Marketing Strategy 
Planning Process
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  Exhibit 18-3 reviews the major marketing strategy decision areas organized 
by the four Ps. Each of these requires careful decision making. Yet marketing 
planning inv o lves much more than just independent dec  i  sions and assembling 
the parts into a marketing mix. The four Ps must be creatively     blended  —so the 
firm develops the best mix for its target market. In other words, each decision 
must work well with all of the ot  h  ers to make a log  i  cal whole.  

  Marketing manager must 
blend the four Ps  

Bolthouse Farms saw an 
opportunity to sell more baby 
carrots. Since teenagers were 
their target market, they knew 
that a “healthy snack” 
positioning was probably not 
the best approach. So they 
developed a creative 
marketing strategy to appeal 
to this target market: “Eat ’em 
like junk food.” Creative 
packaging, fun promotion, and 
distribution in school 
lunchroom vending machines 
were just part of the strategy 
that helped grow a previously 
stagnant market for baby 
carrots.

Exhibit 18–3 
Strategy Decision 
Areas Organized by 
the Four Ps

• Physical good
• Service
• Features
• Benefits
• Quality level
• Accessories
• Installation
• Instructions
• Warranty
• Product lines
• Packaging
• Branding

• Objectives
• Channel type
• Market
  exposure
• Kinds of     
  intermediaries
• Kinds and       
  locations of
  stores
• How to handle
  transporting
  and storing
• Service levels
• Recruiting
  intermediaries
• Managing        
  channels

• Objectives
• Promotion
  blend
• Salespeople
   Kind       
   Number
   Selection
   Training
   Motivation
• Advertising
    Targets
   Kinds of ads
   Media type
   Copy thrust
   Prepared by
   whom
• Publicity
• Sales
   promotion

• Objectives
• Flexibility
• Level over 
  product life
  cycle
• Geographic
  terms
• Discounts
• Allowances

Product Place Promotion Price
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    In our discussion, we’ve given the job of integrating the four Ps strategy deci-
sions to the marketing manager. Now you should see the need for this integrat-
ing role. It is easy for specialists to focus on their own areas and expect the rest 
of the company to work for or around them. This is esp  e  cially true in larger 
firms where the size of the whole marketing job is too big for one person. Yet 
the ideas of the product ma  n  ager, the advertising manager, the sales manager, 
the logistics manager, and whoever makes pricing dec  i  sions may have to be ad-
justed to improve the whole mix. It’s critical that each marketing mix decision 
work well with all of the others. A brea  k  down in any one decision area may 
doom the whole strategy to failure.  

  The Marketing Plan Brings All the Details Together  

  Once the manager has selected the target market, decided on the (integrated) 
marketing mix to meet that ta  r  get market’s needs, and developed estimates of 
the costs   and revenues for that strategy, it’s time to put it all together in the 
marketing plan. As we explained in Chapter 2, a marketing plan includes the 
time-related d  e  tails—including costs and revenues—for a marketing strategy. 
Thus, the plan basically serves as a blu  e  print for what the firm will do.  

  Exhibit 18-4 provides a summary outline of the different sections of a com-
plete marketing plan. You can see that this outline is basically an abridged over-
view of the topics we’ve covered throughout the text. Thus, you can flesh out 
your thinking for any portion of a marketing plan by reviewing the section of 
the book where that topic is discussed in more detail. Further, the Hillside Vet-
erinary Clinic case in the Marke  t  ing Plan Coach on the text website gives you a 
real example of the types of thinking and detail that are i  n  cluded.  

  Some time schedule is implicit in any strategy. A marketing plan simply spells 
out this time period and the time-related details. Usually, we think in terms of 
some reaso  n  able length of time—such as six months, a year, or a few years. But 
it might be only a month or two in some cases, especially when rapid changes in 
fashion or technology are important. Or a strategy might be implemented over 
several years, perhaps the length of the early stages of the product’s life.  

    Although the outline in Exhibit   18  -4 does not explicitly show a place for the 
time frame for the plan or the specific costs for each decision area, these 
should be included in the plan—along with expected est  i  mates of sales and 
profit—so that the plan can be compared with   actual performance   in the future. 
In other   words, the plan not only makes it clear to everyone what is to be ac-
complished and how—it also provides a basis for the control process after the 
plan is implemented.  8  

  The plan outline shown in Exhibit 18-4 is quite complete. It doesn’t just pro-
vide information about marke  t  ing mix decisions—it also includes information 
about customers (including segmenting dimensions), co  m  petitors’ strategies, 
other aspects of     the market enviro  n  ment, and the company’s objectives and 
resources. This material provides important background inform  a  tion relevant 
to the “why” of the marketing mix and target market dec  i  sions.  

    Too often, managers do not include this information; their plans just lay 
out the details of the target market and the marketing mix strategy decisions. 
This shortcut approach is more common when the plan is really just an update 
of a strategy that has been in place for some time. However, that approach can 
be risky.  

    Managers too often make the mistake of casually updating plans in minor 
ways—perhaps just chan  g  ing some costs or sales forecasts—but otherwise stick-
ing with what was done in the past. A big problem with this a  p  proach is that it’s 

LO 18.5

Marketing plan provides 
a blueprint for 
implementation

Marketing plan spells 
out the timing of the 
strategy

A complete plan spells 
out the reasons for 
decisions
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Situation Analysis
Company Analysis
 Company objectives and overall marketing objectives
 Company resources (marketing, production, financial, human, etc.)
 Other marketing plans (marketing program)
 Previous marketing strategy
 Major screening criteria relevant to product-market opportunity selected
  Quantitative (ROI, profitability, risk level, etc.)
  Qualitative (nature of business preferred, social responsibility, environment, etc.)
 Major constraints
 Marketing collaborators (current and potential)
Customer Analysis (organizational customers and/or final consumers)
 Product-market
 Possible segmenting dimensions (customer needs, other characteristics)
  Qualifying dimensions and determining dimensions
 Identify target market(s) (one or more specific segments)
  Operational characteristics (demographics, geographic locations, etc.)
 Potential size (number of people, dollar purchase potential, etc.) and likely growth
 Key economic, psychological, and social influences on buying
 Type of buying situation
 Nature of relationship with customers
Competitor Analysis
 Nature of current/likely competition
 Current and prospective competitors (or rivals)
  Current strategies and likely responses to plan
 Competitive barriers to overcome and sources of potential competitive advantage
Analysis of the Market Context—External Market Environment
 Economic environment
 Technological environment
 Political and legal environment
 Cultural and social environment
Key Factors from Situation Analysis
 S.W.O.T.: Strengths, weaknesses, opportunities, and threats from situation analysis
Marketing Plan Objectives
 Specific objectives to be achieved with the marketing strategy
Differentiation and Positioning
 How will marketing mix be differentiated from the competition?
 How will the market offering be positioned?
 Positioning statement
Marketing Strategy
Overview of the Marketing Strategy
 General direction for the marketing strategy
 Description of how the four Ps fit together
Target Market(s)
 Summary of characteristics of the target market(s) to be approached
Product
 Product class (type of consumer or business product)
 Current product life-cycle stage
 New-product development requirements (people, dollars, time, etc.)
 Product liability, safety, and social responsibility considerations
 Specification of core physical good or service
  Features, quality, etc.
 Supporting service(s) needed
 Warranty (what is covered, timing, who will support, etc.)
 Branding (manufacturer versus dealer, family versus individual, etc.)

Exhibit 18–4 Summary Outline of Different Sections of Marketing Plan

continued
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 Packaging
  Promotion and labeling needs
  Protection needs
 Cultural sensitivity of product
 Fit with product line
Place
 Objectives
  Degree of market exposure required
  Distribution customer service level required
 Type of channel (direct, indirect)
  Other channel members or collaborators required
  Type/number of wholesalers (agent, merchant, etc.)
  Type/number of retailers
  How discrepancies and separations will be handled
  How marketing functions will be shared
 Coordination needed in company, channel, and supply chain
  Information requirements (EDI, the Internet, e-mail, etc.)
 Transportation requirements
 Inventory product-handling requirements
 Facilities required (warehousing, distribution centers, etc.)
 Reverse channels (for returns, recalls, etc.)
Promotion
 Objectives
 Major message theme(s) (for integrated marketing communications/positioning)
 Promotion blend
  Advertising (type, media, copy thrust, etc.)
  Personal selling (type and number of salespeople, compensation, effort allocation, etc.)
  Publicity
  Sales promotion (for customers, channel members, employees)
  Interactive media
 Mix of push and pull required
 Who will do the work?
Price
 Nature of demand (price sensitivity, price of substitutes)
 Demand and cost analyses (marginal analysis)
 Markup chain in channel
 Price flexibility
 Price level(s) (under what conditions) and impact on customer value
 Adjustments to list price (geographic terms, discounts, allowances, etc.)
Marketing Information Requirements
 Marketing research needs (with respect to customers, 4Ps, external environment, etc.)
 Secondary and primary data needs
 Marketing information system needs, models to be used, etc.
Implementation and Control
Special Implementation Problems to Overcome
 People required
 Manufacturing, financial, and other resources needed
Control
 Marketing information systems and data needed
 Criterion measures/comparison with objectives (customer satisfaction, sales, cost, performance analysis, etc.)
Budget, Sales Forecasts, and Estimates of Profit
 Costs (all elements in plan, over time)
 Sales (by market, over time, etc.)
 Estimated operating statement (pro forma)
Timing
 Specific sequence of activities and events, etc.
 Likely changes over the product life cycle
Risk Factors and Contingency Plans

Exhibit 18–4 Summary Outline of Different Sections of Marketing Plan continued
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easy to lose sight of why those strategy decisions were made in the first place. 
  When the market situation changes, the original reasons may no longer apply.   
Yet if the logic for those stra  t  egy decisions is not retained, it’s easy to miss 
changes taking place that should result in a plan being reco  n  sidered. For ex-
ample, a plan that was established in the growth stage of the product life cycle 
may have been very successful for a number of years. But a marketing manager 
can’t be complacent and assume that su  c  cess will continue forever. When mar-
ket maturity hits, the firm may be in for big trouble—unless the basic strategy 
and plan are modified. If a plan spells out the details of the market analysis and 
logic for the ma  r  keting mix and target market selected, then it is a simple mat-
ter to routinely check and update it. Remember: The idea is for all of the analy-
sis and strategy decisions to fit together as an integrated whole. Thus, as some of 
the elements of the plan or market environment change, the whole plan may 
need a fresh approach.  

  Challenges Facing Marketers  

  Marketers face the challenge of preparing creative and innovative marketing 
plans, but that in   itself   will not improve the value of marketing to society. We 
need to face up to other basic challenges that require new ways of thinking.  

  We need better marketing performance at the firm level. Progressive firms 
pay a  t  tention to changes in the market—including trends in the market 
 environment—and how marketing strat  e  gies need to be improved to consider 
these changes. Exhibit   18  -5 lists some of the important trends and changes 
we’ve discussed throughout this text.  

    Most of the changes and trends summarized in Exhibit   18  -5 are having a 
positive effect on how ma  r  keters serve society. And this ongoing improvement is 
self-directing. As consumers shift their support to firms that do meet their 
needs, laggard businesses are forced to either improve or get out of the way.  

  Marketing managers must constantly evaluate their strategies to be sure they’re 
not being left in the dust by competitors who see new and better ways of doing 
things. It’s crazy for a marketing manager to constantly change a strategy that’s 
working well. But too many managers fail to see or plan for needed changes. 
They’re afraid to do anything different and a  d  here to the   idea that “if it   ain’t   broke, 
don’t   fix it.” But a firm can’t always wait until a problem becomes completely obvi-
ous to do something about it. When customers move on and profits disa  p  pear, it 
may be too late to fix the problem. Marketing managers who take the lead in find-
ing innovative new markets and approaches get a compet  i  tive advantage.   

  Marketers can’t afford to bury their heads in the sand and hope that inte  r  na-
tional   competition will go away. Rather, they must realize that it is part of today’s 
market environment. It creates even more pressure on ma  r  keting managers to 
figure out what it takes to gain a co  m  petitive advantage—both at home and in 
foreign markets. But with the challenge comes o  p  portunities. The forces of 
competition in and among market-directed economies will help speed the dif-
fusion of marketing advances to consumers everywhere. As ma  c  ro-marketing 
systems improve worldwide, more consumers will have income to buy  products—
from whe  r  ever in the world those products come.  

  We live in a time of dramatic new technologies. Many marketers hate the 
idea that what they’ve learned from years of on-the-job experience may no lon-
ger apply when a technology like the Internet comes along.   Or they feel that it’s 
the job of the technical specialist to figure out how a new tec  h  nology can help 

  Change is the only thing 
that’s constant  

  If it   ain’t   broke, 
improve it  

  We need to use 
technology wisely  

LO 18.6

We need to welcome 
international 
competition
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Exhibit 18–5 Some Important Changes and Trends Affecting Marketing Strategy Planning

Communication Technologies
The Internet and intranets
Satellite communications and Wi-Fi
Video conferencing and Internet telephony
Growing use of smartphones
Consumer online “search” shopping
More interactive communications with customers
Role of Computerization
E-commerce, websites
Wireless networks
Scanners, bar codes, and RFID for tracking
Multimedia integration
“Cloud” computing
Mobile web access
Marketing Research
Search engines and web analytics
Online research—surveys, focus groups, online 
 communities
Growth of marketing information systems
Decision support systems
Single source data (and scanner panels)
Data warehouses and data mining
Customer relationship management (CRM) systems
Big data
Demographic Patterns
Technology usage around the globe
Explosion in senior and ethnic submarkets
Aging of the baby boomers
Population growth slowdown in U.S.
Geographic shifts in population
Slower real income growth in U.S.
Business and Organizational Customers
Closer relationships and single sourcing
Just-in-time inventory systems/EDI
Web portals and Internet sourcing
Interactive bidding and proposal requests
Internet as source of information 
ISO 9000
E-commerce and supply chain management
Product
More attention to “really new” products
Growth of dealer brands and private label
Faster new-product development
R&D teams with market-driven focus
Role of customer experience
More attention to quality
More attention to service technologies
More attention to sustainable design
Category management
3D printing
Patent trolls tie up patents
Internet of Things
Channels and Logistics
Internet selling (wholesale and retail)
More vertical marketing systems
Clicks and bricks (multichannel)
More multichannel shopping
Larger, more powerful retail chains
More attention to distribution service

Real-time inventory replenishment
Radio frequency identification (RFID)
Automated warehousing and handling
Cross-docking at distribution centers
Logistics outsourcing
Sales Promotion
Database-directed promotion
Point-of-purchase promotion
Trade promotion becoming more sensible
Event sponsorships
Customer loyalty programs
Customer acquisition cost analysis
Personal Selling
Post-sale customer service
Sales technology
Major accounts specialization
More telemarketing and team selling
Mass Selling
Interactive media (Internet ads, etc.)
Increasing role of publicity
More emphasis on “found” media
Role of customer reviews and ratings
Integrated marketing communications
Growth of more targeted media
Growth of interactive agencies
Consolidation of global agencies
Consolidation of media companies
Changing agency compensation
Shrinking media budgets
Social media
Inbound communications
Pricing
Electronic bid pricing and auctions
Value pricing
Overuse of sales and deals
Bigger differences in discounts
More attention to exchange rate effects
Lower markups on higher stockturn items
Use of “free” as a price
Comparison price shopping easier
International Marketing
More international market development
Global competitors—at home and abroad
Global communication over Internet
New trade rules (NAFTA, WTO, EU, etc.)
More attention to exporting by small firms
International expansion by retailers
Impact of “pop” culture on traditional cultures
Tensions between “have” and “have-not” cultures
Growing income and population in emerging markets
General
Economic decline
S.W.O.T. analysis
Privacy issues
More attention to positioning and differentiation
Shift away from diversification
More attention to profitability, not just sales
Greater attention to superior value
Addressing environmental concerns
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the firm serve its customers. But marketers can’t just pawn that responsibility off 
on “som  e  body else.” If that means learning about new technologies, then that is 
just part of the marketing job.  

    At a broader level, firms face the challenge of determining what technologies 
are acceptable and which are not. For example, gene research has opened the 
door to life-saving medicines, genet  i  cally altered crops that resist drought or 
disease, and even cloning of human beings. Yet in all of these arenas there is 
i  n  tense conflict among different groups about what is appropriate. How should 
these decisions be made? There is no simple answer to this question, but it’s 
clear that old production-oriented views are   not   the a  n  swer. Perhaps we will 
move toward developing answers if some of the marketing ideas that have been 
a  p  plied to understanding individual needs can be e  x  tended to better under-
stand the needs of society as a whole.  

  The Internet promised to create a more transparent business environment 
for customers. By shining “su  n  light” on bad practices, the costs rise for firms 
producing a defective product or engaging in unethical beha  v  ior. In some ways 
this has proven to be the case. Early adopter customers review purchases on 
websites. R  e  ports of a boring book, misleading product descriptions, poorly de-
signed products, or bad customer service help prospective customers make 
more informed choices. On the other hand, there are growing r  e  ports of com-
panies   gaming   the review system with fake reviews—leading consumers to ques-
tion this source of i  n  formation.  

    Along the same lines, companies must work hard to bury negative informa-
tion about their brands. Som  e  times this is justified, as the web allows anyone 
with a gripe (valid or not) to post complaints. But now marketing ma  n  agers 
have become much   more clever   about controlling their brand image online. It 
wasn’t too long ago that when typing Nike into Google, the first page of the 
search returned several links questio  n  ing the company’s ethics and practices. 
Now the same search turns up only positive messages. In part this is because 
Nike has responded to critics and actively engages in more sustainable and so-
cially responsible practices. It is also because Nike is more aware of how to man-
age search results to effectively bury its cri  t  ics.  

  Internet for 
consumers—sunny or 
partly cloudy  

“I am inside your taste of 
goodness.” Leco Japan 
produces instrumentation that 
helps protect food safety.
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    In general, the Internet has helped to shine a light that helps consumers 
make more informed choices. The risk is that increasingly web-savvy brands 
find ways to clean up their image without cleaning up their pra  c  tices.  9  

  Throughout this book we have emphasized the importance of the marketing 
co  n  cept—satisfying customers through a total company effort at a profit. Unfor-
t  u  nately, some firms take too short-run a view. They satisfy customers in the near 
term and take their profits, without worrying about longer-term problems. For 
exa  m  ple, some banks, mor  t  gage brokers, and credit card companies made 
credit too easy to get. Some customers enjoyed this for a while, but many pu  r-
  chased homes or built up credit card debt that they couldn’t afford. While this 
helped companies earn high profits in the short term, many cu  s  tomers later 
defaulted on loans. Eventually, such activities harmed customers—and wreaked 
havoc on our global economy. Marketing ma  n  agers must have a long-run view 
of customer satisfaction and recognize their s  o  cial responsibility.  

  Good business managers put themselves in the consumer’s position. A useful 
rule to follow     might be: Do unto others as you would have others do unto you.   
Sometimes called the “Golden Rule,” this approach is found in many religions 
and philosophies.   In pra  c  tice, this means developing satisfying marketing mixes 
for specific target markets. It may mean building in more quality or more safety. 
The consumer’s long-run sati  s  faction should be considered too. How will the 
product hold up in use? What about service guarantees? While trying to serve 
the needs of some target market, does the marketing strategy disregard the 
rights and needs of other consumers or create problems that will be left for fu-
ture gener  a  tions?  10  

  Promotion provides powerful ways to communicate with customers. Yet too 
many firms lapse into telling only half the truth. This is most obvious when 
there is a shift in co  n  sumer interest. For example, a firm’s ad may accurately 
proclaim that its food     product has no “trans fat”—but do co  n  sumers think that 
means it’s   healthy, low calorie, or even low in fat? Today we’re also seeing a lot 

  We must consider 
  long-run   consumer 
welfare  

  May need more social 
responsibility  

  We need the truth  

Companies that produce products with environmental benefits will find 
greater success when those products deliver other benefits as well. 
Owens Illinois developed a campaign that points out all the benefits of 
glass. Besides being endlessly recyclable, things taste better in glass. 
Products packaged in glass are also healthier and higher quality.
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of incomplete or misleading “  greenwashing  ” claims about firms’ environmental 
practices and eco-friendly products. It’s good for a firm to cr  e  ate a biodegrad-
able package and promote it, but the cleaning product in the package shouldn’t 
contain chem  i  cals that will be harmful once they’re in the sewer system.  

    Growing consumer cynicism about promotion is also a problem. As it gets 
worse, both firms and consumers suffer. Regulations say that marketing com-
munications shouldn’t be false or misleading, but managers need to take seri-
ously the responsibility to be truthful to their customers. Marketing 
communic  a  tions should be helpful—not just legal. Managers who don’t get 
this message are likely to learn a hard le  s  son—from acti  v  ists who spread criti-
cisms of their firms across the web and other media. The potential harm to a 
brand’s reputation from this sort of negative publicity has many firms cau-
tious about overstating their claims, including ones related to sustainability 
e  f  forts.  11  

  Marketers need to work harder and smarter at finding ways to satisfy co  n-
  sumer needs without sacrificing the environment. All consumers need the envi-
ronment, whether they realize it yet or not. We are only begi  n  ning to understand 
the consequences of the environmental damage that’s already been done. Acid 
rain, d  e  pletion of the ozone layer, global warming, and toxic waste in water 
 supplies—to mention but a few current env  i  ronmental problems—have cata-
strophic effects.  

    In the past, most firms didn’t pass the cost of environmental damage on to 
co  n  sumers in the prices that they paid. Pollution was a hidden and unmea-
sured cost for most companies. That is changing rapidly. Firms are already 
paying billions of dollars to correct problems, including problems created 
years ago. The gover  n  ment isn’t accepting the excuse that “nobody knew it was 
a big problem.”  12  

  The environment is 
everyone’s need  

The Utah Transit Authority 
(UTA) thought that more 
university students would ride 
the bus long-term if they were 
motivated by personal benefit 
rather than environmental or 
social conscience. For most 
people, the pros and cons of 
riding the bus, like other 
product choices, are more a 
personal matter. So UTA 
decided it should offer an 
answer to the question, 
“What’s in it for me?” The 
answer in this particular UTA 
ad is “social opportunities.” 
Although public transit is not 
exactly a sexy product, the ad 
employs a “sex sells” 
approach. What do you think? 
Is this a good idea? Why?

per61043_ch18_496-521.indd Page 515  22/12/13  4:08 AM user per61043_ch18_496-521.indd Page 515  22/12/13  4:08 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



516

  Marketers must also be sensitive to consumers’ rights and privacy. Today, 
sophi  s  ticated marketing research methods, the Internet, and other tec  h-
  nologies make it easier 
to abuse these rights. 
For example, credit 
card  records—which 
 reveal much about con-
sumers’ pu  r  chases and 
private lives—are rou-
tinely sold to anybody 
who pays for the com-
puter file. Many people 
place loads of personal 
information on social 
networking we  b  sites, 
like Facebook,  assuming 
they have some privacy. This is often not the case. For example, a rogue mar-
keter with an e-mail list can go to Fac  e  book and quickly find a name, gender, 
friends, age, interests, job, location, and education level for each e-mail a  d  dress.  

      Most consumers don’t realize how much data about their personal lives—
some of it incorrect but treated as fact—are collected and available. A simple 
computer billing error may land consumers on a bad-credit list without their 
knowledge. Worse, poor security can result in identity theft. Ma  r  keting man-
agers should use technology responsibly to improve the quality of life, not 
disrupt it. If you don’t think privacy is a serious matter, enter your social secu-
rity number in an Internet search engine and see what pops up. You may be 
surprised.  13  

  One of the advantages of a market-directed economic system is that it oper-
ates automatically. But in our version of this system, consumer-citizens provide 
certain constraints (laws), which can be modified at any time. Managers who 
ignore co  n  sumer attitudes must realize that their actions may cause new 
 restraints.  

    Before piling on too many new rules, however, some of the ones we have may 
need to be revised—and ot  h  ers may need to be enforced more carefully. Anti-
trust laws, for example, are often applied to protect co  m  petitors from each 
other—but they were originally intended to encourage competition.  

    Specifically, U.S. antitrust laws were developed so that all firms in a market 
would compete on a level pla  y  ing field. But in many markets, that level playing 
field no longer exists. In our global economy, individual U.S. firms now com-
pete with foreign firms whose governments urge them to cooperate with each 
other. Such foreign firms don’t see each other as competitors; rather they see 
U.S. firms, as a group, as the co  m  petitors.  

  Strict enforcement of present laws could have far-reaching results if more 
price fixers, fraudulent or dece  p  tive advertisers, and others who violate existing 
laws—thus affecting the perfor  m  ance of the macro-marketing system—were 
sent to jail or given heavy fines. A quick change in attitudes might occur if un-
eth  i  cal top managers—those who plan strategy—were prosecuted, instead of 
the salespeople or advertisers e  x  pected to deliver on weak or undifferent  i  ated 
strategies.  

  Whether a marketer is operating in his or her own country or in a foreign 
nation,     the legal environment sets the   minimal   standards of ethical behavior as 
defined by a society. In addition, the American Marketing A  s  sociation’s 

  May need to change 
laws and how they are 
enforced  

  Laws should affect 
top managers  

  Laws merely define 
minimal ethical 
standards  

Consumer privacy needs 
to be protected

Internet Exercise

Privacyscore provides a way to assess the privacy risk 
of using a particular website. At the site you can also 
see information about the relative privacy of various 
sites. For this exercise, go to the Privacyscore 
website (www.privacyscore.com). Read some of the 
FAQs and check out some of the sites listed as more 
and less private. How could using this site affect your 
browsing behavior? Should websites be required to 
report their use of online trackers?
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 Statement of Ethics (Exhibit 1-7) provides basic guidelines that a marketing 
manager should o  b  serve. But ma  r  keting managers constantly face ethical issues 
where there are no clearly defined answers. Every marketing manager should 
make a personal commitment to carefully evaluate the ethical consequen  c  es of 
marketing strategy dec  i  sions.  

    On the other hand, innovative new marketing strategies   do   sometimes cause 
problems for those who have a vested interest in the old ways. Some people try 
to portray anything that disrupts their own personal interest as unethical. But 
that is not an appropriate ethical standard. The basic ethical charge to market-
ers is to find new   and   better ways to serve society’s needs.  

  We’ve stressed that marketers should act responsibly—but consumers have 
responsibilities too. Some co  n  sumers abuse policies about returning goods, 
change price tags in self-service stores, and are downright ab  u  sive to salespeo-
ple. Others think nothing of ripping off businesses because “they’re rich.” 

  Need socially 
responsible consumers  

Throughout this book we describe big data. One appli-
cation of big data is that marketing managers can obtain 
“social profiles” of individual consumers. These profiles are 
created from customers’ clicks, conversations, Facebook 
“Likes,” Twitter “tweets,” cell phone activity, and credit 
card and loyalty card purchases. The social profiles allow 
marketing managers to deliver highly targeted, personal-
ized (and presumably more relevantly appealing) market-
ing mixes. In exchange, customers give up some privacy.

Is this new practice cool? Or is it creepy? To better un-
derstand how the big data revolution affects customers let’s 
take a closer look at how this might play out in real life by 
looking at two fictional college students, Nick and Shelby.

Nick often eats fast food and regularly receives e-mail 
coupons for fast-food purchases. Saving money sounds 
cool. Data shows that Nick usually spends more than the 
coupon amount and computer analysis of Nick’s photos 
and comments on Facebook suggest he is overweight. 
Soon Nick starts seeing ads for diets; he also receives a 
special introductory offer from a local health club. Cool or 
creepy? Nick’s Facebook newsfeed and Twitter feed in-
clude “articles” from news sites on healthy eating with an 
emphasis on Kellogg’s products and weight loss using 
South Beach Diet products. Cool or creepy? Some days, as 
Nick walks home from school, he gets a text message with 
a picture of a bowl of ice cream (and $.50 off)—just a block 
before he passes the grocery store. Timely. Cool or creepy?

Shelby’s friends know she works out regularly and main-
tains a healthy diet. Last week she was online reading arti-
cles about mountain bikes—now when she surfs the web, 

she sees ads for mountain bikes. 
Cool or creepy? As Shelby walks into 
her grocery store, a text message of-

fers her a dollar off on Ben & Jerry’s Greek Frozen  Yogurt—
she loves that stuff, but rarely eats it unless she’s feeling 
down. Did the grocery store know she and her boyfriend 
just broke up? Yes, it did. It “saw” her Facebook status up-
date. Cool or creepy? Shelby often receives direct-mail of-
fers for low interest credit cards; Nick doesn’t get those. 
Does the financial institution figure that healthier behavior 
is a sign of self-discipline, and therefore, financial responsi-
bility? Will insurance companies draw the same conclu-
sions and adjust rates accordingly? Cool or creepy?

These examples are not the future—they happen today. 
Marketing managers use big data to customize advertis-
ing, promotion, pricing, and online content. Tracked by 
your cell phone’s GPS, messages target your location. If a 
$.50 coupon motivates Nick to buy ice cream, but it takes 
$1.00 off to move Shelby, each gets a different coupon. 
The “articles” served to your news feed might be written 
by someone paid by a brand prominently featured in the 
article.

Cool or creepy? Probably depends on your values. 
As we move into a brave new world where customers sur-
render privacy (usually without their knowledge), you 
should have questions. Do you want to trade your privacy 
for personalized marketing mixes? What do you have to gain 
or lose? Who owns your data? Should governments regulate 
this—or should it be up to you? There are no easy answers.

Marketers need to consider the legal and ethical issues 
involved, as well as their customers’ attitudes and values. 
Consumers need to be more knowledgeable about their 
privacy. Is this cool? Creepy? A little of both?14

Marketers use big data—cool or creepy
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Shoplifting is a major problem for most traditional retailers, averaging almost 
2 percent of sales n  a  tionally. In supermarkets, losses to shoplifters are on aver-
age greater than profits.     Online retailers, in turn, must fight the use of stolen 
or fraudulent credit cards. Honest consu  m  ers pay for the cost of this theft in 
higher prices.    

    Americans tend to perform their dual role of  consumer-citizens with a split 
personality. We often b  e  have diffe  r  ently at the cash register than we do on our 
soap box. For example, we say that we want to protect the enviro  n  ment, but 
when it comes to making our own purchase decisions, we’re likely to pick the 
product that is more convenient or lower priced rather than the one that is the 
sustainable choice. We protest sex and violence in the media, but some of the 

most profitable websites on the Internet are purvey-
ors of pornogr  a  phy. Parents complain about adver-
tising aimed at children but use TV as a Saturday 
morning babysitter.  

    Unethical or illegal behavior is widespread. In a 
major survey of workers, managers, and exec  u  tives 
from a wide range of industries, 48 percent admitted 
to taking u  n  ethical or illegal actions in the past year. 
Offenses included things like cheating on expense 
accounts, paying or accepting kickbacks, trading sex 
for sales, lying to custo  m  ers, leaking company se-
crets, and looking the other way when environmen-
tal laws are violated. Think about it—we’re talking 
about half of the workforce.  1  5  

    As consumer-citizens, each of us shares the responsibility for preserving 
an effective macro-marketing system. And we should take this responsibility 
seriously. That even includes the r  e  sponsibility to be smarter customers. Let’s 
face   it,   a majority of consumers ignore most of the available information that 
could help them spend money (and guide the marketing process) more 
wisely. Consumerism has encou  r  aged nutritional labeling, unit pricing, 
truth-in-lending, plain-language contracts and warranties, and so on. Many 
companies provide extensive information at their websites or in brochures. 

Consumers should act in a 
socially aware/responsible 
manner. They must be 
cautious with their personal 
data and credit cards. Most 
identity thieves gather 
information from purses and 
wallets. Consumer demand 
for lower prices and 
willingness to purchase 
counterfeit products harms 
honest retailers and firms that 
produce legitimate products.

Even in the age of the Internet, the majority of identity theft still takes place in low-tech ways—from stealin
purses and wallets, to sifting through garbage for discarded statements and receitps.
      Identity theft hurts the victim. And it hurts Your Credit Card Companies. So we're fighting back—bot
on the Internet and off—with a wide range of proactive technologies and programs. For instance, eve
credit card application is verified by checking its information with one or more of the national credit bureau
If a fraud or victim alert has been posted, the applicant is contacted directly. To learn more about what we'
doing—and what you can do—go to our Web site, www.YourCreditCardCompanies.com.

A group of financial services companies that have joined together of help you understand consumer credit.

Internet Exercise

The Consumerist (www.consumerist.com) is a widely 
read blog. It operates as a consumer watchdog and 
monitors corporate behavior. Go to this blog and 
read a posting critical of some firm’s behavior—click 
through to the original source if necessary. What do 
you think of this story? Does it change your attitude 
toward the firm? How could sites like these influence 
consumers? How could they influence firms?
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Government agencies pu  b  lish many consumer buying guides on everything 
from tires to appliances, as do organizations such as Consu  m  ers Union. Most 
of this info  r  mation is available from home, over the Internet. It makes sense 
to use it.  

  How Far Should the Marketing Concept Go?  

  Achieving a better macro-marketing system is certainly a desirable objective. 
But what part should a ma  r  keter play in deciding what products to o  f  fer?  

  This is extremely important, because some marketing managers, especially 
those in large corpor  a  tions, can have an impact far larger than they do in their 
roles as   consumer-citizens. For exa  m  ple, should they refuse to produce hazard-
ous products, like skis or motorcycles, even though such products are in strong 
demand? Should they install safety devices that increase costs and raise prices 
that customers don’t want to pay?  

  These are difficult questions to answer. Some things marketing ma  n  agers do 
clearly benefit both the firm and consumers because they lower costs or im-
prove consumers’ options. But other decisions may act  u  ally reduce consumer 
choice and conflict with a desire to improve the effectiveness of our macro-
marketing sy  s  tem.  

  It seems fair to suggest, therefore, that marketing managers should be e  x-
  pected to improve and expand the range of goods and services they make 
 avai  l  able—always trying to add value and better satisfy consumers’ needs and 
prefe  r  ences. This is the job we’ve assigned to business.  

    If pursuing this objective makes excessive demands on scarce resources or 
has an unacceptable ec  o  logical effect, then consumer-citizens have the respon-
sibility to vote for laws restricting indivi  d  ual firms that are trying to satisfy con-
sumers’ needs. This is the role that we, as consumers, have assigned to the 
gover  n  ment—to e  n  sure that the macro-marketing system works effectively.  

    It is important to recognize that some   seemingly minor   modifications in our 
present system   might   r  e  sult in very big, unintended problems. Allowing some 
government agency to prohibit the sale of products for seemingly good rea-
sons could lead to major changes we never expected and could seriously re-
duce co  n  sumers’ pr  e  sent rights to freedom of choice, including “bad” 
choices.  

  Should marketing 
managers limit 
consumers’ freedom 
of choice?  

  Consumer-citizens 
should vote on the 
changes  

  Macro-marketing does   not   cost too much. Consumers 
have assigned business the role of satisfying their needs. 
Custo  m  ers find it satisfactory and even desirable to permit 
businesses to cater to them and even to stimulate wants. As 
long as co  n  sumers are satisfied, macro-marketing will not 
cost too much—and business firms will be permitted to con-
tinue as profit-making entities.  

    But business exists at the consumer’s discretion. It’s 
mainly by satisfying the consumer that a parti  c  ular firm—
and   our   ec  o  nomic system—can justify its existence and hope 
to keep operating.  

    In carrying out this role—granted by consumers—business 
firms are not always as effective as they could be. Many 
bus  i  ness managers don’t understand the marketing concept 
or the role that marketing plays in our way of life. They seem 
to feel that business has a basic right to operate as it 
chooses. And they pr  o  ceed in their typical production- 
oriented ways. Further, many managers have had little or no 
training in business management and are not as competent 
as they should be. Others fail to adjust to the changes taking 
place around them. And a few dishonest or unethical manag-
ers can do a great deal of damage before     co  n  sumer-citizens 

CONCLUSION  
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take steps to stop them. As a result, marketing by individual 
firms often   does   cost too much. But the situation is improv-
ing. More business training is now available, and more com-
petent people are b  e  ing a  t  tracted to marketing and 
business generally. Clearly,   you   have a role to play in improv-
ing marketing activ  i  ties in the future.  

    The marketing strategy planning process presented in 
this book provides a framework that will guide you to 
more effective marketing decisions—and marketing that 
really does deliver superior value to custo  m  ers. It also 
benefits the firm, through profits and growth. It’s truly a 
“win-win” situation. And in our compe  t  itive, market-driven 
economy, managers and firms that lead the way in creat-
ing these successes will not go unnoticed. As effective 
marketing management spreads to more companies, the 

whole macro-marketing sy  s  tem will be more efficient and 
effective.  

    To keep our system working effectively, individual firms 
should implement the marketing concept in a more effi-
cient, ethical, and socially responsible way. At the same 
time, we—as consumers—should co  n  sume goods and ser-
vices in an intell  i  gent and socially responsible way. Further, 
we have the responsibility to vote and ensure that we get 
the kind of macro-marketing system we want. What kind do 
you want? What should you do to ensure that fellow 
 consumer-citizens will vote for your system? Is your system 
likely to satisfy you as well as another macro-marketing sys-
tem? You don’t have to answer these questions right now—
but your answers will affect the future you’ll live in and how 
satisfied you’ll be.  

QUESTIONS AND PROBLEMS  

   1.   Explain why marketing must be evaluated at two levels. 
What criteria should be used to evaluate each level of 
marketing? D  e  fend your answer. Explain why your criteria 
are better than alternative criteria.  

   2.   Discuss the merits of various economic system objectives. 
Is the objective of the American economic system sensi-
ble? Could it achieve more consumer satisfaction if soci-
ologists or public officials determined how to satisfy the 
needs of lower-income or less-educated consu  m  ers? If so, 
what education or income level should be required before 
an individual is granted free choice?  

   3.   Should the objective of our economy be maximum effi-
ciency?   If your answer is yes, eff  i  ciency in what?   If not, 
what should the objective be?  

   4.   Discuss the conflict of interests among production, fi-
nance, accounting, and marketing exec  u  tives. How does 
this conflict affect the operation of an individual firm?   The 
economic system?   Why does this co  n  flict exist?  

   5.   Why does adoption of the marketing concept encourage a 
firm to operate more efficiently? Be sp  e  cific about the im-
pact of the marketing concept on the various departments 
of a firm.  

   6.   In the short run, competition sometimes leads to ineffi-
ciency in the operation of our economic sy  s  tem. Many 
pe  o  ple argue for monopoly in order to eliminate this inef-
ficiency. Discuss this solution.  

   7.   How would officially granted monopolies affect the opera-
tion of our economic system? Co  n  sider the effect on allo-
cation of resources, the level of income and employment, 
and the distribution of i  n  come. Is the effect any different 

if a firm obtains a m  o  nopoly by winning out in a competi-
tive market?  

   8.   Comment on the following statement: “Ultimately, the 
high cost of marketing is due only to consu  m  ers.”  

   9.   Distinguish clearly between a marketing strategy and a 
marketing plan. If a firm has a really good strategy, does it 
need to worry about developing a written plan?  

   10.   How far should the marketing concept go? How should we 
decide this issue?  

   11.   Should marketing   managers,   or business managers in gen-
eral, refrain from producing profitable products that some 
target customers want but that may not be in their long-
run best inte  r  est? Should firms be expected to produce 
“good” but less profitable products? What if such pro  d-
  ucts break even? What if they are unprofitable but the 
company makes other profitable products—so on balance 
it still makes some profit? What criteria are you using for 
each of your answers?  

   12.   Should a marketing manager or a business refuse to pro-
duce an “energy-gobbling” appl  i  ance that some consum-
ers are d  e  manding? Should a firm install an expensive 
safety device that will increase costs but that customers 
don’t want? Are the same principles involved in both these 
questions? Explain.  

   13.   Discuss how one or more of the trends or changes shown 
in Exhibit   18  -5 are affecting marketing strategy planning 
for a sp  e  cific firm that serves the market where you live.  

   14.   Discuss how slower economic growth or no economic 
growth would affect your college commun  i  ty—in particu-
lar, its marketing institutions.  
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  CREATING MARKETING PLANS  

  The Marketing Plan Coach software on the text website includes a sample marketing plan for Hillside Vete  r  inary Clinic. Review 
the entire marketing plan.  

   a.   How do the pieces fit together?  

   b.   Does the marketing strategy logically follow from the target market dimensions?  

   c.   Does the marketing strategy logically follow from the differentiation and positioning?  

   d.   Does the plan appear reasonable given the stated objectives?  
521

  SUGGESTED CASES  
   17.      Simply Pure H2O4U, Inc.   31.     Amato Home Health  
  22.     Bright Light Innovations: The Starlight Stove   32.     Lever Ltd.  
  27.    Advanced Molding, Inc.   34.     Chess Aluminum Worldwide  
  28.     KCA Precision Tools   Video Case 4.     Potbelly Sandwich  
  30.     Walker-Winkle Mills   Video Case 6.     Big Brothers and Big Sisters of America            

per61043_ch18_496-521.indd Page 521  22/12/13  4:08 AM user per61043_ch18_496-521.indd Page 521  22/12/13  4:08 AM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



AAPPENDI
X

LEARNING OBJECTIVES

 The economist’s traditional analysis of supply and demand is a useful tool for analyzing 
markets. In particular, you should master the concepts of a demand curve and demand 
elasticity. A firm’s demand curve shows how the target customers view the firm’s Product—
really its whole marketing mix. And the interaction of demand and supply curves helps set 
the size of a market and the market price. The interaction of supply and demand also 
determines the nature of the competitive environment, which has an important effect on 
strategy planning. The learning objectives and following sections of this appendix discuss 
these ideas more fully.

When you finish this appendix, you should be able to:

 1 understand the “law of diminishing demand.”

 2 explain elasticity of demand and supply.

 3 understand why demand elasticity can be affected by availability of substitutes.

 4 understand demand and supply curves and how they set the size of a market 
and its price level.

 5 know the different kinds of competitive situations and understand why they 
are important to marketing managers.

 6 understand important new terms (shown in red).

      Products and Markets as Seen by Customers and Potential 
Customers  

  A basic idea from economics is that most customers have a limited income 
and simply cannot buy ever  y  thing they want. They must balance their needs 
and the prices of various products. Economists usually a  s  sume that customers 
have a fairly definite set of preferences and that they evaluate alternatives in 

  Economists see 
individual customers 
choosing among 
alternatives  

AAPPENDI
X

Economics 
Fundamentals
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terms of whether the alternatives will make them feel better or in some way 
improve their situation.  

      But what exactly is the nature of a customer’s desire for a particular product?  
    Usually economists answer this question in terms of the extra utility the 

customer can obtain by bu  y  ing more of a particular product—or how much 
utility would be lost if the customer had less of the product. It is easier to 
understand the idea of utility if we look at what happens when the price of 
one of the custo  m  er’s usual purchases changes.  

  Suppose that consumers buy potatoes in 10-pound bags at the same time they 
buy other foods such as bread and rice. If the consumers are mainly interested 
in buying a certain amount of food and the price of the pot  a  toes drops, it seems 
reasonable to expect that they will switch some of their food money to potatoes 
and away from some other foods. But if the price of potatoes rises, you expect 
our consumers to buy fewer pot  a  toes and more of other foods.  

        The general relationship between price and quantity demanded illustrated 
by this food example is called the   law of diminishing demand  —which says that if 
the price of a product is raised, a smaller quantity will be demanded and if the 
price of a product is lowered, a greater quantity will be demanded. Experience 
supports this relationship between price and total demand in a market, espe-
cially for broad product categ  o  ries or commodities such as potatoes.  

    The relationship between price and quantity demanded in a market is what 
economists call a “d  e  mand schedule.” An example is shown in Exhibit A-1. For 
each row in the table, column 2 shows the quant  i  ty consumers will want (de-
mand) if they have to pay the price given in column 1. The third column shows 
that the total revenue (sales) in the potato market is equal to the quantity de-
manded at a given price times that price. Note that as prices drop, the total   unit
quantity increases, yet the total   revenue   decreases. Fill in the blank lines in the 
third column and observe the behavior of total revenue, an important number 
for the marketing manager. We will explain what you should have noticed, and 
why, a little later.  

  If your only interest is seeing at which price the company will earn the 
greatest t  o  tal revenue, the demand schedule may be adequate. But a demand 
curve shows more. A   demand curve   is a graph of the relationship between 
price and quantity demanded in a market, assuming that all other things 
stay the same. Exhibit A-2 shows the demand curve for potatoes—really just 
a  plotting of the demand schedule in Exhibit A-1. It shows how many potatoes 
pote  n  tial customers will demand at various possible prices. This is a “down-
sloping d  e  mand curve.”  

        Most demand curves are down-sloping. This just means that if prices are 
 decreased, the quantity cu  s  tomers demand will increase.  

  The law of diminishing 
demand  

LO A.1

  The demand curve—
usually down-sloping  

Point

(1) 

Price of 

Potatoes 

per Bag 

(P)

(2) 

Quantity Demanded 

(bags per month) 

(Q)

(3) 

Total Revenue 

per Month 

(P 3 Q 5 TR)

A  $1.60    8,000,000 $12,800,000

B  1.30    9,000,000                      

C  1.00   11,000,000 11,000,000

D    0.70 14,000,000                      

E   0.40 19,000,000                      

Exhibit A–1
Demand Schedule for 
Potatoes (10-pound bags)
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    Demand curves always show the price on the vertical axis and the quantity 
demanded on the horizo  n  tal axis. In Exhibit A-2, we have shown the price in 
dollars. For consistency, we will use dollars in other e  x  amples. However, keep in 
mind that these same ideas hold regardless of what money unit (dollars, yen, 
euros, pounds, etc.) is used to represent price. Even at this early point, you 
should keep in mind that markets are not necessarily limited by national bound-
aries—or by one type of money.  

    Note that the demand curve only shows how customers will react to vari-
ous possible prices. In a market, we see only one price at a time, not all of 
these prices. The curve, however, shows what quantities will be demanded, 
depending on what price is set.  

      To get a more complete picture of demand-curve analysis, let’s consider an-
other     product that has a different demand schedule and curve. A demand 
sch  e  dule for standard 1-cubic-foot microwave ovens is shown in Exhibit A-3. 
Column (3) shows the total rev  e  nue that will be obtained at various possible 
prices and quantities. Again, as the price goes down, the quant  i  ty demanded 
goes up. But here, unlike the potato example, total revenue increases as prices 
go down—at least until the price drops to $100.  

  These general demand relationships are typical for all products. But each 
product has its own demand sch  e  dule and curve in each potential market, no 
matter how small the market. In other words, a particular d  e  mand curve has 
meaning only for a particular market. We can think of demand curves for indi-
viduals, groups of individuals who form a target market, regions, and even 
countries. And the time period covered really should be specified, although this 
is often neglected because we usually think of monthly or yearly periods.  

  Microwave oven demand 
curve looks different  

  Every market has a 
demand curve, for some 
time period  

Exhibit A–2
Demand Curve for 
Potatoes (10-pound bags)

Quantity (millions of bags per month)
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Point

(1) 

Price per 

Microwave Oven 

(P)

(2) 

Quantity 

Demanded 

per Year 

(Q)

(3) 

Total Revenue (TR) 

per Year 

(P 3 Q 5 TR)

A $300   20,000 $  6,000,000

B  250 70,000   17,500,000

C  200 130,000  26,000,000

D  150 210,000    31,500,000

E  100 310,000    31,000,000

Exhibit A–3
Demand Schedule 
for 1-Cubic-Foot 
Microwave Ovens

per61043_appA_522-534.indd Page 524  20/12/13  12:15 PM user per61043_appA_522-534.indd Page 524  20/12/13  12:15 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



A
P

P
E

N
D

IX
 A

  
Econom

ics Fundam
entals

525

  The demand curve for microwave ovens (see Exhibit A-4) is down-sloping—
but note that it is flatter than the curve for potatoes. It is important to under-
stand what this flatness means.  

        We will consider the flatness in terms of total revenue, since this is what inter-
ests business mana  g  ers.  *  

    When you filled in the total revenue column for potatoes, you should have 
noticed that total revenue drops continually if the price is reduced. This looks 
undesirable for sellers and illustrates inelastic demand.   Inelastic demand   means 
that although the quantity demanded increases if the price is decreased, the 
quantity demanded will not “stretch” enough—that is, it is not elastic enough—
to avoid a decrease in total revenue.  

    In contrast,   elastic demand   means that if prices are dropped, the quantity 
demanded will stretch (i  n  crease) enough to increase total revenue. The upper 
part of the microwave oven demand curve is an example of elastic demand.  

    But note that if the microwave oven price is dropped from $150 to $100, total 
revenue will decrease. We can say, therefore, that between $150 and $100, demand 
is inelastic—that is, total revenue will decrease if price is lowered from $150 to $100.  

    Thus, elasticity can be defined in terms of changes in total revenue.   If total rev-
enue will increase if price is lowered, then demand is elastic. If total revenue will decrease if 
price is lowered, then demand is inelastic.   (Note: A special case known as “unitary 
elasticity of demand” occurs if total revenue stays the same when prices change.)  

  A point often missed in discussions of demand is what happens when prices 
are raised instead of lowered. With elastic demand, total revenue will     decrease   if 
the price is   raised.   With inelastic demand, however, total revenue will   increase   if 
the price is   raised.  

        The possibility of raising price and increasing dollar sales (total revenue) at 
the same time is attra  c  tive to managers. This only occurs if the demand curve is 
inelastic. Here total revenue will increase if price is raised, but total costs prob-
ably will not increase—and may actually go down—with smaller quantities. 
  Keep in mind that profit is equal to total revenue minus total costs. So when 
demand is inelastic, profit will increase as price is increased!  

    The ways total revenue changes as prices are raised are shown in Exhibit A-5. 
Here total revenue is the rectangular area formed by a price and its related 
quantity. The larger the rectangular area, the greater the total revenue.  

      The difference between 
elastic 
and inelastic  

LO A.2

  Total revenue may 
increase if price 
is raised  

*Strictly speaking, two curves should not be compared for flatness if the graph scales are different, 
but for our purposes now we will do so to illustrate the idea of “elasticity of demand.” Actually, it would 
be more accurate to compare two curves for one product on the same graph. Then both the shape of 
the demand curve and its position on the graph would be important.

Exhibit A–4
Demand Curve for 
1-Cubic-Foot Microwave 
Ovens
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    P  1   is the original price here, and the total potential revenue with this original 
price is shown by the area with blue shading. The area with red shading shows the 
total revenue with the new price,   P  2  . There is some overlap in the total revenue 
areas, so the important areas are those with only one color. Note that in the left-
hand figure—where demand is elastic—the revenue added (the red-only area) 
when the price is i  n  creased is less than the revenue lost (the blue-only area). Now 
let’s contrast this to the right-hand figure, when demand is inelastic. Only a small 
blue revenue area is given up for a much larger (red) one when price is raised.  

  It is important to see that it is     wrong to refer to a whole demand curve as elastic or 
inelastic.   Rather, ela  s  ticity for a particular demand curve refers to the change in 
total revenue between two points on the curve, not along the whole curve. You 
saw the change from elastic to inelastic in the microwave oven example. Gener-
ally, however, nearby points are either elastic or inelastic—so it is common to 
refer to a whole curve by the degree of elasticity in the price range that nor-
mally is of interest—the   relevant range.  

  At first, it may be difficult to see why one product has an elastic demand 
and another an inelastic demand. Many factors affect elasticity, such as the 
availability of substitutes, the importance of the item in the cu  s  tomer’s bud-
get, and the urgency of the customer’s need and its relation to other needs. 
By looking more closely at one of these factors—the availability of substi-
tutes—you will better understand why demand ela  s  ticities vary.  

        Substitutes   are products that offer the buyer a choice. For example, many 
consumers see grapefruit as a substitute for oranges and hot dogs as a substitute 
for hamburgers. The greater the number of “good” substitutes available, the 
greater will be the elasticity of demand. From the consumer’s perspective, prod-
ucts are “good” substitutes if they are very similar (homogeneous). If consumers 
see products as extremely di  f  ferent, or heterogeneous, then a particular need 
cannot easily be satisfied by substitutes. And the demand for the most satisfac-
tory product may be quite inelastic.  

    As an example, if the price of hamburger is lowered (and other prices 
stay the same), the quantity demanded will increase a lot, as will total revenue. 

  An entire curve is not 
elastic or inelastic  

      Demand elasticities 
affected by availability 
of substitutes and 
urgency of need  

LO A.3

Exhibit A–5
Changes in Total Revenue 
as Prices Increase
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The reason is that not only will regular hamburger users buy more hamburger, 
but some consumers who formerly bought hot dogs or steaks probably will buy 
ha  m  burger too. But if the price of hamburger is raised, the quantity demanded 
will decrease, perhaps sharply. Still, consumers will buy some hamburger, de-
pending on how much the price has risen, their individual tastes, and what 
their guests expect (see Exhibit A-6).  

    In contrast to a product with many “substitutes”—such as hamburger—con-
sider a product with few or no substitutes. Its demand curve will tend to be in-
elastic. Motor oil is a good example. Motor oil is needed to keep cars running. 
Yet no one person or family uses great quantities of motor oil. So it is not lik  e  ly 
that the quantity of motor oil purchased will change much as long as price 
changes are   within a reason  a  ble range.   Of course, if the price is raised to a stagger-
ing figure, many people will buy less oil (change their oil less frequently). If the 
price is dropped to an extremely low level, manufacturers may buy more—say, 
as a lower-cost substitute for other chemicals typically used in making plastic 
(Exhibit A-7). But these e  x  tremes are outside the relevant range.  

    Demand curves are introduced here because the degree of elasticity of de-
mand shows how potential customers feel about a product—and especially 
whether they see substitutes for the product. But to get a be  t  ter understanding 
of markets, we must extend this economic analysis.  

  Markets as Seen by Suppliers  

  Customers may want some product—but if suppliers are not willing to supply it, 
then there is no market. So we’ll study the economist’s analysis of supply. And 
then we’ll bring supply and demand together for a more complete understand-
ing of markets.  

Exhibit A–6
Demand Curve for 
Hamburger (a product 
with many substitutes)
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Exhibit A–7
Demand Curve for Motor 
Oil (a product with few 
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    Economists often use the kind of analysis we are discussing here to explain pric-
ing in the marke  t  place. But that is not our intention. Here we are interested in how 
and why markets work and the interaction   of customers and potential suppliers. 
Later in this appendix we will review how competition affects prices, but how indi-
vidual firms set prices, or should set prices, is discussed fully in Chapters 16 and 17.  

  Generally speaking, suppliers’ costs affect the quantity of products they are 
willing to offer in a market du  r  ing any period. In other words, their costs affect 
their supply schedules and supply curves. While a demand curve shows the quan-
tity of products customers will be willing to buy at various prices, a     supply curve   
shows the quantity of products that will be supplied at various possible prices. 
Eventually, only one quantity will be offered and purchased. So a supply curve 
is really a hypothetical (what-if) description of what will be offered at various 
prices. It is, however, a very important curve. Together with a demand curve, it 
su  m  marizes the attitudes and probable behavior of buyers and sellers about a 
particular product in a particular market—that is, in a product-market.  

  We usually assume that supply curves tend to slope upward—that is, suppliers 
will be willing to offer grea  t  er quantities at higher prices. If a product’s market 
price is very high, it seems only reasonable that produ  c  ers will be anxious to 
produce more of the product and even put workers on overtime or perhaps 
hire more workers to increase the quantity they can offer. Going further, it 
seems likely that producers of other pro  d  ucts will switch their resources (farms, 
factories, labor, or retail facilities) to the product that is in great d  e  mand.  

        On the other hand, if consumers are only willing to pay a very low price for a 
particular product, it’s reasonable to expect that producers will switch to other 
products, thus reducing supply. A supply schedule (Exhibit A-8) and a supply 
curve (Exhibit A-9) for potatoes illustrate these ideas. This supply curve shows 

  Supply curves reflect 
supplier thinking  

      Some supply curves 
are vertical  

Point

Possible Market Price

per 10-lb. Bag

Number of Bags Sellers 

Will Supply per Month at 

Each Possible Market Price

A $1.60  17,000,000

B    1.30 14,000,000

C    1.00   11,000,000

D   0.70   8,000,000

E 0.40    3,000,000
Note: These data and the resulting supply curve in Exhibit A–9 are for a single month to emphasize that farmers 
might have some control over when they deliver their potatoes. There would be different data, and consequently a 
different curve, for each month.

Exhibit A–8
Supply Schedule for 
Potatoes (10-pound 
bags)

Exhibit A–9
Supply Curve for 
Potatoes (10-pound bags)
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how many potatoes would be produced and offered for sale at each possible 
market price in a given month.  

    In the very short run (say, over a few hours, a day, or a week), a supplier may 
not be able to change the supply at all. In this situation, we would see a vertical 
supply curve. This situation is often relevant in the market for fresh produce. 
Fresh strawberries, for example, continue to ripen, and a supplier wants to sell 
them quickly—preferably at a higher price—but in any case, they must be sold.  

    If the product is a service, it may not be easy to expand the supply in the 
short run. Additional ba  r  bers or medical doctors are not quickly trained and 
licensed, and they only have so much time to give each day. Further, the pros-
pect of much higher prices in the near future cannot easily expand the supply 
of many services. For example, a hit play or an “in” restaurant or nightclub is 
limited in the amount of product it can offer at a particular time.  

  The term     elasticity   also is used to describe supply curves. An extremely steep or 
almost vertical supply curve, often found in the short run, is called   inelastic supply

because the quantity supplied does not stretch much (if at all) if the price is 
raised. A flatter curve is called   elastic supply   because the quantity supplied does 
stretch more if the price is raised. A slightly up-sloping supply curve is typical in 
longer-run market situations. Given more time, suppliers have a chance to adjust 
their offerings, and competitors may enter or leave the market.  

      Demand and Supply Interact to Determine the Size   
o  f the Market   a  nd Price Level   

We have treated market demand and supply forces separately. Now we must 
bring them together to show their interaction. The   intersection   of these two 
forces determines the size of the market and the market price—at which point 
(price and quantity) the market is said to be in   equilibrium.  

    The intersection of demand and supply is shown for the potato data dis-
cussed earlier. In Exhibit A-10, the demand curve for potatoes is now graphed 
against the supply curve in Exhibit A-9.  

    In this potato market, demand is inelastic—the total revenue of all the potato 
producers would be greater at higher prices. But the market price is at the 
equilibrium point  —where the quantity and the price sellers are willing to offer are 
equal to the quantity and price that buyers are willing to accept. The $1.00 equi-
librium price for potatoes yields a smaller   total revenue   to potato producers than a 
higher price would. This lower equilibrium price comes about because the many 
producers are willing to supply enough potatoes at the lower price.   Demand is not 
the only determiner of price level. Cost also must be considered  —  via the supply curve.  

  Elasticity of supply  

LO A.4

Exhibit A–10
Equilibrium of Supply and 
Demand for Potatoes 
(10-pound bags)

Demand Supply

Equilibrium point

10

1.60

20 30

Quantity (millions of bags per month)

Pr
ic

e 
($

 p
er

 b
ag

)

1.30

1.00

0.70

0.40

0 Q

P

per61043_appA_522-534.indd Page 529  20/12/13  12:15 PM user per61043_appA_522-534.indd Page 529  20/12/13  12:15 PM user /201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles/201/MH02059/per61043_disk1of1/0077861043/per61043_pagefiles



530

  Presumably, a sale takes place only if both buyer and seller feel they will be 
better off after the sale. But sometimes the price a consumer pays in a sales 
transaction is less than what he or she would be willing to pay.  

        The reason for this is that demand curves are typically down-sloping, and 
some of the demand curve is above the equilibrium price. This is simply an-
other way of showing that some customers would have been willing to pay more 
than the equilibrium price—if they had to. In effect, some of them are getting a 
bargain by being able to buy at the equilibrium price. Economists have tradi-
tionally called these bargains the   co  n  sumer surplus  —that is, the difference to 
consumers between the value of a purchase and the price they pay.  

    Some business critics assume that consumers do badly in any business trans-
action. In fact, sales take place only if consumers feel they are at least getting 
their money’s worth. As we can see here, some are wil  l  ing to pay much more 
than the market price.  

  Demand and Supply Help Us Understand the Nature 
of Competition  

  The elasticity of demand and supply curves and their interaction help predict 
the     nature of competition a marketing manager is likely to face. For example, 
an extremely inelastic demand curve means that the ma  n  ager will have much 
choice in strategy planning, especially price setting. Apparently customers like 
the product and see few substitutes. They are willing to pay higher prices before 
cutting back much on their pu  r  chases.  

    The elasticity of a firm’s demand curve is not the only factor that affects the 
nature of competition. Other factors are the number and size of competitors 
and the uniqueness of each firm’s marketing mix. U  n  derstanding these market 
situations is important because the freedom of a marketing manager, especially 
control over price, is greatly reduced in some situations.  

    A marketing manager operates in one of four kinds of market situations. 
We’ll discuss three kinds: pure competition, oligopoly, and monopolistic com-
petition. The fourth kind, monopoly, isn’t found very o  f  ten and is like monopo-
listic competition. The important dimensions of these situations are shown in 
Exhibit A-11.  

  Some consumers get  
a surplus  

LO A.5

Types of Situations

Important 

Dimensions

Pure 

Competition Oligopoly

Monopolistic

Competition Monopoly

Uniqueness of 
each firm’s product

None None Some Unique

Number of 
competitors

Many Few Few to 
many

None

Size of competitors 
(compared to size 
of market)

Small Large Large to 
small

None

Elasticity of 
demand facing 
firm

Completely 
elastic

Kinked demand 
curve (elastic 
and inelastic)

Either Either

Elasticity of industry 
demand

Either Inelastic Either Either

Control of price by 
firm

None Some 
(with care)

Some Complete

Exhibit A–11
Some Important 
Dimensions Regarding 
Market Situations
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  Many competitors offer about the same thing  
Pure competition   is a market situation that develops when a market has  

  1.   Homogeneous (similar) products.  
  2.   Many buyers and sellers who have full knowledge of the market.  
  3.    Ease of entry for buyers and sellers; that is, new firms have little difficulty 

starting in business—and new customers can easily come into the market.  

    More or less pure competition is found in many agricultural markets. In the 
potato market, for exa  m  ple, there are thousands of small producers—and they 
are in pure competition. Let’s look more closely at these producers.  

    Although the potato market as a whole has a down-sloping demand curve, 
each of the many small producers in the industry is in pure competition, and 
each of them faces a flat demand curve at the equil  i  brium price. This is shown 
in Exhibit A-12.  

    As shown at the right of Exhibit A-12, an individual producer can sell as many 
bags of potatoes as he chooses at $1—the market equilibrium price. The 
equilibrium price is determined by the quantity that all producers choose to 
sell given the demand curve they face.  

    But a small producer has little effect on overall supply (or on the equilibrium 
price). If this individual farmer raises 1/10,000th of the quantity offered in the 
market, for example, you can see that there will be little effect if the farmer goes 
out of business—or doubles production.  

    The reason an individual producer’s demand curve is flat is that the farmer 
probably couldn’t sell any potatoes above the market price. And there is no 
point in selling below the market price! So, in effect, the individual producer 
has no control over price.  

  Not many markets are     purely   competitive. But many are close enough so we 
can talk about “almost” pure competition situations—those in which the mar-
keting manager has to accept the going price.  

 Such highly competitive situations aren’t limited to agriculture. Wherever  many
competitors sell   h  o  mogeneous   products—such as textiles, lumber, coal, printing, and 
laundry services—the demand curve seen by   each producer  tends to be flat. 

 Markets tend to become more competitive, moving toward pure competition (ex-
cept in oligopolies—see below). On the way to pure competition, prices and profits 
are pushed down until some competitors are forced out of business. Eventually, in 

  When competition 
is pure  

  Markets tend to become 
more competitive  

Demand Supply

A. Industry B. Firm (each producing about
     1/10,000 of industry output)
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Exhibit A–12 Interaction of Demand and Supply in the Potato Industry and the Resulting Demand Curve 
Facing Individual Potato Producers
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long-run equilibrium, the price level is only high enough to keep the survivors in 
business. No one makes any profit—they just cover costs. It’s tough to be a market-
ing manager in this situation! 

  A few competitors offer similar things  
      Not all markets move toward pure competition. Some become oligopolies.   

  Olig  o  poly   situations are special market situations that develop when a market has  

  1.   Essentially homogeneous products—such as basic industrial chemicals or 
 gasoline.  

  2.     Relatively few sellers—or a few large firms and many smaller ones who 
 follow the lead of the larger ones.  

  3.   Fairly inelastic industry demand curves.  

    The demand curve facing each firm is unusual in an oligopoly situation. 
 Although the industry d  e  mand curve is inelastic throughout the relevant range, 
the demand curve facing each competitor looks “kinked.” See Exhibit A-13. The 
current market price is at the kink.  

    There is a market price because the competing firms watch each other care-
fully—and they know it’s wise to be at the kink. Each firm must expect that rais-
ing its own price above the market price will cause a big loss in sales. Few, if any, 
competitors will follow the price increase. So the firm’s demand curve is rel  a-
  tively flat above the market price. If the firm lowers its price, it must expect 
competitors to follow. Given inelastic industry demand, the firm’s own demand 
curve is inelastic at lower prices, assuming it keeps its share of this market at 
lower prices. Since lowering prices along such a curve will drop total revenue, 
the firm should leave its price at the kink—the market price.  

    Sometimes there are price fluctuations in oligopolistic markets. This can be 
caused by firms that don’t understand the market situation and cut their prices 
to try to get business. In other cases, big increases in demand or supply change 
the basic nature of the situation and lead to price cutting. Price cuts can be 
dra  s  tic, such as Du Pont’s price cut of 25 percent for Dacron. This happened 
when Du Pont decided that industry production capacity already exceeded 
 demand, and more plants were due to start production.  

    It’s important to keep in mind that oligopoly situations don’t just apply to 
whole industries and n  a  tional markets. Competitors who are focusing on the 
same local target market often face oligopoly situ  a  tions. A suburban com-
munity might have several gas stations, all of which provide essentially the 

  When competition is 
oligopolistic  
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Exhibit A–13 Oligopoly—Kinked Demand Curve—Situation
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same product. In this case, the “industry” consists of the gas stations compet-
ing with each other in the local pro  d  uct-market.  

    As in pure competition, oligopolists face a long-run trend toward an equilib-
rium level, with profits driven toward zero. This may not happen immediately—
and a marketing manager may try to delay price competition by relying more 
on other elements in the marketing mix.  

  A price must be set  
      You can see why marketing managers want to avoid pure competition or 

oligopoly situations. They prefer a market in which they have more control.   
Monopolistic competition   is a market situation that develops when a market has  

  1.   Different (heterogeneous) products—in the eyes of some customers.  
  2.   Sellers who feel they do have some competition in this market.  

    The word   monopolistic   means that each firm is trying to get control in its own 
little market. But the word   competition   means that there are still substitutes. The 
vigorous competition of a purely competitive market is reduced. Each firm has 
its own down-sloping demand curve. But the shape of the curve depends on the 
similarity of competitors’ products and marketing mixes. Each monopolistic 
competitor has fre  e  dom—but not complete freedom—in its own market.  

  Judging elasticity will help set the price  
  Since a firm in monopolistic competition has its own down-sloping demand 

curve, it must make a decision about price level as part of its marketing strategy 
planning. Here, estimating the elasticity of the firm’s own demand curve is 
helpful. If it is highly inelastic, the firm may decide to raise prices to increase 
total revenue. But if demand is highly elastic, this may mean there are many 
competitors with acceptable substitutes. Then the price may have to be set near 
that of the competition. And the marketing manager probably should try to 
develop a better marketing mix.  

  When competition is 
monopolistic  

  consumer surplus, 530  

  pure competition, 531  

  oligopoly, 532  

  monopolistic competition, 533  

  law of diminishing demand, 523  

  demand curve, 523  

  inelastic demand, 525  

  elastic demand, 525  

  substitutes, 526  

  supply curve, 528  

  inelastic supply, 529  

  elastic supply, 529  

  equilibrium point, 529  

  KEY TERMS  LO A.6
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  The economist’s traditional demand and supply analysis 
provides a useful tool for analyzing the nature of demand 
and competition. It is especially important that you master 
the concepts of a demand curve and d  e  mand elasticity. How 
demand and supply interact helps determine the size of a 
market and its price level. The interaction of supply and de-
mand also helps explain the nature of competition in differ-
ent market situ  a  tions. We discuss three competitive 

 situations: pure competition, oligopoly, and monopolistic 
competition. The fourth kind, monopoly, isn’t found very of-
ten and is like monopolistic competition.  

    The nature of supply and demand—and  competition—
is very important in marketing strategy pla  n  ning. We dis-
cuss these topics more fully in Chapters 3 and 4 and then 
build on them throughout the text. This appendix pro-
vides a good foundation on these  topics.  

  CONCLUSION  
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  QUESTIONS AND PROBLEMS  
   1.   Explain in your own words how economists look at markets 

and arrive at the “law of diminishing  demand.”  

   2.   Explain what a demand curve is and why it is usually 
down-sloping. Then give an example of a product for 
which the demand curve might not be down-sloping 
over some possible price ranges. Explain the reason for 
your choice.  

   3.   What is the length of life of the typical demand curve? Il-
lustrate your answer.  

   4.   If the general market demand for men’s shoes is fairly elas-
tic, how does the demand for men’s dress shoes compare 
to it? How does the demand curve for women’s shoes com-
pare to the demand curve for men’s shoes?  

   5.   If the demand for perfume is inelastic above and below 
the present price, should the price be raised? Why or 
why not?  

   6.   If the demand for shrimp is highly elastic below the pres-
ent price, should the price be lowered?  

   7.   Discuss what factors lead to inelastic demand and supply 
curves. Are they likely to be found together in the same 
situation?  

   8.   Why would a marketing manager prefer to sell a product that 
has no close substitutes? Are high pro  f  its almost guaranteed?  

   9.   If a manufacturer’s well-known product is sold at the same 
price by many retailers in the same co  m  munity, is this an 
example of pure competition? When a community has 
many small grocery stores, are they in pure competition? 
What characteristics are needed to have a purely compet-
itive market?  

   10.   List three products that are sold in purely competitive 
markets and three that are sold in monopolist  i  cally com-
petitive markets. Do any of these products have anything 
in common? Can any generalizations be made about com-
petitive situations and marketing mix planning?  

   11.   Cite a local example of an oligopoly, explaining why it is an 
oligopoly.   
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 The Operating Statement 

 An    operating statement  is a simple summary of the financial results of a compa-
ny’s operations over a specified period of time. Some beginning students may 
feel that the operating statement is complex, but as we’ll soon see, this really 
isn’t true.  The main  purpose of the operating statement is determining the net profit fi  g-
  ure and presenting data to support that figure.  This is why the operating statement is 
often referred to as the  profit and loss statement.  

 Exhibit B-1 shows an operating statement for a wholesale or retail business. 
The statement is complete and detailed so you will see the framework throughout 

LO B.1

 LEARNING OBJECTIVES 

  Marketing students must become familiar with the essentials of the language of 
business. Businesspeople commonly use accounting terms when talking about costs, prices, 
and profit. And using accounting data is a practical tool in analyzing marketing problems. 
The objectives of this appendix and the sections that follow will help you understand these 
concepts and how they are used by marketing managers. 

 When you finish this appendix, you should be able to: 

   1   understand the components of an operating statement (profit and loss 
statement).  

   2   know how to compute the stockturn rate.  

   3   understand how operating ratios can be used to analyze a business.  

   4   understand how to calculate markups and markdowns.  

   5   understand how to calculate a return on investment (ROI) and return on 
assets (ROA).  

   6   understand the basic forecasting approaches and why they are used.  

   7   understand important new terms (shown in red).  
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the discussion, but the amount of detail on an operating statement is  not  stan-
dardized. Many companies use financial statements with much less detail than 
this one. They emphasize clarity and readability rather than detail. To really un-
derstand an operating statement, however, you must know about its components. 

 The basic components of an operating statement are  sales —which come from 
the sale of goods and services;  costs —which come from the producing and sell-
ing process; and the balance—called  profit or loss —which is just the difference 
between sales and costs. So there are only three basic components in the state-
ment: sales, costs, and profit (or loss). Other items on an operating statement 
are there only to provide supporting details. 

 There is no one time period an operating statement covers. Rather, state-
ments are prepared to satisfy the needs of a particular business. This may be at 
the end of each day or at the end of each week. Usually, however, an operating 
statement summarizes results for one month, three months, six months, or a 
full year. Since the time period does vary, this information is included in the 
heading of the statement as follows: 

  Only three basic 
components  

      Time period covered 
may vary  

      Perry Company  

  Operating Statement  

  For the (Period) Ended (Date)  

 Also see Exhibit B-1. 

 Before going on to a more detailed discussion of the components of our oper-
ating statement, let’s think about some of the uses for such a statement. Exhibit 
B-1 shows that a lot of information is presented in a clear and concise manner. 
With this information, a manager can easily find the relation of net sales to the 
cost of sales, the gross margin, expenses, and net profit. Opening and closing in-
ventory figures are available—as is the amount spent during the period for the 
purchase of goods for resale. Total expenses are listed to make it easier to com-
pare them with previous statements and to help control these expenses. 

 All this information is important to a company’s managers. Assume that a par-
ticular company prepares monthly operating statements. A series of these state-
ments is a valuable tool for directing and controlling the business. By comparing 
results from one month to the next, managers can uncover unfavorable trends in 
the sales, costs, or profit areas of the business and take any needed action. 

     Let’s refer to Exhibit B-1 and begin to analyze this seemingly detailed state-
ment to get first-hand knowledge of the components of the operating statement. 

 As a first step, suppose we take all the items that have dollar amounts ex-
tended to the third, or right-hand, column. Using these items only, the operating 
statement looks like this: 

      Management’s uses of 
operating statements  

  A skeleton statement 
gets down to essential 
details  

  Gross sales    . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    $540,000  
     Less: Returns and allowances      . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .          40,000  

  Net sales      . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  500,000  
     Less: Cost of sales      . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .       300,000  

  Gross margin      . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  200,000  
     Less: Total expenses     . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .       160,000  

  Net profit (loss)    . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    $      40,000  
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 Is this a complete operating statement? The answer is  yes.  This skeleton state-
ment  differs from Exhibit B-1 only in supporting detail. All the basic compo-
nents are included. In fact, the only items we must list to have a complete 
operating statement are 

Exhibit B–1 
An Operating Statement 
(Profit and Loss 
Statement)

Perry Company

Operating Statement

For the Year Ended December 31, 201X

Gross sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   $540,000
 Less: Returns and allowances  . . . . . . . . . . . . . .     40,000

Net sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   $500,000
Cost of sales:
 Beginning inventory at cost . . . . . . . . . . . . . . . .  $80,000
 Purchases at billed cost  . . . . . . . . . . . . . . . . . . . $310,000
  Less: Purchase discounts . . . . . . . . . . . . . . . .       40,000

 Purchases at net cost. . . . . . . . . . . . . . . . . . . . . . 270,000
  Plus: freight-in   . . . . . . . . . . . . . . . . . . . . . . . . . 20,000
   Net cost of delivered purchases  . . . . . . .  290,000

 Cost of goods available for sale . . . . . . . . . . . .  370,000
  Less: Ending inventory at cost  . . . . . . . . . . .     70,000
   Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . .   300,000

 Gross margin (gross profit)  . . . . . . . . . . . . . . . .   200,000
 Expenses:
 Selling expenses:
  Sales salaries . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,000
  Advertising expense . . . . . . . . . . . . . . . . . . . . 20,000
  Website updates  . . . . . . . . . . . . . . . . . . . . . . . 10,000
  Delivery expense  . . . . . . . . . . . . . . . . . . . . . . .      10,000
   Total selling expense  . . . . . . . . . . . . . . . . .  100,000

 Administrative expense:
  Office salaries . . . . . . . . . . . . . . . . . . . . . . . . . . 30,000
  Office supplies . . . . . . . . . . . . . . . . . . . . . . . . . 10,000
  Miscellaneous administrative expense . . . .          5,000
   Total administrative expense  . . . . . . . . . .  45,000

 General expense:
  Rent expense  . . . . . . . . . . . . . . . . . . . . . . . . . . 10,000
  Miscellaneous general expenses . . . . . . . . .          5,000
   Total general expense  . . . . . . . . . . . . . . . .      15,000

    Total expenses . . . . . . . . . . . . . . . . . . . . .   160,000

Net profit from operation . . . . . . . . . . . . . . . . . . . .   $ 40,000

 These three items are the essentials of an operating statement. All other sub-
divisions or details are just useful additions. 

  Net sales    . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    $500,000  
     Less: Costs  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .     460,000  

  Net profit (loss)    . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    $       40,000  
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   Now let’s define the meaning of the terms in the skeleton statement. 
 The first item is sales. What do we mean by sales? The term  gross sales  is the 

total amount charged to all customers during some time period. However, there 
is always some customer dissatisfaction or just plain errors in ordering and ship-
ping goods. This results in returns and allowances, which reduce gross sales. 

 A  return  occurs when a customer sends back purchased products. The com-
pany either refunds the purchase price or allows the customer dollar credit on 
other purchases. 

 An  allowance  usually occurs when a customer is not satisfied with a purchase 
for some reason. The company gives a price reduction on the original invoice 
(bill), but the customer keeps the goods and services. 

 These refunds and price reductions must be considered when the firm 
computes its net sales figure for the period. Really, we’re only interested in 
the revenue the company manages to keep. This is  net sales —the actual sales 
dollars the company receives. Therefore, all reductions, refunds, cancella-
tions, and so forth made because of returns and allowances are deducted 
from the original total (gross sales) to get net sales. This is shown below. 

  Gross sales    . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .        $540,000  
         Less: Returns and allowances    . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .               40,000  

  Net sales    . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .        $500,000  

  Meaning of cost 
of sales  

 The next item in the operating statement— cost of sales —is the total value (at 
cost) of the sales during the period. We’ll discuss this computation later. Mean-
while, note that after we obtain the cost of sales figure, we subtract it from the 
net sales figure to get the gross margin. 

  Gross margin (gross profit)  is the money left to cover the expenses of selling 
the products and operating the business. Firms hope that a profit will be left 
after subtracting these expenses. 

     Selling expense is commonly the major expense below the gross margin. 
Note that in Exhibit B-1,  expenses  are all the remaining costs subtracted from 
the gross margin to get the net profit. The expenses in this case are the selling, 
administrative, and general expenses. (Note that the cost of purchases and cost 
of sales are not included in this total  expense figure—they were subtracted 
from net sales earlier to get the gross margin. Note, also, that some accountants 
refer to cost of sales as cost of goods sold.) 

    Net profit —at the bottom of the statement—is what the company earned from 
its operations during a particular period. It is the amount left after the cost of 
sales and the expenses are subtracted from net sales.  Net sales and net profit are not 
the same.  Many firms have large sales and no profits—they may even have losses! 
That’s why understanding costs, and controlling them, is important. 

  Meaning of gross 
margin and expenses  

  Cost of sales for a 
wholesale or retail 
company  

  Detailed Analysis of Sections of the Operating Statement  

      The cost of sales section includes details that are used to find the cost of sales 
($300,000 in our example).  

   In Exhibit B-1, you can see that beginning and ending inventory, purchases, 
purchase discounts, and freight-in are all necessary to calculate cost of sales. If 
we pull the cost of sales section from the operating statement, it looks like this: 

  Meaning of sales  
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 Cost of sales is the cost value of what is  sold,  not the cost of goods on hand at 
any given time. 

 Inventory figures merely show the cost of goods on hand at the beginning 
and end of the period the statement covers. These figures may be obtained by 
physically counting goods on hand on these dates or estimated from perpetual 
inventory records that show the inventory balance at any given time. The meth-
ods used to determine the inventory should be as accurate as possible because 
these figures affect the cost of sales during the period and net profit. 

 The net cost of delivered purchases must include freight charges and pur-
chase discounts received since these items affect the money actually spent to 
buy goods and bring them to the place of business. A  purchase discount  is a re-
duction of the original invoice amount for some business reason. For example, 
a cash discount may be given for prompt payment of the amount due. We sub-
tract the total of such discounts from the original invoice cost of purchases to 
get the  net  cost of purchases. To this figure we add the freight charges for bring-
ing the goods to the place of business. This gives the net cost of  delivered  pur-
chases. When we add the net cost of delivered purchases to the beginning 
inventory at cost, we have the total cost of goods available for sale during the 
period. If we now subtract the ending inventory at cost from the cost of the 
goods available for sale, we get the cost of sales. 

 One important point should be noted about cost of sales. The way the value 
of inventory is calculated varies from one company to another—and it can cause 
big differences in the cost of sales and the operating statement. (See any basic 
accounting textbook for how the various inventory valuation methods work.) 

 Exhibit B-1 shows the way the manager of a wholesale or retail business ar-
rives at her cost of sales. Such a business  purchases  finished products and resells 
them. In a manufacturing company, the purchases section of this operating 
statement is replaced by a section called cost of production. This section in-
cludes purchases of raw materials and parts, direct and indirect labor costs, and 
factory overhead charges (such as heat, light, and power) that are necessary to 
produce finished products. The cost of production is added to the beginning 
finished products inventory to arrive at the cost of products available for sale. 
Often, a separate cost of production statement is prepared, and only the total 
cost of production is shown in the operating statement. See Exhibit B-2 for an 
illustration of the cost of sales section of an operating statement for a manufac-
turing company. 

 Expenses go below the gross margin. They usually include the costs of selling 
and the costs of administering the business. They do not include the cost of 
sales, either purchased or produced. 

     There is no right method for classifying the expense accounts or arrang-
ing them on the operating statement. They can just as easily be arranged 

  Expenses  

  Cost of sales:  

     Beginning inventory at cost  . . . . . . . . . . . . . . . . .       $80,000  
     Purchases at billed cost    . . . . . . . . . . . . . . . . . . . .    $310,000  
        Less: Purchase discounts  . . . . . . . . . . . . . . . . .       40,000

     Purchases at net cost  . . . . . . . . . . . . . . . . . . . . . . .    270,000  
        Plus: freight-in  . . . . . . . . . . . . . . . . . . . . . . . . . . .     20,000  
           Net cost of delivered purchases    . . . . . . . . 290,000

     Cost of goods available for sale  . . . . . . . . . . . . .       370,000  
        Less: Ending inventory at cost    . . . . . . . . . . . .      70,000  

           Cost of sales  . . . . . . . . . . . . . . . . . . . . . . . . . .            $300,000  
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alphabetically or  according to amount, with the largest placed at the top 
and so on down the line. In a business of any size, though, it is clearer to 
group the expenses in some way and use subtotals by groups for analysis and 
control purposes. This was done in Exhibit B-1. 

     The statement presented in Exhibit B-1 contains all the major categories in 
an operating statement—together with a normal amount of supporting detail. 
Further detail can be added to the statement under any of the major categories 
without changing the nature of the statement. The amount of detail normally is 
determined by how the statement will be used. A stockholder may be given an 
abbreviated operating statement—while the one prepared for internal com-
pany use may have a lot of detail. 

  Computing the S  tockturn   Rate  

 A detailed operating statement can provide the data needed to compute the 
 stockturn rate —a measure of the number of times the average inventory is sold 
during a year. Note that the stockturn rate is related to the  turnover during a year,  
not the length of time covered by a particular operating statement. 

 The stockturn rate is a very important measure because it shows how rapidly 
the firm’s inventory is moving. Some businesses typically have slower turnover 
than others. But a drop in turnover in a particular business can be very alarming. 
It may mean that the firm’s assortment of products is no longer as attractive as it 
was. Also, it may mean that the firm will need more working capital to handle the 

  Summary on operating 
statements  

LO B.2

Exhibit B–2 
Cost of Sales Section of 
an Operating Statement 
for a Manufacturing Firm

Cost of sales:
 Finished products inventory (beginning) . . . . . . . .   $   20,000
 Cost of production (Schedule 1) . . . . . . . . . . . . . . . .     100,000

 Total cost of finished products available for sale .   120,000 
  Less: Finished products inventory (ending)  . . .       30,000

   Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    $   90,000

Schedule 1, Schedule of cost of production 
Beginning work in process inventory. . . . . . . . . . . . . .    15,000
Raw materials:
 Beginning raw materials inventory. . . . . . . . . . . . . .   10,000 
 Net cost of delivered purchases. . . . . . . . . . . . . . . .       80,000

 Total cost of materials available for use  . . . . . . . . .   90,000 
  Less: Ending raw materials inventory . . . . . . . . .        15,000

  Cost of materials placed in production  . . . . . . .   75,000 

Direct labor. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   20,000 

Manufacturing expenses:
 Indirect labor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $4,000 
 Maintenance and repairs . . . . . . . . . . . . . . . . . . . . . .  3,000 
 Factory supplies  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,000 
 Heat, light, and power . . . . . . . . . . . . . . . . . . . . . . . . .     2,000

  Total manufacturing expenses  . . . . . . . . . . . . . . .        10,000

Total manufacturing costs. . . . . . . . . . . . . . . . . . . . . . . .      105,000

Total work in process during period. . . . . . . . . . . . . . .    120,000
 Less: Ending work in process inventory . . . . . . . . .        20,000

  Cost of production  . . . . . . . . . . . . . . . . . . . . . . . . .    $100,000
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same volume of sales. Most businesses pay a lot of attention to the stockturn rate, 
trying to get faster turnover (and lower inventory costs). 

 Three methods, all basically similar, can be used to compute the stockturn 
rate. Which method is used depends on the data available. These three meth-
ods, which usually give approximately the same results, are shown below. *  

(1) Cost of sales
 Average inventory at cost

(2) Net sales
 Average inventory at selling price

(3) Sales in units
 Average inventory in units

 Computing the stockturn rate will be illustrated only for Formula 1, since all 
are similar. The only difference is that the cost figures used in Formula 1 are 
changed to a selling price or numerical count basis in Formulas 2 and 3. ( Note  :  
Regardless of the method used, you must have both the numerator and de-
nominator of the formula in the same terms.) 

 If the inventory level varies a lot during the year, you may need detailed infor-
mation about the inventory level at different times to compute the average in-
ventory. If it stays at about the same level during the year, however, it’s easy to 
get an estimate. For example, using Formula 1, the average inventory at cost is 
computed by adding the beginning and ending inventories at cost and dividing 
by 2. This average inventory figure is then divided into the cost of sales (in cost 
terms) to get the stockturn rate. 

 For example, suppose that the cost of sales for one year was $1,000,000. Be-
ginning inventory was $250,000 and ending inventory $150,000. Adding the 
two inventory figures and dividing by 2, we get an average inventory of $200,000. 
We next divide the cost of sales by the average inventory ($1,000,000  4  
$200,000) and get a stockturn rate of 5. The stockturn rate is covered further in 
Chapter 17. 

  Operating Ratios Help Analyze the Business  

 Many businesspeople use the operating statement to calculate    operating  ratios —
the ratio of items on the operating statement to net sales—and to compare 
these ratios from one time period to another. They can also compare their own 
operating ratios with those of competitors. Such competitive data are often 
available through trade associations. Each firm may report its results to a trade 
association, which then distributes summary results to its members. These ratios 
help managers control their operations. If some  expense ratios are rising, for 
example, those particular costs are singled out for special attention. 

 Operating ratios are computed by dividing net sales into the various operat-
ing statement items that appear below the net sales level in the operating state-
ment. The net sales figure is used as the denominator in the operating ratio 
because it shows the sales the firm actually won. 

 We can see the relation of operating ratios to the operating statement if 
we think of there being another column to the right of the dollar figures in an 

LO B.3

*Differences occur because of varied markups and nonhomogeneous product assortments. In an 
 assortment of tires, for example, those with low markups might have sold much better than those with 
high markups. But with Formula 3, all tires would be treated equally.
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operating statement. This column contains percentage figures, using net sales 
as 100 percent. This approach can be seen below. 

Gross sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $540,000
 Less: Returns and allowances  . . . . . . . . . . . . . . . . . . . . . . . . . . .      40,000

Net sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  500,000 100%
 Less: Cost of sales  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    300,000 60

Gross margin  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  200,000 40
 Less: Total expenses  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    160,000 32

Net profit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $   40,000 8%

 The 40 percent ratio of gross margin to net sales in the preceding example shows 
that 40 percent of the net sales dollar is available to cover selling and administrative 
expenses and provide a profit. Note that the ratio of expenses to sales added to the 
ratio of profit to sales equals the 40 percent gross margin ratio. The net profit ratio 
of 8 percent shows that 8 percent of the net sales dollar is left for profit. 

 The value of percentage ratios should be obvious. The percentages are easily 
figured and much easier to compare than large dollar figures. 

 Note that because these operating statement categories are interrelated, only a 
few pieces of information are needed to figure the others. In this case, for exam-
ple, knowing the gross margin percent and net profit percent makes it possible to 
figure the expenses and cost of sales percentages. Further, knowing just one  dollar 
amount and the percentages lets you figure all the other dollar amounts. 

  Markups  

 A  markup  is the dollar amount added to the cost of sales to get the selling price. 
The markup usually is similar to the firm’s gross margin because the markup 
amount added onto the unit cost of a product by a retailer or wholesaler is ex-
pected to cover the selling and administrative expenses and to provide a profit. 

 The markup approach to pricing is discussed in Chapter 17, so it will not be 
discussed at length here. But a simple example illustrates the idea. If a retailer 
buys an article that costs $1 when delivered to his store, he must sell it for more 
than this cost if he hopes to make a profit. So he might add 50 cents onto the 
cost of the article to cover his selling and other costs and, hopefully, to provide a 
profit. The 50 cents is the markup. 

 The 50 cents is also the gross margin or gross profit from that item  if  it is sold. 
But note that it is  not  the net profit. Selling expenses may amount to 35 cents, 45 
cents, or even 55 cents. In other words, there is no guarantee the markup will 
cover costs. Further, there is no guarantee customers will buy at the marked-up 
price. This may require markdowns, which are discussed later in this appendix. 

     Often it is convenient to use markups as percentages rather than focusing on 
the actual dollar amounts. But markups can be figured as a percent of cost or sell-
ing price. To have some agreement,  markup (percent)  will mean percentage of sell-
ing price unless stated otherwise. So the 50-cent markup built into the $1.50 
selling price is a markup of 331⁄3 percent. On the other hand, the 50-cent markup is 
a 50 percent markup on cost. 

 Some retailers and wholesalers use markup conversion tables or spreadsheets 
to easily convert from cost to selling price, depending on the markup on selling 
price they want. To see the interrelation, look at the two formulas below. They 
can be used to convert either type of markup to the other. 

LO B.4

  Markup conversions  
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(4) Percent markup 
5

        Percent markup on cost       
on selling price       100% 1 Percent markup on cost

(5) Percent markup 
5

         Percent markup on selling price       
                      on cost                    100% 2 Percent markup on selling price

 In the previous example, we had a cost of $1, a markup of 50 cents, and a 
selling price of $1.50. We saw that the markup on selling price was 331⁄3 
 percent—and on cost, it was 50 percent. Let’s substitute these percentage 
 figures—in Formulas 4 and 5—to see how to convert from one basis to the 
other. Assume first of all that we only know the markup on selling price and 
want to convert to markup on cost. Using Formula 5, we get 

  331⁄3% 331⁄3%    50%Percent markup on cost 5 
100% 2 331⁄3% 5 662⁄3% 5

On the other hand, if we know only the percent markup on cost, we can con-
vert to markup on selling price as follows:

 50% 50%      
331⁄3%Percent markup on selling price 5 100% 1 50% 5  150% 5

These results can be proved and summarized as follows:

 Markup $0.50 5  50% of cost, or 331⁄3% of selling price

    1 Cost $1.00 5 100% of cost, or 662⁄3% of selling price

  Selling price $1.50 5 150% of cost, or 100% of selling price    

 Note that when the selling price ($1.50) is the base for a markup calculation, 
the markup percent (331⁄3 percent  5  $.50/$1.50) must be less than 100 per-
cent. As you can see, that’s because the markup percent and the cost percent 
(662⁄3 percent  5  $1.00/$1.50) sum to exactly 100 percent. So if you see a refer-
ence to a markup percent that is greater than 100 percent, it could not be based 
on the selling price and instead must be based on cost. 

  Markdown Ratios Help Control Retail Operations  

 The ratios we discussed above were concerned with figures on the operating 
statement. Another important ratio, the    markdown ratio , is a tool many retailers 
use to measure the efficiency of various departments and their whole business. 
But note that it is  not directly related to the operating statement . It requires special 
calculations. 

 A  markdown  is a retail price reduction required because customers won’t buy 
some item at the originally marked-up price. This refusal to buy may be due to 
a variety of  reasons—soiling, style changes, fading, damage caused by handling, 
or an original price that was too high. To get rid of these products, the retailer 
offers them at a lower price. 

 Markdowns are generally considered to be due to business errors, perhaps 
because of poor buying, original markups that are too high, and other reasons. 
(Note, however, that some retailers use markdowns as a way of doing business 
rather than a way to correct errors. For example, a store that buys overstocked 
fashions from other retailers may start by marking each item with a high price 
and then reduce the price each week until it sells.) Regardless of the reason, 
however, markdowns are reductions in the original price—and they are impor-
tant to managers who want to measure the effectiveness of their operations. 

 Markdowns are similar to allowances because price reductions are made. 
Thus, in computing a markdown ratio, markdowns and allowances are usually 
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added together and then divided by net sales. The markdown ratio is computed 
as follows: 

Markdown % 5 $ Markdowns 1 $ Allowances  
3 100

                $ Net sales 

 The 100 is multiplied by the fraction to get rid of decimal points. 
 Returns are  not  included when figuring the markdown ratio. Returns are 

treated as consumer errors, not business errors, and therefore are not included 
in this measure of business efficiency. 

 Retailers who use markdown ratios usually keep a record of the amount of 
markdowns and allowances in each department and then divide the total by the 
net sales in each department. Over a period of time, these ratios give management 
one measure of the efficiency of buyers and salespeople in various departments. 

 It should be stressed again that the markdown ratio is not calculated directly 
from data on the operating statement since the markdowns take place before 
the products are sold. In fact, some products may be marked down and still not 
sold. Even if the marked-down items are not sold, the markdowns—that is, the 
reevaluations of their value—are included in the calculations in the time period 
when they are taken. 

 The markdown ratio is calculated for a whole department (or profit center), 
 not  individual items. What we are seeking is a measure of the effectiveness of a 
whole department, not how well the department did on individual items. 

  Return on Investment (ROI) Refl ects Asset Use  

 Another off-the-operating-statement ratio is  return on investment (ROI) —the 
ratio of net profit (after taxes) to the investment used to make the net profit, 
multiplied by 100 to get rid of decimals. Investment is not shown on the op-
erating statement. But it is shown on the  balance sheet  (statement of finan-
cial condition), which is another accounting statement that shows a 
company’s assets, liabilities, and net worth. It may take some digging or spe-
cial analysis, however, to find the right investment number. 

 Investment means the dollar resources the firm has invested in a project 
or business. For example, a new product may require $4 million in new 
money—for inventory, accounts receivable, promotion, and so on—and its 
attractiveness may be judged by its likely ROI. If the net profit (after taxes) 
for this new product is expected to be $1 million in the first year, then the 
ROI is 25 percent—that is, ($1 million  4  $4 million)  3  100. 

There are two ways to figure ROI. The direct way is

ROI (in %) 5
 Net profi t (after taxes) 

3 100            Investment
The indirect way is

 
ROI (in %) 5

 Net profi t (after taxes) 
5

      Sales       
3 100 Sales                      Investment   

This way is concerned with net profit margin and turnover—that is,

ROI (in %) 5 Net profi t margin 3 Turnover 3 100

This indirect way makes it clearer how to increase ROI. There are three ways:

  1.   Increase profit margin (with lower costs or a higher price).  
  2.   Increase sales.  
  3.   Decrease investment.  

LO B.5
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 Effective marketing strategy planning and implementation can increase 
profit margins or sales, or both. And careful asset management can decrease 
investment. 

 ROI is a revealing measure of how well managers are doing. Most companies 
have alternative uses for their funds. If the returns in a business aren’t at least as 
high as outside uses, then the money probably should be shifted to the more 
profitable uses. 

 Some firms borrow more than others to make investments. In other words, 
they invest less of their own money to acquire assets—what we called  investments.
If ROI calculations use only the firm’s own investment, this gives higher ROI 
figures to those who borrow a lot—which is called  leveraging.  To adjust for differ-
ent borrowing proportions—to make comparisons among projects, depart-
ments, divisions, and companies easier—another ratio has come into use. 
Return on assets (ROA)  is the ratio of net profit (after taxes) to the assets used to 
make the net profit—times 100. Both ROI and ROA measures are trying to get 
at the same thing—how effectively the company is using resources. These mea-
sures became increasingly popular as profit rates dropped and it became more 
obvious that increasing sales volume doesn’t necessarily lead to higher profits—
or ROI or ROA. Inflation and higher costs for borrowed funds also force more 
concern for ROI and ROA. Marketers must include these measures in their 
thinking or top managers are likely to ignore their plans and requests for finan-
cial resources. 

  Forecasting Target Market Potential   a  nd Sales  

Effective strategy planning and developing a marketing plan require estimates 
of future sales, costs, and profits. Without such information, it’s hard to know if 
a strategy is potentially profitable. 

 The marketing manager’s estimates of sales, costs, and profits are usually 
based on a forecast (estimate) of target  market potential —what a whole market 
segment might buy—and a  sales forecast —an estimate of how much an industry 
or firm hopes to sell to a market segment. Usually we must first try to judge mar-
ket potential before we can estimate what share a particular firm may be able to 
win with its particular marketing mix. 

     We’re interested in forecasting the potential in specific market segments. To 
do this, it helps to make three levels of forecasts. 

 Some economic conditions affect the entire global economy. Others may in-
fluence only one country or a particular industry. And some may affect only one 
company or one product’s sales potential. For this reason, a common top-down 
approach to forecasting is to 

  1.   Develop a   national income forecast   (for each country in which the firm 
 operates) and use this to  

  2.   Develop an   industry sales forecast,   which then is used to  
  3.   Develop forecasts for a   specific company,   its   specific products,   and the   segments   it 

targets.  

 Generally, a marketing manager doesn’t have to make forecasts for a na-
tional economy or the broad industry. This kind of forecasting—basically trend 
projecting—is a specialty in itself. Such forecasts are available in business and 
government publications, and large companies often have their own technical 
specialists. Managers can use just one source’s forecast or combine several. 
Unfortunately, however, the more targeted the marketing manager’s earlier 
segmenting efforts have been, the less likely that industry forecasts will match 

LO B.6

  Three levels of forecasts 
are useful  
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the firm’s product-markets. So managers have to move directly to estimating 
potential for their own companies and for their specific products. 

 Many methods are used to forecast market potential and sales, but they can 
all be grouped into two basic approaches: (1) extending past behavior and 
(2) predicting future behavior. The large number of methods may seem con-
fusing at first, but this variety has an advantage. Forecasts are so important 
that managers often develop forecasts in two or three different ways and then 
compare the differences before preparing a final forecast. 

     When we forecast for existing products, we usually have some past data to go 
on. The basic approach, called  trend extension , extends past experience into the 
future. With existing products, for example, the past trend of actual sales may 
be extended into the future. See Exhibit B-3. 

 Ideally, when extending past sales behavior, we should decide why sales vary. 
This is the difficult and time-consuming part of sales forecasting. Usually we can 
gather a lot of data about the product or market or about changes in the market 
environment. But unless we know the  reason  for past sales variations, it’s hard to 
predict in what direction, and by how much, sales will move. Graphing the data 
and statistical techniques—including correlation and regression analysis—can 
be useful here. (These techniques, which are beyond our scope, are discussed 
in beginning statistics courses.) 

 Once we know why sales vary, we can usually develop a specific forecast. Sales 
may be moving directly up as population grows in a specific market segment, 
for example. So we can just estimate how population is expected to grow and 
project the impact on sales. 

 The weakness of the trend extension method is that it assumes past condi-
tions will continue unchanged into the future. In fact, the future isn’t always 
like the past. An agent wholesaler’s business may have been on a steady path, 
but the development of the Internet may have added a totally new factor. The 
past trend for the agent’s sales has changed because now the agent can quickly 
reach a broader  market. 

 As another example, for years the trend in sales of disposable diapers moved 
closely with the number of new births. However, as the number of women in the 
workforce increased and as more women returned to jobs after babies were 
born, use of disposable diapers increased, and the trend changed. As in these 
examples, trend extension estimates will be wrong whenever big changes occur. 
For this reason—although they may extend past behavior for one estimate—
most managers look for another way to help them forecast sharp market 
changes. 

     When we try to predict what will happen in the future, instead of just extend-
ing the past, we have to use other methods and add more judgment. Some of 
these methods (to be discussed later) include juries of executive opinion, sales-
people’s estimates, surveys, panels, and market tests. 

  Two approaches to 
forecasting  

      Extending past 
behavior can miss 
important turning 
points  

  Predicting future 
behavior takes 
judgment  

Exhibit B–3 
Straight-Line Trend 
Projection—Extends Past 
Sales into the Future
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  Forecasting Company and Product Sales by Extending 
Past Behavior  

 At the very least, a marketing manager ought to know what the firm’s present 
markets look like and what it has sold to them in the past. A detailed sales 
analysis for products and geographic areas helps to project future results. 

     Just extending past sales into the future may not seem like much of a fore-
casting method. But it’s better than just assuming that next year’s total sales will 
be the same as this year’s. 

     A simple extension of past sales gives one forecast. But it’s usually desirable 
to tie future sales to something more than the passage of time. 

 The factor method tries to do this. The  factor method  tries to forecast sales by 
finding a relation between the company’s sales and some other factor (or factors). 
The basic formula is: Something (past sales, industry sales, etc.)  times  some fac-
tor  equals  sales forecast. A  factor  is a variable that shows the relation of some 
other variable to the item being forecast. For instance, in the preceding exam-
ple, both the birthrate and the number of working mothers are factors related 
to sales of disposable diapers. 

     The following example, about a bread producer, shows how firms can make 
forecasts for many geographic market segments using the factor method and 
available data. This general approach can be useful for any firm—producer, 
wholesaler, or retailer. 

 Analysis of past sales relationships showed that the bread manufacturer regu-
larly sold one-tenth of 1 percent (0.001) of the total retail food sales in its vari-
ous target markets. This is a single factor. By using this single factor, a manager 
could estimate the producer’s sales in a new market for the coming period by 
multiplying a forecast of expected retail food sales by 0.001. 

    Sales & Marketing Management  magazine makes retail food sales estimates 
each year. Exhibit B-4 shows the kind of geographically detailed data available. 

 Let’s carry this bread example further—using the data in Exhibit B-4 for the 
Denver, Colorado, metro area. Denver’s food sales were $4,700,116,000 for the 
previous year. By simply accepting last year’s food sales as an estimate of next 
year’s sales and multiplying the food sales estimate for Denver by the 0.001 fac-
tor (the firm’s usual share of food purchases in such markets), the manager 
would have an estimate of next year’s bread sales in Denver. That is, last year’s 
food sales estimate ($4,700,116,000) times 0.001 equals this year’s bread sales 
estimate of $4,700,116. 

     The factor method is not limited to just one factor; several factors can be 
used together. For example,  Sales & Marketing Management  regularly gives a 
“buying power index” (BPI) as a measure of the potential in different geo-
graphic areas. See Exhibit B-4. This index considers (1) the population in a 
market, (2) the retail sales in that market, and (3) income in that market. The 
BPI for the Denver, Colorado, metro area, for example, is 0.9282—that is, 
Denver accounts for 0.9282 percent of the total U.S. buying power. This means 
that consumers who live in Denver have higher than average buying power. 
We know this because Denver accounts for about 0.77 percent of the U.S. 
population. 

 Using several factors rather than only one uses more information. And in the 
case of the BPI, it gives a single measure of a market’s potential. Rather than 
falling back on using population only, or income only, or trying to develop a 
special index, the BPI can be used in the same way that we used the 0.001 factor 
in the bread example. 

  Past sales can be 
extended  

  Factor method includes 
more than time  

  A bread producer 
example  

  Factor method can use 
several factors  
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Exhibit B–4 Illustrative Page from Sales & Marketing Management’s Survey of Buying Power: Metro and County Totals

COLORADO

 Population Retail Sales by Store Group ($000) 

    % of Hslds: by EBI Group

           Furniture &

         Food Service   Home Motor

METRO AREA  Total     House- Total Food &  & Drinking General  Furnish. &  Vehicle Total  Median A B  C Buying

County  Population          % Population by Age Group holds  Retail Beverage  Establish-  Merchan-  Electron. &  & Parts EBI   Hsld. $ 20,000– $35,000–  $50,000  Power

 City   (000s)   18–24  25–34 35–49 50 1   (000s)  Sales Stores  ments dise  Appliances    Dealers  ($000)  EBI  $34,999 $49,999   & Over  Index

BOULDER-LONGMONT 303.7 13.6 15.5 25.6 22.4 119.6 5,081,227 1,001,555 556,377 448,453 247,484 1,220,087 7,716,546 51,714 17.8 17.1 51.6 0.1360

 BOULDER 303.7 13.6 15.5 25.6 22.4 119.6 5,081,227 1,001,555 556,377 448,453 247,484 1,220,087 7,716,546 51,714 17.8 17.1 51.6 0.1360

  • Boulder 97.1 26.4 18.8 20.0 20.1 40.7 2,147,663 439,133 267,970 121,357 117,520 447,464 2,480,204 43,427 21.5 15.8 43.1 0.0479

  • Longmont 74.6 8.7 14.6 25.3 23.6 28.0 1,126,804 250,483 122,965 125,103 40,068 272,449 1,531,271 47,526 19.4 20.1 46.8 0.0290

COLORADO SPRINGS 537.3 10.7 14.4 24.7 22.6 200.1 7,883,675 819,826 647,101 984,753 465,488 2,031,112 10,259,019 42,082 24.7 21.0 38.7 0.1994

 EL PASO 537.3 10.7 14.4 24.7 22.6 200.1 7,883,675 819,826 647,101 984,753 465,488 2,031,112 10,259,019 42,082 24.7 21.0 38.7 0.1994

  • Colorado Springs 373.1 10.5 14.8 24.5 23.7 146.5 6,786,693 628,690 549,107 858,048 443,063 1,848,219 7,353,670 41,212 24.9 20.9 37.5 0.1515

DENVER 2,199.5 9.2 16.2 25.0 23.8 858.0 33,750,880 4,700,116 3,232,590 3,615,646 2,518,616 9,368,057 52,585,220 49,109 18.8 19.0 48.9 0.9282

 ADAMS 382.9 10.5 16.7 23.3 21.1 134.3 4,558,882 670,017 371,810 416,956 385,657 1,466,781 6,459,840 42,802 22.5 22.4 38.7 0.1253

  Thornton 87.3 9.7 17.5 24.9 18.0 30.6 707,386 152,812 68,679 122,478 40,099 150,769 1,594,293 48,053  19.4 22.4 46.8 0.0270

  Westminster 105.4 9.9 17.1 26.0 20.3 40.1 1,052,771 153,993 114,177 292,678 100,304 88,416 2,368,971 51,512 17.0 21.6 51.9 0.0384

 ARAPAHOE 505.4 8.8 15.1 25.7 23.9 197.5 9,846,119 1,160,676 872,314 963,885 595,477 4,049,257 13,314,002 52,887 18.2 18.6 53.1 0.2422

  Aurora 286.8 10.4 17.2 24.0 21.0 109.0 3,889,713 531,245 378,269 566,166 225,882 1,236,463 5,874,943 47,398 20.7 21.5 46.0 0.1076

 DENVER 568.5 11.1 19.9 22.1 25.1 243.7 9,287,630 1,235,129 1,270,413 730,810 755,362 1,701,220 13,899,851 42,540 21.6 18.4 41.0 0.2474

  • Denver 568.5 11.1 19.9 22.1 25.1 243.7 9,275,551 1,224,988 1,269,426 730,810 755,362 1,700,815 13,899,851 42,540 21.6 18.4 41.0 0.2474

 DOUGLAS 200.7 4.9 15.9 29.6 18.0 69.6 2,725,601 517,182 250,871 294,714 289,389 355,394 5,147,699 59,715 10.9 18.2 64.7 0.0851

 JEFFERSON 542.0 8.3 13.2 26.8 26.5 212.9 7,332,648 1,117,112 467,182 1,209,281 492,731 1,795,405 13,763,828 54,470 16.4 18.6 55.1 0.2282

  Arvada 104.0 8.0 11.9 25.9 28.1 40.0 1,007,245 224,707 79,597 133,524 60,181 74,965 2,332,241 51,557 18.1 19.3 51.8 0.0376

  Lakewood 148.0 9.9 15.2 24.1 28.8 62.3 2,065,827 297,529 149,068 292,832 124,879 567,796 3,451,207 46,782 20.8 21.1 45.2 0.0599

DENVER-BOULDER-GREELEY 

 CONSOLIDATED AREA  2,695.8 10.0 15.9 24.9 23.6 1,044.7 40,882,936 5,939,206 3,929,714 4,267,775 2,809,610 11,246,398 63,170,157 48,397 19.2 19.0 47.9 1.1216

Effective Buying Income
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  Predicting Future Behavior Calls for More Judgment 
and Some Opinions  

 These past-extending methods use quantitative data—projecting past experi-
ence   into the future and assuming that the future will be like the past. But this 
is risky in competitive markets. Usually, it’s desirable to add some judgment to 
other forecasts before making the final forecast yourself. 

One of the oldest and simplest methods of forecasting—the  jury of executive 

op  i  nion —combines the opinions of experienced executives, perhaps from mar-
keting, production, finance, purchasing, and top management. Each executive 
estimates market potential and sales for the  coming years.  Then they try to work 
out a consensus. 

 The main advantage of the jury approach is that it can be done quickly and 
easily. On the other hand, the results may not be very good. There may be too 
much extending of the past. Some of the executives may have little contact with 
outside market influences. But their estimates could point to major shifts in 
customer demand or competition. 

 Using salespeople’s estimates to forecast is like the jury approach. But sales-
people are more likely than home office managers to be familiar with customer 
reactions and what competitors are doing. Their estimates are especially useful 
in some business markets where the few customers may be well known to the 
salespeople. But this approach can be useful in any type of market. 

     However, managers who use estimates from salespeople should be aware of the 
limitations. For example, new salespeople may not know much about their mar-
kets. Even experienced salespeople may not be aware of possible changes in the 
economic climate or the firm’s other environments. And if salespeople think the 
manager is going to use the estimates to set sales quotas, the estimates may be low! 

 Special surveys of final buyers, retailers, or wholesalers can show what’s hap-
pening in different market segments. Some firms use panels of stores—or final 
consumers—to keep track of buying behavior and to decide when just extend-
ing past behavior isn’t enough. 

     Surveys are sometimes combined with market tests when the company wants 
to estimate customers’ reactions to possible changes in its marketing mix. A 
market test might show that a product increased its share of the market by 
10 percent when its price was dropped 1 cent below competition. But this extra 
business might be quickly lost if the price were increased 1 cent above competi-
tion. Such market experiments help the marketing manager make good esti-
mates of future sales when one or more of the four Ps is changed. 

 Forecasting can help a marketing manager estimate the size of possible mar-
ket opportunities. But the accuracy of any sales forecast depends on whether 
the firm selects and implements a marketing mix that turns these opportunities 
into sales and profits. 

  Jury of executive 
opinion adds judgment  

  Estimates from 
salespeople can 
help too  

  Surveys, panels, and 
market tests  

  Accuracy depends on 
the marketing mix  

      KEY TERMS  LO B.7

  operating statement, 535

  gross sales, 538

  return, 538

  allowance, 538

  net sales, 538

  cost of sales, 538

  gross margin (gross profit), 538

  expenses, 538

  net profit, 538

  purchase discount, 539

  stockturn rate, 540

  operating ratios, 541
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  Returns and allowances  . . . . . . . . . . . . . . . . .    $     150,000  

  Expenses  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    20%  

  Closing inventory at cost    . . . . . . . . . . . . . . .    600,000  

  Markdowns  . . . . . . . . . . . . . . . . . . . . . . . . . . . .    2%  

  Inward transportation    . . . . . . . . . . . . . . . . . .    30,000  

  Purchases    . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    1,000,000  

  Net profit (5%)  . . . . . . . . . . . . . . . . . . . . . . . . .    300,000  

  Markdowns  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 40,000  

  Gross sales    . . . . . . . . . . . . . . . . . . . . . . . . . . . .  400,000  

  Returns  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32,000  

  Allowances    . . . . . . . . . . . . . . . . . . . . . . . . . . . .  48,000  
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  Beginning inventory (cost)    . . . . . . . . . . . . . .    $     150,000  

  Purchases at billed cost  . . . . . . . . . . . . . . . . .    330,000  

  Sales returns and allowances  . . . . . . . . . . . .    250,000  

  Rent    . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    60,000  

  Salaries  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .    400,000  

  Heat and light  . . . . . . . . . . . . . . . . . . . . . . . . . .    180,000  

  Ending inventory (cost)    . . . . . . . . . . . . . . . . .    250,000  

  Freight cost (inbound)  . . . . . . . . . . . . . . . . . .    80,000  

  Gross sales    . . . . . . . . . . . . . . . . . . . . . . . . . . . .    1,300,000  

  markup, 542  

  markdown ratio, 543  

  markdown, 543  

  return on investment (ROI), 544  

  balance sheet, 544  

  return on assets (ROA), 545  

  market potential, 545  

  sales forecast, 545  

  trend extension, 546  

  factor method, 547  

  factor, 547  

  jury of executive opinion, 549  

  QUESTIONS   A  ND PROBLEMS  
   1.     Distinguish between the following pairs of items that   ap-

pear on operating statements: (  a  ) gross sales and net 
sales, and (  b  ) purchases at billed cost and purchases at 
net cost.  

   2.   How does gross margin differ from gross profit? From net 
profit?  

   3.   Explain the similarity between markups and gross margin. 
What connection do markdowns have with the operating 
statement?  

   4.   Compute the net profit for a company with the  following 
data:  

   7.   (  a  ) What percentage markups on cost are equivalent to the 
following percentage markups on selling price: 20, 37  1⁄2      , 
50, and 66 2/3   ?   (  b  ) What percentage markups on selling 
price are equivalent to the following percentage markups 
on cost: 33  1/3    , 20, 40, and 50?  

   8.   What net sales volume is required to obtain a stockturn 
rate of 20 times a year on an average invent  o  ry at cost 
of $100,000 with a gross margin of 25  percent?  

   9.   Explain how the general manager of a department store 
might use the markdown ratios computed for her various 
departments. Is this a fair measure? Of what?  

   10.     Compare and contrast return on investment (ROI) and 
return on assets (ROA) measures. Which would be best 
  for a retailer with no bank borrowing or other outside 
  sources of funds (that is, the retailer has put up all the 
money that the business needs)?  

   11.     Explain the difference between a forecast of market   po-
tential and a sales forecast.  

   12.   Suggest a plausible explanation for sales fluctuations for 
(  a  ) computers, (  b  ) ice cream, (  c  ) washing machines,   (  d  ) ten-
nis rackets, (  e  ) oats, (  f   ) disposable diapers, and   (  g  ) latex 
for rubber-based paint.  

   13.   Explain the factor method of forecasting. Illustrate your 
answer.  

   14.   Based on data in Exhibit B-4, discuss the relative market 
potential of the city of Boulder, Colorado, and the city of 
  Lakewood, Colorado, for (  a  ) prepared cereals, (  b  ) auto  mo-
biles, and (  c  ) furniture.  

   6.   Compute net sales and percent of markdowns for the fol-
lowing data:  

   5.   Construct an operating statement from the following 
data:  
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  Career Planning 
in Marketing 

 LEARNING OBJECTIVES 

  One of the hardest decisions facing most college students is the choice of a career. Of 
course you are the best judge of your own objectives, interests, and abilities. Only you can 
decide what career you should pu r  sue. However, you owe it to yourself to at least consider 
the possibility of a career in marketing. This cha  p  ter’s objectives will help organize your 
thinking about a career and the marketing plan you could develop to help you achieve your 
career goals.  

 When you finish this appendix, you should be able to: 

  1 rest assured there is a job or career for you in marketing. 

  2 know that marketing jobs can be rewarding, pay well, and offer opportunities 
for growth. 

  3 understand how to conduct your own personal analysis for career planning. 

  4 evaluate the many marketing jobs from which you can choose. 

  5  prepare your own personal marketing plan.  

  There’s a Place in Marketing for You  

We’re happy to tell you that many opportunities are available in marketing. 
There’s a place in marketing for everyone, from a service provider in a fast-food 
restaurant to a vice president of marketing in a large company such as Microsoft 
or Procter & Gamble. The opportunities range widely, so it will help to be more 
specific. In the following pages, we’ll discuss (1) the typical pay for different mar-
keting jobs, (2) setting your own objectives and evaluating your interests and 
abilities, and (3) the kinds of jobs available in marketing. We’ll also provide some 
ideas about using the Internet to get more information and perhaps apply for a 
job or post your own information; this material is in the box with the title “Get-
ting Wired for a Career in Marketing.” 

LO C.1
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  There Are Many Marketing Jobs,   a  nd They Can Pay Well  

 There are many interesting and challenging jobs for those with marketing train-
ing. You may not know it, but more than half of graduating college students take 
their initial job in a sales, marketing, or customer service position regardless of 
their stated major. So you’ll have a head start because you’ve been studying mar-
keting, and companies are always looking for people who already have skills in 
place. In terms of upward mobility, more CEOs have come from the sales and 
marketing side than all other fields combined. The sky is the limit for those who 
enter the sales and marketing profession prepared for the future! 

 Further, marketing jobs open to college-level students do pay well. According 
to the most recent salary surveys from the National Association of Colleges and 
Employers, at the time this book went to press, marketing graduates were being 
offered starting salaries around $40,000, with a range from $25,000 to more 
than $60,000. Students with a master’s in marketing averaged about $60,000; 
those with an MBA averaged about $75,000. Starting salaries can vary consider-
ably, depending on your background, experience, and location. 

 Starting salaries in marketing compare favorably with many other fields. 
They are lower than those in such fields as computer science and electrical en-
gineering where college graduates are currently in demand. But there is even 
better opportunity for personal growth, variety, and income in many marketing 
positions. The    American Almanac of Jobs and Salaries  ranks the median income of 
marketers number 10 in a list of 125 professions. Marketing also supplies about 
50 percent of the people who achieve senior management ranks. 

 How far and fast your career and income rise above the starting level, how-
ever, depends on many factors, including your willingness to work, how well you 
get along with people, and your individual abilities. But most of all, it depends 
on  getting results —individually and through other people. And this is where 
many marketing jobs offer the newcomer great opportunities. It is possible to 
show initiative, ability, creativity, and judgment in marketing jobs. And some 
young people move up very rapidly in marketing. Some even end up at the top 
in large companies or as owners of their own businesses. 

 Marketing is where the action is! In the final analysis, a firm’s success or fail-
ure depends on the effectiveness of its marketing program. This doesn’t mean 
the other functional  areas aren’t important. It merely reflects the fact that a firm 
won’t have much need for accountants, finance people, production managers, 
and so on if it can’t successfully meet customers’ needs and sell its products. 

 Because marketing is so vital to a firm’s survival, many companies look for 
people with training and experience in marketing when filling key executive 
positions. In general, chief executive officers for the nation’s largest corpora-
tions are more likely to have backgrounds in marketing and distribution than in 
other fields such as production, finance, and engineering. 

  Develop Your Own Personal Marketing Strategy  

 Now that you know there are many opportunities in marketing, your problem is 
matching the opportunities to your own personal objectives and strengths. Basi-
cally the problem is a marketing problem: developing a marketing strategy to 
sell a product—yourself—to potential employers. Just as in planning strategies 
for products, developing your own strategy takes careful thought. Exhibit C-1 
shows how you can organize your own strategy planning. This exhibit shows that 
you should evaluate yourself first—a personal analysis—and then analyze the 
environment for opportunities. This will help you sharpen your own long- and 

LO C.2

  Marketing is often the 
route to the top  
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short-run objectives, which will lead to developing a strategy. Finally, you should 
start implementing your own personal marketing strategy. These ideas are ex-
plained more fully next. 

  Conduct Your Own Personal Analysis  

You are the product you are going to include in your own marketing plan. So first 
you have to decide what your long-run objectives are—what you want to do, how 
hard you want to work, and how quickly you want to reach your objectives. Be 
honest with yourself—or you will eventually face frustration. Evaluate your own 
personal strengths and weaknesses—and decide what factors may become the 
key to your success. Finally, as part of your personal analysis, set some prelimi-
nary timetables to guide your strategy planning and implementation efforts. 
Let’s spell this out in detail. 

 Your strategy planning may require some trial-and-error decision making. But 
at the very beginning, you should make some tentative decisions about your own 
objectives—what you want out of a job and out of life. At the very least, you 
should decide whether you are just looking for a job or whether you want to 
build a career. Beyond this, do you want the position to be personally satisfying—
or is the financial return enough? And just how much financial return do you 
need? Some people work only to support themselves (and their families) and 
their leisure-time activities. These people try to find job opportunities that pro-
vide adequate financial returns but aren’t too demanding of their time or effort. 

 Other people look first for satisfaction in their job—and they seek opportunities 
for career advancement. Financial rewards may be important too, but these are 
used mainly as measures of success. In the extreme, the career-oriented individual 

LO C.3

  Set broad long-run 
objectives  

• Set broad long-run objectives
• Evaluate personal strengths
   and weaknesses
• Set preliminary timetables

• Identify current opportunities
• Examine trends which may
   affect opportunities
• Evaluate business practices

Personal analysis Environment analysis

Develop objectives
    • Long-run
    • Short-run

Develop your marketing plan
    • Identify likely
       opportunities
    • Plan your product
    • Plan your promotion

Implement your marketing 
    plan

Exhibit C–1 
Organizing Your Own 
Personal Marketing 
Strategy Planning
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may be willing to sacrifice a lot, including leisure and social activities, to achieve 
success in a career. 

 Once you’ve tentatively decided these matters, then you can get more serious 
about whether you should seek a job or a career in marketing. If you decide to 
pursue a career, you should set your broad long-run objectives to achieve it. For 
example, one long-run objective might be to pursue a career in marketing man-
agement (or marketing research). This might require more academic training 
than you planned, as well as a different kind of training. If your objective is to get 
a job that pays well, on the other hand, then this calls for a different kind of train-
ing and different kinds of job experiences before completing your academic work. 

  What kind of a job is right for you?  
 Because of the great variety of marketing jobs, it’s hard to generalize regarding 

the aptitudes you should have to pursue a career in marketing. Different jobs at-
tract people with various interests and abilities. We’ll give you some guidelines 
about what kinds of interests and abilities marketers should have. However, if 
you’re completely lost about your own interests and abilities, see your campus ca-
reer counselor and take some vocational aptitude and interest tests. These tests will 
help you to compare yourself with people who are now working in various career 
positions. They will    not  tell you what you should do, but they can help, especially in 
eliminating possibilities you are less interested in or less able to do well in. 

     One useful approach is to decide whether you are basically “people-oriented” 
or “thing-oriented.” This is a very important decision. A people-oriented person 
might be very unhappy in an inventory management job, for example, whereas 
a thing-oriented person might be miserable in a personal selling or retail man-
agement job that involves a lot of customer contact. 

 Marketing has both people-oriented and thing-oriented jobs. People-oriented 
jobs are primarily in the promotion area—where company representatives must 
make contact with potential customers. This may be direct personal selling or cus-
tomer service activities—for example, in technical service or installation and 
 repair. Thing-oriented jobs focus more on creative activities and analyzing data—as 
in advertising and marketing research—or on organizing and scheduling work—
as in operating warehouses, transportation agencies, or the back-end of retailers. 

 People-oriented jobs tend to pay more, in part because such jobs are more 
likely to affect sales, the lifeblood of any business. Thing-oriented jobs, on the 
other hand, are often seen as cost generators rather than sales generators. Tak-
ing a big view of the whole company’s operations, the thing-oriented jobs are 
certainly necessary—but without sales, no one is needed to do them. 

 Thing-oriented jobs are usually done at a company’s facilities. Further, espe-
cially in lower-level jobs, the amount of work to be done and even the nature 
of the work may be spelled out quite clearly. The time it takes to design ques-
tionnaires and tabulate results, for example, can be estimated with reasonable 
accuracy. Similarly, running a warehouse, analyzing inventory reports, schedul-
ing outgoing shipments, and so on are more like production operations. It’s 
fairly easy to measure an employee’s effectiveness and productivity in a thing-
oriented job. At the least, time spent can be used to measure an employee’s 
contribution. 

 A sales rep, on the other hand, might spend all weekend thinking and plan-
ning how to make a half-hour sales presentation on Monday. For what should 
the sales rep be compensated—the half-hour presentation, all of the planning 
and thinking that went into it, or the results? Typically, sales reps are rewarded 
for results—and this helps account for the sometimes extremely high salaries 
paid to effective order getters. At the same time, some people-oriented jobs can 
be routinized and are lower paid. For example, salespeople in some retail stores 
are paid at or near the minimum wage. 

      Evaluate personal 
strengths and 
weaknesses  

  Are you people-oriented 
or thing-oriented?  
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Here we have oversimplified deliberately to emphasize the differences among 
types of jobs. Actually, of course, there are many variations between the two ex-
tremes. Some sales reps must do a great deal of analytical work before they make 
a presentation. Similarly, some marketing researchers must be extremely people-
sensitive to get potential customers to reveal their true feelings. But the division is 
still useful because it focuses on the primary emphasis in different kinds of jobs. 

 Managers are needed for the people in both kinds of jobs. Managing others 
requires a blend of both people and analytical skills—but people skills may be 
the more important of the two. Therefore, people-oriented individuals are of-
ten promoted into managerial positions more quickly. 

     After deciding whether you’re generally people-oriented or thing-oriented, 
you’re ready for the next step—trying to identify your specific strengths (to be 
built on) and weaknesses (to be avoided or remedied). It is important to be as 
specific as possible so you can develop a better marketing plan. For example, if 
you decide you are more people-oriented, are you more skilled in verbal or writ-
ten communication? Or if you are more thing-oriented, what specific analytical 
or technical skills do you have? Are you good at working with numbers, using a 
computer, solving complex problems, or coming to the root of a problem? Other 
possible strengths include past experience (career-related or otherwise), aca-
demic performance, an outgoing personality, enthusiasm, drive, and motivation. 

 It is important to see that your plan should build on your strengths. An em-
ployer will be hiring you to do something—so promote yourself as someone who 
is able to do something  well.  In other words, find your competitive advantage in 

  Managers needed for 
both kinds of jobs  

  What will differentiate 
your product?  

The Internet is a great resource at every stage of career 
planning and job hunting. It can help you learn: how to do a 
self-assessment, the outlook for different industries and jobs, 
what firms have jobs open, how to improve a  résumé and 
post it online for free, and just about anything else you can 
imagine. Here we’ll highlight just a few ideas and websites 
that can help you get started. However, if you start with 
some of these suggestions, each website you visit will pro-
vide links to other relevant sites that will give you new ideas.

One good place to start is at Career One Stop (www
.careeronestop.org). The site, sponsored by the United States 
Department of Labor, provides a wide range of career and 
job search information. You can learn about average salary 
amounts and benefits, get advice about writing résumés and 
cover letters, and much more. You may also want to study the 
similar information at www.monster.com.

Another website to check is at www.marketingjobs
.com. It has listings of marketing jobs, links to a number of 
companies with openings, a résumé center with ideas for 
preparing a résumé and posting it on the Internet, and lists 
of helpful periodicals. You might also go to www.career-
journal.com. There are job listings, job- hunting advice, 

 career articles from The Wall 
Street  Journal, and more. You 
can create and post a résumé 

there as well. Professional associations are another great 
resource. For example, the American Marketing Associa-
tion website is at www. marketingpower.com, and the Sales 
and Marketing  Executives International website is at www
.smei.org. The Council of Supply Chain Management Pro-
fessionals website is at www.cscmp.org.

Another potentially useful website address is www
. collegegrad.com. It has links for posting a résumé, informa-
tion on writing cover letters and getting references, and 
ideas about how to find a company with job openings. To 
get a sample of what’s possible in tracking down jobs, visit 
the website at www.thejobresource.com and experiment 
with its search engine, which lets you look at what’s avail-
able by state. For example, you might want to search 
through job listings that mention terms such as entry level, 
marketing, advertising, and sales.

This should get you started. Remember, however, that in 
Chapter 7 we gave addresses for a number of websites with 
search engines. You can use one of them to help find more 
detail on any topic that interests you. For example, you might 
go to www.google.com and search on terms such as market-
ing jobs, salary surveys, post a résumé, or entry-level position.

Getting Wired for a Career in Marketing
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your unique strengths—and then communicate these unique things about  you  
and what you can do. Give an employer a reason to pick you over other candi-
dates by showing that you’ll add superior value to the company. 

 While trying to identify strengths, you also must realize that you may have some 
important weaknesses, depending on your objectives. If you are seeking a career 
that requires technical skills, for example, then you need to get those skills. Or if 
you are seeking a career that requires independence and self-confidence, then you 
should try to develop those characteristics in yourself—or change your objectives. 

 At this point in your strategy planning process, set some timetables to organize 
your thinking and the rest of your planning. You need to make some decisions at 
this point to be sure you see where you’re going. You might simply focus on get-
ting your first job, or you might decide to work on two marketing plans: (1) a 
short-run plan to get your first job and (2) a longer-run plan—perhaps a five-year 
plan—to show how you’re going to accomplish your long-run objectives. People 
who are basically job-oriented may get away with only a short-run plan, just drift-
ing from one opportunity to another as their own objectives and opportunities 
change. But those interested in careers need a longer-run plan. Otherwise, they 
may find themselves pursuing attractive first-job opportunities that satisfy short-
run objectives but quickly leave them frustrated when they realize that they can’t 
achieve their long-run objectives without additional training or other experiences 
that require starting over again on a new career path. 

    Opportunities in Marketing  

 Strategy planning is a matching process. For your own strategy planning, this 
means matching yourself to career opportunities. So let’s look at opportunities 
available in the market environment. (The same approach applies, of course, in 
the whole business area.) Exhibit C-2 shows some of the possibilities and salary 
ranges. The exhibit is assembled from salary data at www.salary.com. The salary 
ranges reflect the 25th percentile to the 75th percentile in the summer of 2013. 
For more information, look at Salary.com, where you can find job descriptions 
and data adjusted to different parts of the country. You can also find informa-
tion about other career paths common to marketing majors—including logis-
tics and purchasing/procurement management. 

 Keep in mind that the salary ranges in Exhibit C-2 are rough estimates. Sala-
ries for a particular job often vary depending on a variety of factors, including 
company size, industry, and geographic area. People in some firms also get big 
bonuses that are not counted in their salary. There are many other sources of 
salary information. For example,  Advertising Age  publishes an annual survey of 
salary levels for different marketing and advertising jobs, with breakdowns by 
company size and other factors. Many trade associations, across a variety of dif-
ferent industries, also publish surveys, and the U.S. government’s Bureau of 
Labor Statistics (www.bls.gov) includes salary data. If you use the search engine 
at www.google.com and do a search on  salary survey,  you will find hundreds of 
such surveys for a number of different industries. 

     Because of the wide range of opportunities in marketing, it’s helpful to nar-
row your possibilities. After deciding on your own objectives, strengths, and 
weaknesses, think about where in the marketing system you might like to work. 
Would you like to work for manufacturers, or wholesalers, or retailers? Or does 
it really matter? Do you want to be involved with consumer products or busi-
ness products? By analyzing your feelings about these possibilities, you can be-
gin to zero in on the kind of job and the functional area that might interest 
you most. 

  Set some timetables  

LO C.4

  Identifying current 
opportunities in 
marketing  
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 One simple way to get a better idea of the kinds of jobs available in market-
ing is to review the chapters of this text—this time with an eye for job opportu-
nities rather than new concepts. The following paragraphs contain brief 
descriptions of job areas that marketing graduates are often interested in with 
references to specific chapters in the text. Some, as noted, offer good starting 
opportunities, while others do not. While reading these paragraphs, keep your 
own objectives, interests, and strengths in mind. 

  Marketing manager (Chapter 2)  
 This is usually not an entry-level job, although aggressive students may move 
quickly into this role in smaller companies. 

  Customer or market analyst (Chapters 3 through 5)  
 Opportunities as consumer analysts and market analysts are commonly found in 
large companies, marketing research organizations, advertising agencies, and 

Academic Training

Marketing
Management Retail

Public
RelationsAdvertisingSales

Market
Research

Vice President of
Marketing
$164–266,000

Product/Brand
Manager
$80–107,000

Marketing
Coordinator
$44–59,000

Marketing
Assistant, I & II
$33–49,000

Vice
President
$148–280,000*

District Sales
Manager
$74–104,000

Store Manager
$45–66,000

Department
Manager
$33–46,000

Retail
Sales Staff
$18–25,000

Top Public
Relations Executive
$148–234,000

Public Relations
Manager
$74–100,000

Public Relations
Specialist, I & II
$39–65,000

Top Advertising
Executive
$125–214,000

Creative Director
$88–122,000

Marketing
Communications
Manager
$73–99,000

Media Planner
$43–57,000

Copywriter
Entry level
$39–50,000

Top Sales
Executive
$182–298,000

Regional
Sales Manager
$83–119,000

District
Sales Manager
$74–104,000

Sales
Representative
$49–65,000

Director of
Market Research
$113–150,000

Market
Research Manager
$95–110,000

Market
Research
Supervisor
$52–77,000

Market
Research Analyst
$47–59,000

Exhibit C–2 Some Career Paths and Compensation Ranges*

*Salaries are based on data from Salary.com and represent the range for a salary plus bonus from the 25th to the 75th percentile as of July 2013, rounded to the nearest 
$1,000. Salary for retail vice president was estimated.
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some consulting firms. Investment banking firms also hire entry-level analysts; they 
want to know what the market for a new business is like before investing. Begin-
ning market analysts start in thing-oriented jobs until their judgment and people-
oriented skills are tested. The job may involve collecting or analyzing secondary 
data or preparation of reports and plans. Because knowledge of statistics, com-
puter software, Internet search techniques, or behavioral sciences is very impor-
tant, marketing graduates often find themselves competing with majors from 
statistics, sociology, computer science, and economics. Graduates who have courses 
in marketing  and  one or more of these areas may have the best opportunities. 

  Purchasing agent/buyer (Chapter 6)  
 Entry-level opportunities are commonly found in large companies, and there 
are often good opportunities in the procurement area. Many companies are 
looking for bright newcomers who can help them find new and better ways to 
work with suppliers. To get off on the right track, beginners usually start as 
trainees or assistant buyers under the supervision of experienced buyers. That’s 
good preparation for a promotion to more responsibility. 

  Marketing research opportunities (Chapter 7)  
 There are entry-level opportunities at all levels in the channel (but especially in 
large firms where more formal marketing research is done in-house), in adver-
tising agencies, and in marketing research firms. Some general management 
consulting firms also have marketing research groups. Quantitative and behav-
ioral science skills are extremely important in marketing research, so some 
firms are more interested in business graduates who have studied statistics or 
psychology as electives. But there still are many opportunities in marketing re-
search for marketing graduates, especially if they have some experience in 
working with computers and statistical software. A recent graduate might begin 
in a training program—conducting interviews or summarizing open-ended an-
swers from questionnaires and helping to prepare electronic slide presentations 
for clients—before being promoted to a position as an analyst, assistant project 
manager, account representative, and subsequent management positions. 

  Packaging specialists (Chapter 8)  
 Packaging manufacturers tend to hire and train interested people from various 
 backgrounds—there is little formal academic training in packaging. There are 
many sales opportunities in this field—and with training, interested people can 
become specialists fairly quickly in this growing area. 

  Product/brand manager (Chapters 8 and 9)  
 Many multiproduct firms have brand or product managers handling individual 
 products—in effect, managing each product as a separate business. Some firms 
hire   marketing graduates as assistant brand or product managers, although 
larger firms typically recruit MBAs for these jobs. Many firms prefer that recent 
college graduates spend some time in the field doing sales work or working with 
an ad agency or sales promotion agency before moving into brand or product 
management positions. 

  Product planner (Chapter 9)  
 This is usually not an entry-level position. Instead, people with experience on the 
technical side of the business or in sales might be moved onto a new-product 
development team as they demonstrate judgment and analytical skills. However, 
new employees with winning ideas for new products don’t go unnoticed—and 
they sometimes have the opportunity to grow fast with ideas they spearhead. 
Having a job that puts you in contact with customers is often a good way to spot 
new needs. 
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  Distribution channel management (Chapter 10)  
 This work is typically handled or directed by sales managers and therefore is not an 
entry-level position. However, many firms form teams of specialists who work closely 
with their counterparts in other firms in the channel to strengthen coordination 
and relationships. Such a team often includes new people in sales or purchasing 
because it gives them exposure to a different part of the firm’s activities. It’s also not 
unusual for people to start working in a particular industry and then take a differ-
ent job at a different level in the channel. For example, a graduate who has trained 
to be a store manager for a chain of sporting goods stores might go to work for a 
manufacturers’ representative that handles a variety of sports equipment. 

  Logistics opportunities (Chapter 11)  
 There are many sales opportunities with physical distribution specialists—but 
there are also many thing-oriented jobs involving traffic management, ware-
housing, and materials handling. Here training in accounting, finance, and 
computer methods could be very useful. These kinds of jobs are available at all 
levels in channels of distribution. 

  Retailing opportunities (Chapter 12)  
 Not long ago, most entry-level marketing positions in retailing involved some 
kind of sales work. That has changed rapidly in recent years because the number 
of large retail chains is expanding and they often recruit graduates for their 
management training  programs. Retailing positions tend to offer lower-than- 
average starting salaries—but  they  often provide opportunities for very rapid 
 advancement. In a fast-growing chain, results-oriented people can move up very 
quickly. Most retailers require new employees to have some selling experience 
before managing others—or buying. A typical marketing graduate can expect to 
work as an assistant manager or do some sales work and manage one or several 
departments before advancing to a store management position—or to a staff 
position that might involve buying, advertising, location analysis, and so on. 

  Wholesaling opportunities (Chapter 12)  
 Entry-level jobs with merchant wholesalers typically fall into one of two categories. 
The first is in the logistics area—working with transportation management, inven-
tory control, distribution customer service, and related activities. The other cate-
gory usually involves personal selling and customer support. Agent wholesalers 
typically focus on selling, and entry-level jobs often start out with order-taking re-
sponsibilities that grow into order-getting responsibilities. Many wholesalers are 
moving much of their information to the Internet, so marketing students with 
skills and knowledge in this arena may find especially interesting opportunities. 

  Personal selling opportunities (Chapter 14)  
 Because there are so many different types of sales jobs and so many people are 
employed in sales, there are many good entry-level opportunities in personal 
selling. This might be order-getting, order-taking, customer service, or mission-
ary selling. Many sales jobs now rely on sales technology, so some of the most 
challenging opportunities will go to students who know how to prepare spread-
sheets and presentation materials using software programs like Microsoft Of-
fice. Many students are reluctant to get into personal selling—but this field 
offers benefits that are hard to match in any other field. These include the op-
portunity to earn high salaries and commissions quickly, a chance to develop 
your self-confidence and resourcefulness, an opportunity to work with minimal 
supervision—almost to the point of being your own boss—and a chance to ac-
quire product and customer knowledge that many firms consider necessary for 
a successful career in product/brand management, sales management, and 
marketing management. On the other hand, many salespeople prefer to spend 
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their entire careers in selling. They like the freedom and earning potential that 
go with a sales job over the headaches and sometimes lower salaries of sales 
management positions. 

  Customer service opportunities (Chapter 14)  
 As this book points out, marketing managers are recognizing the growing im-
portance of providing customers with service after the sale. There are a number 
of different opportunities in customer service. Many firms need qualified cus-
tomer service representatives who work with customers to fulfill their needs and 
help ensure customer satisfaction. Customer service reps may interact with cus-
tomers on the phone, by online chat, or via e-mail. But other service representa-
tives help customers at their businesses with installations or equipment repair. 
While some of the entry-level positions that require only high school education 
are being outsourced to other countries, positions requiring strong communica-
tion skills and a good education provide an opportunity for marketing majors. 
There are also management positions that develop customer service strategies, 
control costs, and focus on hiring, training, and retaining customer service reps 
and enhancing customer satisfaction. 

  Advertising opportunities (Chapters 13 and 15)  
 Job opportunities in this area are varied and highly competitive. And because the 
ability to communicate and a knowledge of the behavioral sciences are impor-
tant, marketing and advertising graduates often find themselves competing with 
majors from fields such as English, communication, psychology, and sociology. 
There are thing-oriented jobs such as copywriting, media buying, art, computer 
graphics, and so on. Competition for these jobs is very strong—and they go to 
people with a track record. So the entry-level positions are as assistant to a copy-
writer, media buyer, or art director. There are also people-oriented positions in-
volving work with clients, which are probably of more interest to marketing 
graduates. This is a glamorous but small and extremely competitive industry 
where young people can rise very rapidly—but they can also be as easily displaced 
by new bright young people. Entry-level salaries in advertising are typically low. 
There are sometimes good opportunities to get started in advertising with a retail 
chain that prepares its advertising  internally. Another way to get more experi-
ence with advertising is to take a job with one of the media, perhaps in sales or as 
a customer consultant. Selling advertising space on a website or cable TV station 
or newspaper may not seem as glamorous as developing TV ads, but media sales-
people help their customers solve promotion problems and get experience deal-
ing with both the business and creative side of advertising. 

  Publicity and public relations opportunities (Chapters 13 and 15)  
 While the number of entry-level positions in publicity and public relations is 
expected to continue to grow rapidly, competition for jobs will be stiff. College 
graduates with degrees in journalism, public relations, communications, and 
marketing may qualify for these openings. Many are attracted to these high-
profile jobs. In addition to the popular press, more firms are placing useful con-
tent on the Internet to inform and influence customers. To a large degree, the 
tools used in these fields rely on emerging technologies. This bodes well for re-
cent college graduates who may be more comfortable using newer technologies 
than “old hands” in publicity and public relations. International experience and 
proficiency in a second language can sometimes help job candidates stand out. 

  Sales promotion opportunities (Chapters 13 and 15)  
  The number of entry-level positions in the sales promotion area is growing be-
cause the number of specialists in this area is growing. For example, specialists 
might help a company plan a special event for employees, figure out procedures to 
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distribute free samples, or perhaps set up a dat  a  base to send customers a newsletter. 
Because clients’ needs are often different, creativity and judgment are required. It 
is usually difficult     for an inexperienced person to show evidence of these skills right 
out of school, so entry-level people often work with a project manager until they 
learn the ropes. In   companies that handle their own sales promotion work, a begin-
ner usually starts by getting some experience in sales or advertising.  

  Pricing opportunities (Chapters 16 and 17)  
  Pricing decisions are usually handled by experienced executives. However, in 
some large comp  a  nies and consulting firms there are opportunities as pricing 
analysts for marketing graduates who have quantitative skills. These people 
work as assistants to higher-level executives and collect and analyze information 
about competitors’ prices and costs, as well as the firm’s own costs. Thus, being 
able to work with accounting numbers and computer spreadsheets is often im-
portant in these jobs. However, sometimes the route to these jobs is through 
experience in marketing research or product management.  

  Credit management opportunities  
  Specialists in credit have a continuing need for employees who are interested in 
evaluating cu  s  tomers’ credit ratings and ensuring that money gets collected. 
Both     people skills and thing skills can be useful here. Entry-level positions nor-
mally involve   a training program and then working u  n  der the supervision of 
others until your judgment and abilities are tested.  

  International marketing opportunities  
  Many marketing students are intrigued with the adventure and foreign travel 
promised by careers in international marketing. Some firms hire recent college 
graduates for positions in international marketing, but more often these posi-
tions go to MBA graduates. However, that is changing as more and more firms 
pursue international markets. It’s an advantage in seeking an intern  a  tional 
marketing job to know a second language and to know about the culture of 
countries where you would like to   work. Your college may have courses or inter-
national exchange programs that would help   in these areas. Graduates aiming 
for a career in international marketing usually must   spend time mastering the 
firm’s domestic marketing operations before being sent   abroad.   So a good way 
to start is to focus on firms that are already involved in inter  national marketing, 
or that are planning to move in that direction soon. On the other hand, there 
are many websites with lis  t  ings of international jobs. For example, you might 
want to visit www.overseasjobs.com.  

  Customer relations/consumer affairs opportunities (Chapters 13 and 18)  
 Most firms are becoming more concerned about their relations with customers 
and the general public. Employees in this kind of work, however, usually have 
held various positions with the firm before doing customer relations. 

   A strategy planner should always be evaluating the future because it’s easier to 
go along with trends than to buck them. This means you should watch for political, 
technical, or economic changes that might open, or close, career opportunities. 

 If you can spot a trend early, you may be able to prepare yourself to take advan-
tage of it as part of your long-run strategy planning. Other trends might mean you 
should avoid certain career options. For example, technological changes in com-
puters and communications, including the Internet, are leading to major changes 
in retailing and advertising, as well as in personal selling. Cable television, tele-
phone selling, and direct-mail selling may reduce the need for routine order tak-
ers, while increasing the need for higher-level order getters. More targeted and 
imaginative sales presentations for delivery by mail, e-mail, phone, or Internet 

  Study trends that 
may affect your 
opportunities  
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websites may be needed. The retailers 
that prosper will have a better under-
standing of their target markets. And 
they may need to be supported by 
wholesalers and manufacturers that 
can plan targeted promotions that 
make economic sense. This will re-
quire a better understanding of the 
production and physical distribution 
side of business, as well as the financial 
side. And this means better training 
in accounting, finance, inventory con-
trol, and so on. So plan your personal 
strategy with such trends in mind. 

 One good way to get more detailed 
analysis is to go to the U.S. Bureau of 
Labor Statistics website at http://stats
.bls.gov and do a search for  occupational 
outlook.  The Bureau provides detailed 
comments about the outlook for em-
ployment and growth in different types 
of jobs, industries, and regions. 

 Finally, you need to know how businesses really operate and the kind of train-
ing required for various jobs. We’ve already seen that there are many opportu-
nities in marketing—but not all jobs are open to everyone, and not all jobs are 
entry-level jobs. Positions such as marketing manager, brand manager, and sales 
manager are higher rungs on the marketing career ladder. They become avail-
able only when you have a few years of experience and have shown leadership 
and judgment. Some positions require more education than others. So take a 
hard look at your long-run objectives—and then see what degree you may need 
for the kinds of opportunities you might like. 

      Develop Objectives  

 Once you’ve done a personal analysis and environment analysis—identifying your  
 personal interests, your strengths and weaknesses, and the opportunities in the 
environment—define your short-run and long-run objectives more specifically. 

 Your long-run objectives should clearly state what you want to do and what you 
will do for potential employers. You might be as specific as indicating the exact 
career area you want to pursue over the next 5 to 10 years. For example, your 
long-run objective might be to apply a set of marketing research and marketing 
management tools to the food manufacturing industry, with the objective of be-
coming director of marketing research in a small food manufacturing company. 

     Your long-run objectives should be realistic and attainable. They should be 
objectives you have thought about and for which you think you have the neces-
sary skills (or the capabilities to develop those skills) as well as the motivation 
to reach. 

 To achieve your long-run objective(s), you should develop one or more short-
run objectives. These should spell out what is needed to reach your long-run 
objective(s). For example, you might need to develop a variety of marketing re-
search skills  and  marketing management skills—because both are needed to reach 
the longer-run objective. Or you might need an entry-level position in marketing 

  Evaluate business 
practices  

LO C.5

  Develop long-run 
objectives  

  Develop short-run 
objectives  

 This humorous ad on the side 
of a vending machine says, 
“Life’s too short for the wrong 
job!” Planning for the right 
job—like planning a marketing 
strategy—pays off.  
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research for a large food manufacturer to gain experience and background. An 
even shorter-run objective might be to take the academic courses that are neces-
sary to get that desired entry-level job. In this example, you would probably need 
a minimum of an undergraduate degree in marketing, with an emphasis on mar-
keting research. (Note that, given the longer-run objective of managerial respon-
sibility, a business degree would probably be better than a degree in statistics or 
psychology.) 

    Developing Your Marketing Plan  

 Now that you’ve developed your objectives, move on to developing your own 
personal marketing plan. This means zeroing in on likely opportunities and 
developing a specific marketing strategy for these opportunities. Let’s talk 
about that now. 

     An important step in strategy planning is identifying potentially attractive 
 opportunities. Depending on where you are in your academic training, this can vary 
all the way from preliminary exploration to making detailed lists of companies that 
offer the kinds of jobs that interest you. If you’re just getting started, talk to your 
school’s career counselors and placement officers about the kinds of jobs being of-
fered to your school’s graduates. Your marketing instructors can help you be realistic 
about ways you can match your training, abilities, and interests to job  opportunities. 
Also, it helps to read business publications such as  Bloomberg BusinessWeek,  Fortune, 
The Wall Street Journal,  and  Advertising Age.  If you are interested in opportunities in a 
particular industry, check at your library or on the Internet to see if there are trade 
publications or websites that can bring you up to speed on the marketing issues in 
that area. Your library or college may also have an online service to make it easier to 
search for articles about specific companies or industries. And many companies 
have their own websites that can be a very useful source of information. 

 Don’t overlook the business sections of your local newspapers to keep in 
touch with marketing developments in your area. And take advantage of any 
opportunity to talk with marketers directly. Ask them what they’re doing and 
what satisfactions they find in their jobs. Also, if your college has a marketing 
club, join it and participate actively in the club’s programs. It will help you meet 
marketers and students with serious interest in the field. Some may have had 
interesting job experiences and can provide you with leads on part-time jobs or 
exciting career opportunities. 

 If you’re far along in your present academic training, list companies that 
you know something about or are willing to investigate, trying to match your 
skills and interests with possible opportunities. Narrow your list to a few com-
panies you might like to work for. 

 If you have trouble narrowing down to specific companies, make a list of your 
personal interest areas—sports, travel, reading, music, or whatever. Think about 
the companies that compete in markets related to these interests. Often your 
own knowledge about these areas and interest in them can give you a competi-
tive advantage in getting a job. This helps you focus on companies that serve 
needs you think are important or interesting. A related approach is to do a 
search on the Internet for websites related to your areas of interest. Websites 
often display ads or links to firms that are involved in that specific interest area. 
Further, many companies post job openings on their own websites or at websites 
that specialize in promoting job searches by many companies. 

 Then do some research on these companies. Find out how they are organized, 
their product lines, and their overall strategies. Try to get clear job descriptions 
for the kinds of positions you’re seeking. Match these job descriptions against 
your understanding of these jobs and your objectives. Jobs with similar titles may 

  Identify likely 
opportunities  
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offer very different opportunities. By researching job positions and companies in 
depth, you should begin to have a feel for where you would be comfortable as an 
employee. This will help you narrow your target market of possible employers to 
perhaps five firms. For example, you may decide that your target market for an 
entry-level position consists of large corporations with (1) in-depth training pro-
grams, (2) a wide product line, and (3) a wide variety of marketing jobs that will 
enable you to get a range of experiences and responsibilities within the same 
company. 

 Just like any strategy planner, you must decide what product features are nec-
essary to appeal to your target market. Identify which credentials are mandatory 
and which are optional. For example, is your present academic program 
enough, or will you need more training? Also, identify what technical skills are 
needed, such as computer programming or accounting. Further, are there any 
business experiences or extracurricular activities that might help make your 
product more attractive to employers? This might involve active participation in 
college organizations or work experience, either on the job or in internships. 

     Once you identify target companies and develop a product you hope will be 
attractive to them, you have to tell these potential customers about your product. 
You can write directly to prospective employers, sending a carefully developed 
résumé that reflects your strategy planning. Or you can visit them in person (with 
your résumé). Many colleges run well-organized interviewing services. Seek their 
advice early in your strategy planning effort. 

      Implementing Your Marketing Plan  

 When you complete your personal marketing plan, you have to implement it, 
starting with working to accomplish your short-run objectives. If, as part of your 
plan, you decide that you need specific outside experience, then arrange to get 
it. This may mean taking a low-paying job or even volunteering to work in po-
litical organizations or volunteer organizations where you can get that kind of 
experience. If you decide that you need skills you can learn in academic courses, 
plan to take these courses. Similarly, if you don’t have a good understanding of 
your opportunities, then learn as much as you can about possible jobs by talking 
to professors, taking advanced courses, and talking to businesspeople. Of 
course, trends and opportunities can change—so continue to read business 
publications, talk with professionals in your areas of interest, and be sure that 
the planning you’ve done still makes sense. 

 Strategy planning must adapt to the environment. If the environment 
changes or your personal objectives change, you have to develop a new plan. 
This is an ongoing process—and you may never be completely satisfied with 
your strategy planning. But even trying will make you look much more impres-
sive when you begin your job interviews. Remember, while all employers would 
like to hire a Superman or a Wonder Woman, they are also impressed with can-
didates who know what they want to do and are looking for a place where they 
can fit in and make a contribution. So planning a personal strategy and imple-
menting it almost guarantee you’ll do a better job of career planning, and this 
will help ensure that you reach your own objectives, whatever they are. 

 Whether or not you decide to pursue a marketing career, the authors wish 
you the best of luck in your search for a challenging and rewarding career, 
wherever your interests and abilities may take you. 

  Planning your product  

  Planning your promotion  
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 Essentials of   Marketing   includes two different types of marketing cases: the 8   

special video cases in this section and the 36 traditional cases in the next sec-

tion. All of the cases offer you the opportunity to evaluate marketing concepts 

at work in a variety of real-world situations. However, the video cases add a 

multimedia dimension because we have produced a special video to  accompany 

each of the following written cases. The videos are available to professors who 

adopt   Essentials of      Marketing   for use in their course. (These case-based videos 

are in addition to the teaching videos we have custom produced and made 

available to  instructors for possible use with other parts of the text.)  

    The videos bring to life many of the issues considered in each   case. How-

ever, you can read and analyze the written case descriptions   even if there is no 

time or opportunity to view the video. Either way, you’ll find the case interest-

ing and closely tied to the important concepts you’ve studied in the text.  

    The set of questions at the end of each case will get you started in   thinking 

about the marketing issues in the case. Further, we provide instructors with a 

nu  m  ber of suggestions on using the video cases—both for group discussion in 

class or individual assignments. Thus, as is also true with the traditional cases 

in the next section, the video cases can be used in many different ways and 

sequences. You can analyze all of the cases, or only a subset. In fact, the same 

case can be an  a  lyzed several times for different purposes. As your understand-

ing of marketing de  e  pens throughout the course, you’ll “see” many more of the 

marketing issues cons  i  dered in each case.  

   Video Cases  
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  1.     Chick-fil-A: “Eat Mor Chikin” (Except on Sunday)*  

  There aren’t many companies like Chick-fil-A. Most U.S. 
companies struggle to ba  l  ance ambitious financial objec-
tives with the desire to be ethical in business dealings and 
demonstrate a social conscience. Chick-fil-A easily sur-
passes industry norms for financial performance and ea-
gerly embraces and protects a corporate culture rich with 
religious values and charity. The contrast is striking to 
most observers. Yet the Chick-fil-A phenomenon is easily 
understood when you study its entrepreneurial heritage.  

    S. Truett Cathy, founder, chairman, and CEO of Chick-
fil-A, started his resta  u  rant career in 1946 when he and his 
brother Ben opened a restaurant in Atlanta called the 
Dwarf Grill (renamed the Dwarf House two years later). It 
was not until 1967 that Cathy opened the first Chick-fil-A 
restaurant in Atlanta’s Greenbriar Sho  p  ping Center. He is 
credited with introducing the original boneless breast of 
chicken sandwich and pioneering the placement of fast-
food restaurants in shopping malls. Today, Chick-fil-A is 
the second-largest quick-service chicken restaurant chain 
in the United States, based on sales ($1.975 billion in 
2005). It operates more than 1,250 restaurants in 37 states 
and Washington, D.C.  

    Chick-fil-A’s unique corporate culture derives from 
Cathy’s Christian background and his desire to inspire 
and influence people. The company’s official statement 
of corporate purpose is “to glorify God by being a faithful 
steward of all that is entrusted to us and to have a positive 
influence on all who come in contact with Chick-fil-A.” 
This level of commitment to religious values is reflected 
in a number of ways. For example,   all Chick-fil-A loca-
tions, in a mall or stand-alone, are closed on Sundays. 
Cathy has been quoted on numerous occasions as saying, 
“Our decision to close on Sunday (starting in 1946) was 
our way of honoring God and directing our attention to 
things more important than our business. If it took seven 
days to make a living with a resta  u  rant, then we needed to 
be in some other line of work. Through the years, I have 
ne  v  er wavered from that position.”  

    Chick-fil-A also has an extensive corporate giving 
program. The company has helped thousands of restau-
rant employees, foster children, and other young peo-
ple through the WinShape Foundation that Cathy 
established in 1984 to help “shape winners.” The foun-
dation sponsors WinShape Homes, which currently op-
erates 14 homes in Georgia, Tennessee, Alabama, and 
Brazil. The WinShape College Pr  o  gram at Berry College 
in Rome, Georgia, is a co-op program offering joint 
four-year scholarship funding to incoming freshmen of 
up to   $32,000. In addition to the Wi  n  Shape scholar-
ships, Chick-fil-A   offers $1,000 college scholarships to 
its restaurant team members. Camp WinShape is a sum-
mer camp for boys and girls. WinShape Marriage pro-
vides development, education, and encouragement for 
married couples on the campus of WinShape Retreat, a 

multiuse conference and retreat facility l  o  cated on the 
Mountain Campus of Berry College.  

    Chick-fil-A’s unique corporate culture is matched by its 
equally unique marke  t  ing efforts, especially in the advertis-
ing and promotion areas. Its “Eat Mor Chikin” campaign is 
one of the longest-running advertising campaigns in the 
United States. Started in June 1995 when the first Chick-fil-A 
billboard was erected in Atlanta, the Eat Mor Chikin cows 
have become cult figures, convincing diners to stray from 
the herd of beef-burger eateries and to “eat mor chikin”—
particularly in Chick-fil-A re  s  taurants. In focus groups, re-
spondents rate the cows as one of the three things they like 
best about the Chick-fil-A brand—the other two being the 
food and the comp  a  ny’s policy of being closed on Sundays.  

    The Eat Mor Chikin theme, created by Dallas-based ad 
agency the Richards Group, was first introduced in 1995 as 
a three-dimensional billboard concept d  e  picting a black-
and-white cow sitting atop the back of another cow painting 
the words “Eat-Mor-Chikin” on the billboard. Since then, 
the theme has been used as the basis of an integrated mar-
keting campaign, which encompasses billboards, in-store 
point-of-purchase materials, promotions, radio and TV ad-
vertising, clothing and merchandise (e.g., plush cows, 
 bobble-head cows), and calendars. Intr  o  duced in 1998, 
Chick-fil-A’s cow calendars have been a marketer’s dream 
come true. The calendar is produced annually by the 
 Richards Group. Sales have shar  p  ly  increased—from 
337,000 for the first printed calendar to 1.5 million for the 
2006 renaissance-themed calendar entitled “Cows in 
 Shining Armor,” featuring “famous” medieval cows named 
Angus Kahn, Charbroilemagne, Boldhoof, Lady Guineveal, 
and Moolius Caesar. The calendars sell for $5 and contain 
Chick-fil-A food and beverage coupon offers.  

    Sponsorship of collegiate sports such as the Chick-fil-A 
Peach Bowl (renamed the Chick-fil-A Bowl in 2006) are 
another way in which Chick-fil-A builds its brand. A local 
promotion emphasis at the market and restaurant level 
completes Chick-fil-A’s integrated marketing approach.  

    In 1998, the Eat Mor Chikin campaign won a na-
tional silver EFFIE award in the Fast Food/Restaurants 
category for creativity and effectiveness in advertising. 
  The outdoor Advertising Association of America recog-
nized Chick-fil-A and its ren  e  gade cows with the organi-
zation’s OBIE Hall of Fame Award in 2006.  

    Chick-fil-A is growing rapidly through store openings 
and menu additions. Menu additions include Chick-fil-A 
Chick-n Strips in 1995, Chick-fil-A Cool Wraps in 2001, 
Chick-fil-A Southwest chargrilled salad in 2003, fruit cup in 
2004, and a   brea  k  fast menu featuring Chick-fil-A Chick-n 
Minis, a chicken   or sausage breakfast burrito, and a 
chicken, egg, and cheese bagel in 2004. The chain intro-
duced the industry’s first premium two-blend coffee line in 
2005 with Café Blends and the complementary Cinnamon 
Cluster. Hand-Spun milkshakes were launched in 2006.  

    The company had sales of $1.975 billion in 2005 and 
forecasts sales of $3 bi  l  lion by 2010. Also by 2010, the 
company looks to double its current size in terms of new 

  *This case was prepared by Dr. J. B. Wilkinson, professor emeritus, 
Youngstown State University.  
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locations, primarily through stand-alone restaurants and 
aggressive expansion into the western United States. 
Chick-fil-A also has licensed restaurants in nontrad  i  tional 
locations such as airports, corporate offices, hospitals, and 
college campuses.  

    Dan Cathy, the son of S. Truett Cathy and Chick-fil-A’s 
current president and COO, takes restaurant openings se-
riously. The openings are not simple ribbon-cuttings. 
Cathy holds a dedication dinner during which he and 
other company lea  d  ers wait on newly hired employees. He 
also “camps out” the night before a store opening with 
Chick-fil-A raving fans and customers. Beginning in 2003, 
Chick-fil-A offered the first 100 customers in line at its new 
stores a free combo meal each week for a year. People 
lined up hours in advance, setting up tents and lawn chairs 
overnight in the parking lot to ensure a place in line. Ob-
serving this, Cathy decided to join them and since then, 

camping out with Chick-fil-A fans and customers at store 
openings has become a tradition for him.  

    Dan Cathy takes his role as a leader seriously and de-
fines   his role through his interaction with customers and 
employees.   He frequently visits Chick-fil-A resta  u  rants and 
often pitches in to help. Like his father, Dan Cathy is on a 
mission to meet customers, franchisees, and employees 
face to face and spread the Chick-fil-A business philoso-
phy of “Second Mile” (making every extra effort) cus-
tomer service, great food, and influencing others.  

  1.   What types of marketing strategies is Chick-fil-A following?  
2.   How would you describe Chick-fil-A’s positioning strategy?  
  3.   Is Sunday closing a competitive advantage for Chick-fil-A? 

 Explain.  
  4.   Should other retailers consider closing on Sunday? Why? 

Why not?  

  2.     Bass Pro Shops (Outdoor World)*  

  Have you ever seen an elk, an antelope, or a buffalo? What 
about a largemouth bass? Don’t fret—you don’t have to go 
to Montana to see what wildlife looks like! You can visit your 
nearest Bass Pro Shops Outdoor World and experience 
me  r  chandising at its best, participate in workshops that 
teach outdoor skills (e.g., safe boating and hunting, begin-
ning fishing, outdoor cooking, fly tying, nature photogr  a-
  phy, and GPS navigation), and take advantage of in-store 
amusements like an i  n  door trout stream, shooting arcades, 
or a live mermaid show (in the Las Vegas store). Better yet, 
you can visit the original Outdoor World store referred to 
as the “Grand Daddy,” located in Springfield, Missouri, and 
spend your vacation at the largest hunting, boating, camp-
ing, and fishing outlet in the country—330,000 square feet 
of experiential retailing!  

    Bass Pro Shops are part of a larger trend in retailing 
called “destination deve  l  opment”—a trend in retail devel-
opment that blends goods and services with theater and en-
tertainment. Destination retailers offer shoppers more than 
just mer  chandise; each offers a unique environment in 
which customers   enjoy a quality personal exp  e  rience. The 
idea that a store is more than just a “big box filled with mer-
chandise” has spawned a number of destination develop-
ments that function as open-air centers with exciting 
landscapes and architecture. Each store within the develop-
ment ope  r  ates as a stage for fresh and engaging experiences 
for shoppers (e.g., the Bass Pro Shops stock-car-racing simu-
lations, snowboarding, or natural rock-climbing walls) and 
with unusual attractions, activities, learning opportunities, 
theme restaurants, and entertainment. These types of devel-
opments act as “tourism districts,” attracting visitors from 
200 to 300 miles away.  

    Bass Pro Shops have successfully implemented the con-
cept of destination development. Operating about 50 large 
retail stores in the United States and one in Canada, Bass 
Pro Shops has become the nation’s leading retailer of out-
door gear. Its stores rank among the top tourist destina-
tions in their respective states. Over 100 million people visit 
its stores annually and spend an estimated $1.9 billion to 
exp  e  rience one of the most exciting store environments in 
retailing today!  

    Industry analysts agree that Bass Pro stores are unlike 
any other in terms of customer service, awesome displays 
and visual imagery, exciting activities, and deep mer-
chandise assortments in fishing, boating, hunting, out-
door gear, and camping. All stores have several common 
features including: taxidermy mounts, indoor water dis-
plays that showcase fish species, Outdoor Skills Work-
shops, ar  t  work, and activity areas (e.g., archery and firing 
ranges, fishing tournaments). In addition, each store is 
uniquely designed to pick up the local flavor of the area’s 
outdoor heritage and to include historical pictures, in-
digenous wildlife exhibits, and artifacts from local hunt-
ers and fishers. Several stores are spectacular in this 
r  e  gard. For example, the Denham Springs, Louisiana, 
store (near Baton Rouge) opened to crowds of shoppers 
(65,000 in the first four days). The store features an artis-
tic replication of a Louisiana swamp complete with tower-
ing cypress trees draped in Spanish moss. Another 
example is the Bass Pro Shops Sportsman’s Center in 
 Miami, Florida. It is designed to make visitors feel like 
they are walking through a sunken ship, complete with 
barnacle-encrusted trusses. Suspended cei  l  ing dioramas 
portray underwater scenes, and colorful fish appear to 
swim ove  r  head. The Bass Pro Shops store located along 
the western shore of Lake Ray Hubbard (in Dallas, Texas) 
has a panoramic view of the lake through floor-to-ceiling 
windows that extend the entire   Eastern exposure of the 

  *This case was prepared by Dr. J. B. Wilkinson, professor emeritus, 
Youngstown State University.  
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building. As sho  p  pers progress toward   this enticing fea-
ture, they have an equally panoramic view of a vast in-
door boat showroom that can be reached by descending 
twin staircases that circle past waterfalls and   around a 
swimming pool–size aquarium. The store a  l  so features   a 
365-seat World Famous Islamorada Fish Company Res-
taurant ove  r  looking the lake. The recently opened Inde-
pendence, Missouri, store features an indoor mill with a 
working wheel plus a 30-acre park complete with a lake 
stocked with bass and bluegill where customers can try 
out their new purchases.  

    Bass Pro stores have been difficult for competitors to 
emulate. They are large, expensive, and labor intensive. For 
example, the new 150,000-square-foot store in  Rossford, 
Ohio (near Toledo) will employ 250 to 300 associates, many 
of   whom are highly skilled in outdoor activities like 
fly- fishing, boating, and hunting. To make each Bass Pro 
store  look different, an in-house group located in Nixa,  
Missouri, designs the interior and exterior of stores. An 
eclectic group of artisans and craftspeople—blacksmiths, 
metalworkers, welders, woodcarvers, and fabric  a  tors— 
handmake the chandeliers, lights, lanterns, wood carvings, 
ironwork, murals, mounted animals, displays, and special 
features that go into the stores. About 30 percent of each 
store’s retail space is devoted to aquariums, waterfalls, 
 murals, metalwork,  museum-quality dioramas, and fire-
places. Bass Pro Shops’ philosophy on merchandising also 
ups the ante. In-store displays aren’t just fixtures—they are 
marketing tools designed to reflect local traditions and 
 attract customers. For e  x  ample, in the Lake Ray Hubbard 
store, canoes serve as shelving for apparel. In-store digital 
networks entertain and educate shoppers (how-to spots, 
technical fe  a  tures, PSAs for fishing, hunting, and conserva-
tion) and provide targeted adverti  s  ing at the point of sale 
(vendor-sponsored ads and in-store promotions). The pr  o-
  gramming also includes vivid scenes of the outdoors and 
highlights of its NASCAR team. Six to seven 42-inch 
plasma-screen displays are located in key departments of 
each Bass Pro store. Some of the programming content is 
common across all stores, and some of it is customized to 
fit an individual store (targeted marketing). In   addition, 
the level of customer service has become  legendary. Bass 
Pro Shops has been recognized many times for its conser-
vation efforts and outdoor education programs. The com-
pany supports a wide range of environmental, habitat 
conserv  a  tion, and youth education programs through phil-
anthropic efforts.  

    Bass Pro Shops can trace its roots to a small fishing 
department started by founder John Morris in 1972 to 
sell homemade bait and worms. Located in the back of 
his dad’s liquor store in Springfield, Missouri (on the 
road to Table Rock Lake and Branson), the business was 
popular enough that Morris launched a catalog in 1974 
to sell homemade bait. Soon, it became the world’s larg-
est mail-order sporting goods store. The flagship Spring-
field store has been improved over the years to b  e  come 
the tourist mecca that it is today. Along the way, other 
businesses were ad  d  ed: American Rod and Gun in 1975 
(a wholesaling entity serving independently owned re-
tailers), Tracker Marine in 1978 (a producer of recre-
ational boats for Tracker dealerships and independent 

marine dealers under various brands, inclu  d  ing Tracker 
Boats), Big Cedar Lodge in 1988 (a resort on Table Rock 
Lake), and the Islamo  rada Fish Company Restaurant 
chain. Other endeavors include   Bass Pro Shops Outdoor 
World Television (on the Outdoor Channel), Bass Pro 
Shops Ou  t  door World Radio, Outdoor World Tips (writ-
ten for newspapers and magazines), and Bass Pro Shops 
NASCAR participation. Beginning in 1995, the company 
began adding stores, beginning with the Bass Pro Shops 
Sportsman’s Warehouse in Atla  n  ta, Georgia. Since then, 
more than 48 stores have been added to the chain. Bass 
Pro Shops is regarded as the nation’s leading retailer of 
outdoor gear, selling through massive stores, catalogs, 
and a website (www.basspro.com).  

    However, industry analysts have posed the question, 
“Are there limits to growth in the sporting and outdoor 
goods retail category?” Competition is intense. Competi-
tors include large-format sporting goods stores, traditional 
and specialty sporting goods stores, mass-merchandisers, 
and catalog and Internet-based retai  l  ers. The most direct 
competitor to Bass Pro Shops is Cabela’s—a chain of re-
tail stores that has similar but less distinctive décor and 
merchandise. Other important   competitors include 
Sports Authority, Dick’s Sporting Goods, Academy Sports 
and Outdoors, Gander Mountain, Sportsman’s Ware-
house, and Walmart. All are growing rapidly despite the 
fact that the industry is declining in terms of active par-
ticipants in outdoor activities like hunting, fishing, and 
camping. Some markets such as Denver, Kansas City, 
 Dallas, and Milwaukee seem “overstuffed” with outdoor 
chains. But some experts are predicting renewed growth 
in outdoor sales as consumers exp  e  rience Bass Pro’s des-
tination stores. They point to Home Depot’s ability to 
“grow its customer base” (increasing the number of “do-
it-yourself” consumers) through how-to clinics and qual-
ity construction materials and tools. In addition, U.S. 
demograp  h  ics favor increased sales of outdoor goods as 
the baby-boom generation retires and takes up more 
 leisure-time activities.  

    Pessimists argue that large-format stores are risky in 
economic downturns. To build a Bass Pro Shop Outdoor 
World requires a big initial investment. Once open, high 
overhead and low inventory turnover are common in 
some merchandise cat  e  gories. As a consequence, break-
even sales must draw customers from a large trading area. 
Recessions and adverse weather conditions may also hurt 
sales, e  s  pecially in overstocked markets.  

    Despite concerns by industry experts, recent Bass Pro 
store openings have attracted hordes of customers. It’s 
been estimated that the average customer tr  a  vels two 
hours to reach the store and shops for more than three 
hours! Shoppers also seem blind to pricing differences for 
identical products between Bass Pro stores and discount-
ers like Walmart. All of this suggests that destination re-
tailing works and that the marriage between retailing and 
entertainment is here to stay!  

  1.   Prepare a S.W.O.T. analysis for Bass Pro Shops. What types of 
strategies do you recommend based on your analysis?  

  2.   Can you think of retailers in other categories that might suc-
cessfully emulate the format and execution of Bass Pro Shops?  
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  3.      Toyota Prius: The Power of Excellence in Product 
Innovation and Marke  t  ing*  

  Prius (Latin for “to go before”) was introduced to the 
Japanese market in 1997 amid much publicity and extrav-
aganza. It was the world’s first mass-produced car pow-
ered by a combination of gasoline and electricity. For the 
Toyota Motor Corp  o  ration, the Prius product launch rep-
resented a major strategic commitment and a long-term 
financial gamble.  

    The Prius story begins in the early 1990s when Toyota 
released its first Earth Charter, setting the goal of mini-
mizing its overall environmental impact. In Septe  m  ber 
1993, the company began to plan for the development of 
a car for the next ce  n  tury. Called Globe 21st Century, or 
G21, the plan was to produce a car with better fuel econ-
omy and lower emissions than existing automobiles.  

    Alternative ideas were considered before deciding to 
press ahead with a gas-electric hybrid system; these in-
cluded direct-injection diesel engines, electric motors, 
hydrogen-powered fuel cells, and solar-powered vehicles. 
Mass production of gas  o  line-electric hybrids was not pos-
sible until recently. Improved technology with r  e  spect to 
batteries and powerful control electronics to coordinate 
the two propulsion systems made the idea more attractive.  

    GM (as well as Ford, Honda, and Toyota) failed to suc-
cessfully market electric cars in the 1990s. Although GM’s 
EV1 was a technical triumph, consumers were scared off by 
its limited battery life. All three American carmakers devel-
oped diesel-electric hybrid cars in the 1990s, but none were 
deemed acceptable to the market. A diesel engine is more 
expensive than a gasoline engine, so a diesel hybrid required 
a higher price premium. Development of a hydrogen- 
powered fuel cell vehicle was simply not technically feasible 
within the time frame that Toyota had set for its goal.  

    The hybrid technology chosen to power the Prius com-
bines a gasoline engine with an integrated electric-drive 
system. Like conventional cars and trucks, the hyb  r  id sys-
tem relies on a gasoline-fueled engine to generate power; 
the electric motor system provides a second power channel. 
These two complementary systems work together to create 
a more efficient  powertrain.  

    At start-up, only the electric motor is used, and it pow-
ers the vehicle at low- to mid-range speeds. Under normal 
driving conditions, the gas engine is engaged and power 
is allocated between the two engines to maximize effi-
ciency during oper  a  tions such as acceleration, decelera-
tion, coasting, and stopping. In the city, with its 
stop-and-go traffic, the Prius relies more on the electric 
engine, whereas for highway driving, the gas engine is the 
primary power producer. The benefits of this powe  r  train 
combination are greater fuel efficiency and low exhaust 
emissions. Compared to electric cars, the hybrid system 
offers a high level of convenience since the ba  t  tery is re-
charged from surplus engine power.  

    The Prius development effort took four years. The big-
gest challenges Toyota engineers faced were handling the 
powerful voltage between the battery and the electric mo-
tor and determining how to fit the gas engine, the electric 
motor, and a jumbo battery into a compact car frame. Solv-
ing these problems involved adapting the heavy-duty tran-
sistors used in Japan’s bullet trains and shrinking the parts 
through computer modeling. A prototype car was shown 
to the public in 1995 and in December 1997, the first pro-
duction car rolled out of Toyota’s Takaoka factory in 
 Toyota City near Nagoya. For the next two years, Toyota 
sold Prius only in Japan. First-year sales were around 
12,000 units due to limited production capability. Toyota 
elected to defer capital investment in manufacturing 
 facilities and to pr  o  duce the Prius on existing assembly 
lines: a “hedging” strategy in case the hybrid “flopped.” The 
initial price was just $16,929, which industry analysts say was 
below the estimated cost of building a Prius. However, even 
at that price, buyers paid a premium of several thousand 
dollars for a Prius compared to similar-size conve  n  tional 
cars. Industry analysts speculated that Toyota would have to 
sell around 250,000 Priuses a year to make a profit.  

    Prius was introduced to the U.S. market in 2000. The 
Honda Insight, a two-seater gas-electric hybrid, had been 
in the U.S. market for a year with first-year sales of about 
3,500. Toyota limited U.S. sales of the Prius to 17,000 units 
during the introductory year. Base price for the Prius was 
$19,995 (roughly the same as for a Honda Insight). Both 
the Prius and the Insight were priced below cost but sev-
eral thousand dollars higher than similar-sized conven-
tional cars. However, the higher price was partially offset 
by better gaso  line mileage (52 m.p.g. in city driving for the 
first-generation   Prius).  

    The advertising campaign that launched the Prius 
into the U.S. market used “Prius Genius” as its tagline 
and courted leading-edge buyers of the technological 
  generation. Celebrity buyers like Cameron Diaz height-
ened Toyota’s publicity e  f  forts, which included an “En-
gine of Change” tour—a 15-city circuit where the Prius 
was shown to leaders in government, media, and environ-
mental groups. In addition, the Prius was seen by mil-
lions of Academy Award viewers as an “alternative limo” 
used by environmentally friendly Hollywood celebrities.  

    Toyota enjoyed a dramatic jump in Prius sales after its 
U.S. debut. Sales were so strong that demand outstripped 
production capability. It was not uncommon for buyers to 
wait up to six months to receive their new Prius. By 2004, 
global sales t  o  taled 250,000, and Toyota was earning a 
modest profit per vehicle. The second-generation Prius 
(Prius II) hit U.S. showrooms in October 2003. As other 
car man  u  facturers (Ford, GM) entered the market with 
hybrid vehicles and Honda increased its number of hybrid 
models (Civic), Toyota changed its marketing strategy to 
e  m  phasize its Hybrid Synergy Drive in Prius II as the pow-
ertrain of choice—a   classic selective demand-building 

  *This case was prepared by Dr. J. B. Wilkinson, professor emeritus, 
Youngstown State University.  
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strategy, suitable for the   growth stage in a product’s life 
cycle. The objective of this   strategy was to differentiate 
Toyota’s hybrid technology from   other hybrid systems 
emerging in the market. Unlike com  petitive systems on 
the market in 2004, the new high-volt  age/high-power 
 Hybrid Synergy Drive powe  r  train was capable of operating 
in either gas or electric modes, as well as a mode in which 
both the gas engine and electric motor are in operation. 
Compared to the original Toyota Hybrid System (THS) in 
Prius I, the new Hybrid Synergy Drive sy  s  tem de  livered 
 significantly more power and performance, best-in-class   
fuel economy, and best-in-market emissions performance. 
Toyota also worked to reduce the cost of its hybrids. Be-
cause gasoline-electric hybrids employ two motors under 
the hood, hybrids are more expensive to produce than 
conventional gas-powered vehicles (about $3,000 more). 
Cost reductions would lead to price reductions, making 
Toy  o  ta’s hybrid cars more affordable.  

    The 2004 second-generation Prius was designed to 
appeal to a broader ma  r  ket. It was larger, more power-
ful, with numerous technical improvements and aer  o  dy-
namic styling (plus a four-door, lift-back configuration), 
and loaded with high-tech options like the Smart Entry/
Smart Start, which allows the driver to open and start the 

vehicle without inserting a key. Other options included a 
hands-free cell phone system and a navigation system. 
Base price was held at $19,995, the same as the first Prius 
cost during its introductory year in the United States. 
This second-generation car won some of the industry’s 
most prestigious awards and was named European Car of 
the Year 2005.  

    The success of the Prius has provided Toyota with nu-
merous product oppo  r  tunities, including hybrid tech-
nology extension and licensing strategies. Toyota 
  introduced a hybrid Lexus RX400h (2004) and High-
lander (2005). A hybrid Camry and Lexus GS sedan were 
planned for 2006. Toyota expects that a quarter of its 
unit sales in the United States will use gasoline-electric 
technology by 2010. To achieve that goal, virtually all 
Toyota vehicles including trucks will offer hybrid power 
 systems.  

  1.   In what stage of the product life cycle is the Toyota Prius? 
Explain.  

  2.   Describe the marketing strategies being followed by Toyota for 
the Prius.  

  3.   Do you think Toyota should convert all of its cars to hybrids? 
Why? Why not?  

  4.      Potbelly Sandwich Works Grows through “Quirky” Marketing*  

  Want an inexpensive gourmet sandwich served in a fun 
and funky place by frien  d  ly young people? Lots of people 
do, including celebrities Will Ferrell, Sandra Bu  l  lock, and 
Keanu Reaves. In fact, Potbelly Sandwich Works was 
ranked as one of the top  fastest-growing chains in the res-
taurant industry.  1  

    Chances are you have never eaten at a Potbelly, but you 
probably will in the near future. Under the leadership of 
Bryant Keil, chairman and CEO, Chicago-based Potbelly 
Sandwich Works is expanding rapidly (see Table 1). 
Keil bought the original Potbelly in 1996. Prior to that, it 
was a very successful neighborhood sandwich shop run 
by a couple who had originally started the business as an 
antique store in 1977. They added homemade sand-
wiches and desserts to bolster the business and soon the 
food became more popular than the antiques. As time 
went on, booths were added along with ovens for toasting 
the sandwiches and the antiques became “décor” rather 
than merchandise for sale. A prominently placed antique 
potbelly stove provided inspiration for the sandwich 
shop’s name.  

    Although Potbelly has many sandwich shop rivals in the 
fierce quick-serve segment of the restaurant industry, 
 Potbelly has more than held its own. Billed as “a unique and 
quirky sandwich joint,” it has a unique appeal.  Potbelly’s 

core strategy elements include   product, place, promotion,   
and   price.  

  PRODUCT  

  According to Keil, “Anyone can sell a sandwich. You need to 
sell an experience.” I  n  dustry observers point to several as-
pects of the Potbelly experience that make it the first choice 
for young professionals on a quick lunch break. First is the 
menu, which features made-to-order toasted sandwiches, 
  soups, homemade desserts, malts, shakes, and yogurt 
smoothies  . Toasting is part of what makes Potbelly’s sand-
wiches distinctive. Quality ingredients, including a freshly 
baked Italian sub roll and freshly sliced meats and cheese 
also contribute to superior value. Friendly service and an 
upbeat atmosphere, live music, antique fixtures, real books 
for customers to read or borrow, and vintage memorabilia 
create a homey environment for customers. The idea be-
hind Potbelly is simple: superior value, fun-filled atmo-
sphere, warm, comfy décor, and quick, friendly service.  

  PLACE  

  Potbelly stores average 2,200 square feet but can top 4,000 
square feet. Most units have indoor seating for more than 
50 and outdoor seating during warmer months. Geo-
graphic locations are selected carefully. Keil looks for cities 
that are not sat  u  rated with sandwich chains and have an 
urban/suburban density of core custo  m  ers—young profes-
sionals less than 35 years old. Locations must be convenient 
for them since Potbelly stores rely on high repeat business. 
All units are corporate owned and operated.  

  *This case was prepared by Dr. J. B. Wilkinson, professor emeritus, 
Youngstown   State University.  

  1  “Way to Grow: A Tight Real Estate Market Doesn’t Deter Top 
Chains’ Expansion Plans,”   Restaurants and Institutions,   July 2005, p. 121.  
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  PROMOTION  

  Historically, Potbelly Sandwich Works has not had an ad 
budget. Promotions are keyed to events like store open-
ings and National Sandwich Day. For example, on 
 National Sandwich Day, Potbelly hosts a “Belly Buster” 
sandwich-eating contest at Potbelly stores. Prizes are 
awarded to winners and runners-up. Diners randomly re-
ceive free meals. Other event promotions raise money for 
local charities such as   food banks and community-based 
reading and music appreciation programs.  

  PRICE  

  Potbelly sandwiches sell for $3.79. Sheila’s Dream Bar, 
made of oatmeal, caramel and chocolate, is $1.29, while 
homemade chocolate chip or sugar cookies go for o  n  ly 
99 cents. Checks average about $6.50. Pricing is an inte-
gral part of the value Potbelly offers customers and can be 
summed up as, “Just good food at good pri  c  es!”  

  Considered separately, any one of Potbelly’s marketing 
strategy elements may not seem overly powerful as a com-
petitive weapon, but combined and implemented with zeal, 
they are a significant competitive threat to national, re-
gional, and local co  m  petitors. Brands like Subway, Quiznos, 

Cosi, Panera, Jimmy John’s, and Schlotzsky’s Deli are wary 
that Potbelly will become a major national competitor. The 
Potbelly experience appears to be difficult to duplicate. For 
example, Quiznos may have similar food quality but not 
similar atmosphere; Cosi may have the ha  n  gout ambience 
down but not the food! Subway is especially vulnerable 
since it has neither the food nor the warm and comfy 
store environment.  

    Yet Potbelly has a tough road ahead. It requires man-
agement to maintain the superior performance of current 
units while creating new Potbelly units in new ma  r  kets. 
Each Potbelly is special in terms of location, décor, and 
staff. The unit must be tailored to its neighborhood and 
community. Attentive, enthusiastic workers must be 
found. Food quality and a fun atmosphere must become 
an integral part of the store culture. Not an easy task!  

  1.   Identify and describe Potbelly’s strategy in terms of product 
(present or new) and market (present or new).  

  2.   How would you describe Potbelly’s positioning strategy?  
  3.   What types of environmental opportunities and threats do you 

see in Potbelly’s external environment? How might they affect 
 Potbelly’s current strategy?  

Market 1997 1998 1999 2000 2001 2002 2003 2004 2005 Total

Chicago 1 1 1 2 3 8 11 9 11 48*

Washington, D.C. 8 3 4 3 18

Michigan 4 2 1 7

Minnesota 1 3 2 6

Wisconsin 2 2 4

Indiana 1 1 2

Texas 3 8 11

Ohio 6 6

Total 1 1 1 2 3 16 21 22 34 102

  *  Includes the original Potbelly opened in 1977 and bought by Keil in 1996.  

  Table 1     Potbelly Store Openings by Year and City, 1997–2005  

  5.      Suburban Regional Shopping Malls: Can the Magic 
Be Restored?*  

  The suburban regional shopping mall is regarded by many 
as the “crown jewel” of shopping experiences. In a single 
location, shoppers can visit over a hundred stores, go to a 
movie, eat, walk, and lounge for an entire day in a secure, 
pleasant atmosphere sheltered from undesirable weather 
and the demands of everyday life. Most Americans at one 
time or another have escaped for the day to such a mall 

and felt “uplifted” in spirit by the experience. So pervasive 
is the suburban regional shopping mall that William 
 Kowinski in the   The Malling of America   (1985) claims that 
in the United States alone there are more  enclosed malls 
than cities, four-year co  l  leges, or television stations! In-
deed, few of us can remember a time when shopping was a 
trip to “downtown,” or the central business district (CBD) 
of a large city.  

    Many suburban regional shopping malls are over one 
million square feet in size, contain over a hundred stores, 
and offer shoppers free parking, restaurants, play facilities, 

  *This case and the script for the accompanying video were pre-
pared by Dr. J. B. Wilkinson, professor emeritus, Youngstown State 
University, and Dr. David J. Burns, Xavier University.  
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lounge facilities,  restrooms, and movie theaters. Some cen-
ters even provide amusement rides and other entertain-
ment opportunities. One of the dom  i  nant features of 
these large shopping complexes is the presence of multi-
ple d  e  partment stores that “anchor” the extreme points of 
the mall’s layout and “pull”   shoppers to the mall from sur-
rounding suburban areas. Department stores also encour-
age shoppers to walk through the mall. In fact, department 
stores were the driving force be  hind the original develop-
ment of suburban regional shopping   malls and have 
played a critical role in their continuing success.  

    The movement of traditional department stores from 
CBD locations to the suburbs, complete with large “full-
line” departments, contributed greatly to the e  x  plosive 
growth of suburban regional shopping malls during the 
post–World War II era. At its inception, the suburban 
 regional shopping mall was designed to be a substitute, or 
even a replacement, for a city’s CBD, but without the usual 
conge  s  tion or parking difficulties. This strategy was particu-
larly attractive after the ope  n  ing of Southdale Center in 
suburban Minneapolis in 1956 (www.southdale.com), 
which demonstrated the viability of a regional shopping 
mall with multiple anchors.  

    In 2002 there were a total of 46,336 shopping centers 
in the United States, of which about 1,200 could be con-
sidered regional or superregional malls (www.icsc.org). In 
addition to regional and superregional malls, numerous 
types of shopping centers have evolved since the 1950s. 
The International Council of Sho  p  ping Centers has de-
fined eight principal shopping center types: neighbor-
hood, community, regional, superregional, fashion/
specialty, power, theme/festival, and outlet.  

    The suburban regional shopping malls and their de-
partment store anchors e  n  joyed great success for almost 
50 years and seemed virtually invincible to threats until 
the final decade of the twentieth century. During that era, 
several chinks deve  l  oped in the competitive armor of this 
type of retail institution, and the problems seem to be get-
ting worse. Shopper activity is declining: the number of 
tenant vacancies is increasing; and the delinquency rate 
on mall mortgages is disturbing. Increasingly larger per-
centages of consumer discretionary income are being 
spent elsewhere. To make matters worse, many of the 
older malls need renovating to remain attractive to shop-
pers. Renovation of an older mall can cost tens of millions 
of dollars.  

    Changes in consumers and in their wants and needs 
appear to be the major factor that underlies the woes of 
suburban regional shopping malls. Since the first multi-
anchor center opened in 1956, the lifestyles of American 
families have changed significantly. In 1950, for instance, 
only 24 percent of wives worked ou  t  side the home; today, 
that percentage exceeds 60 percent. Women between the 
ages of 18 and 45, the mainstay of mall shoppers, simply 
do not have the time to shop like they once had. As a re-
sult, shopping has become much more purpose-driven. 
Shopping statistics bear this out. Shoppers are visiting 
suburban regional shopping malls less frequently, visiting 
fewer stores when they do shop, and also spending less 
time at the mall when they  shop. Mall visitors, however, 
are more likely to make a purchase when they shop. Yet 

the typical suburban r  e  gional shopping mall was designed 
for a “shop-all-day” or a “shop-’til-you drop” ph  i  losophy.  

    Another consumer trend that spells trouble for subur-
ban regional shopping malls is increased shopper price 
sensitivity. A wider selection of shopping altern  a  tives from 
which to choose and the desire to make the family income 
go further (which, in essence, is equal to a pay increase) 
have proven to be strong forces pushing shoppers to com-
parison shop between retail establishments—something 
that most malls are not designed to facilitate. Despite the 
large number of stores   contained within a regional subur-
ban shopping mall, comparison shopping b  e  tween stores is 
not an easy task. Most malls are laid out to cater to a leisure-
oriented shopper. Similar stores are located in different 
wings of the shopping mall to encourage shoppers to walk 
through the entire center. Shoppers may walk u  p  wards to a 
quarter-mile in their quest to compare products! This is not 
consistent with the desire for shopping convenience and 
efficiency on the part of most co  n  sumers.  

    Competition also has played a role in the problems that 
plague suburban r  e  gional shopping malls. High levels of 
competition characterize most mature indu  s  tries, and the 
shopping center industry is no exception. Regional malls 
have both direct and indirect competitors. Direct competi-
tors are nearby shopping centers with either similar or dis-
similar formats. Indirect competitors comprise other types 
of retail store sites like freestanding or clustered sites and 
nonstore retailing sites. Nonstore retailing includes online 
shopping, catalog shopping, home TV shopping, telemar-
keting, and other forms of direct marketing, all of which 
have made cons  i  derable inroads into retail store sales. 
Suburban regional shopping malls have been especially 
vulnerable to both forms of competition.  

    Many of the more successful retailers (e.g., Kohl’s, 
Home Depot) are located on freestanding sites or in large 
open-air centers—locations that have greater a  p  peal to 
time-pressed, purpose-driven shoppers than mall locations. 
Similarly, many outlet malls, which cater to price-sensitive 
shoppers, are typically open-air centers to facilitate store 
access. In addition, some of the newer small shopping 
 centers c  a  ter to a focused lifestyle (teen or professional 
woman) or have an organizing theme (home decor, 
hobby) that satisfies the specific needs of a market niche 
by offering a more focused product assortment than what 
can be found in a suburban regional shopping mall.  

    Oversupply of retail space has posed considerable 
problems to all shopping centers. The United States has 
20 square feet for every man, woman, and child, com-
pared to 1.4 square feet per person in Great Britain. Sales 
per square foot of retail space is declining in the United 
States. In fact, revenue from retail sales is contracting. It 
grew an average of 2.5 percent in the 1970s; 1.3 percent in 
the 1980s; and only 0.8 percent in the 1990s, adjusted for 
inflation. The result has been retail consolidation, store 
closings, and bankruptcies, leaving shopping ce  n  ters 
fighting for a shrinking base of retail tenants.  

    Finally, department stores, the primary traffic generators 
for suburban regio  n  al shopping malls, are experiencing se-
rious competitive problems. Over the past two decades, de-
partment stores have lost half of their market share to 
discounters and specialty stores. They also have suffered a 
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significant sales revenue decline, causing store closings and 
consolidation. Given the role department stores have 
played as traffic generators for shopping malls, the prob-
lems of department stores have added to the problems of 
suburban regional shopping malls. Quite simply, fewer de-
partment store shoppers have meant fewer shoppers in the 
mall. To make matters worse, an empty department store 
space in a mall gives shoppers less re  a  son to visit that por-
tion of the mall and often leads to the closure of nearby 
stores. Besides being unproductive, the resulting empty re-
tail space is unsightly, projecting the same image that empty 
storefronts in the CBDs of cities do—decay and decline.  

    The predictable outcome of all these changes is that 
construction of new su  b  urban regional shopping malls 
has virtually come to a halt. Furthermore, a significant 
number of existing centers are being “decommissioned”—
converted into alternative uses such as office space, learn-
ing centers, and telemarketing call centers, or torn down 
to be replaced by other forms of retail centers. Over 300 
malls have been d  e  commissioned since the mid-1990s, 
a trend which is expected to continue.  

    The dim outlook for suburban regional shopping 
malls has stimulated much creative thought about turn-
around   strategies for those still in operation. One 
 turn  a  round strategy   that has been suggested deals with 
the way suburban regional shopping malls are tradition-
ally configured and involves changing the way stores in 
the center are arranged with respect to one another. The 
traditional layout locates similar stores in different wings 
or corridors of the center to encourage shoppers to travel 
through the entire center in their quest to locate and 
compare products. This type of layout maximizes cus-
tomer interchange between stores but does not a  d  dress 
shopping efficiency. Zonal merchandising represents a 
different approach to a center’s layout. Under zonal mer-
chandising, similar tenants are located in close proximity 
to one another. This reduces shopping time for shoppers 
who come to the mall to purchase a specific product. It 
also creates opportunities for differentia  t  ing mall areas in 
terms of decor, music, amenities, and special events to suit 
the tastes of shoppers who are most likely to be visiting 
stores in those areas.  

    Zonal merchandising has been used most commonly 
for fast food. Called “food courts,” these clusters of fast-
food providers have been very successful. Food court ten-
ants have experienced higher levels of sales than under 
traditional layouts. Food courts also have shown that they 
are able to draw shoppers from other loc  a  tions in the 
mall, similar to the traffic-generating role of a traditional 
anchor store.  

    Based on the success of the food court, several attempts 
to implement zonal merchandising on a wider scale have 
been made. Beginning with Bridgewater Co  m  mons in 
New Jersey (www.bridgewatercommons.com), several new 
projects have i  n  corporated zonal merchandising princi-
ples, including Rivertown Crossings in Grand Rapids, 
Michigan (www.rivertowncrossings.com), which has 
grouped some categ  o  ries of stores by product line carried, 
and Park Meadows in Denver, Colorado (www.park
meadows.com), which has grouped stores by customer life-
style. The r  e  sults of these endeavors have been promising, 

and General Growth (www.generalgrowth.com), the devel-
oper of Rivertown Crossings, plans to implement some 
form of clustering at all of its future projects. Attempts to 
reconfigure existing centers around zonal merchandising 
ideas, such as the changes at Glendale Galleria in 
 Glendale, California (www.glendalegalleria.com), seem to 
be successful as well.  

    An alternative strategy, which has been proposed for 
turning around traditional suburban regional shopping 
malls, is the incorporation of entertainment within the 
center. The idea behind this strategy is quite simple: Add 
value to the shopper’s visit to a mall and give shoppers ad-
ditional reasons to shop in the mall rather than at home. 
Entertainment can run the gamut from simple play areas 
or a carousel for children to video arcades and virtual golf 
courses to a full-scale amusement park, such as the Mall 
of America (www.mallofamerica.com). However, adding 
entertai  n  ment offerings to suburban regional shopping 
malls does not guarantee success. The entertainment 
must be something that will attract shoppers and keep 
their inte  r  est for a lengthy period of time—not some-
thing which shoppers tire of easily. Also the effect of the 
entertainment activities on a center’s retailing activities 
must be co  n  sidered. Entertainment centers in suburban 
regional malls often attract people with social goals in-
stead of shopping goals, which does not benefit a center’s 
mercha  n  dise-based stores.  

    Some industry analysts suggest that the key to revitaliz-
ing the suburban r  e  gional shopping mall is to make the 
shopping   experience itself more exciting. Even at Mall of 
America, the home of the largest mall-based entertain-
ment facility in the United States, the primary attraction 
of the center is the entertainment and excit  e  ment pro-
vided by the shopping experience itself; shoppers find 
stores and products which they cannot find elsewhere in 
the region.  

    Most suburban regional shopping malls are unexcit-
ing. They offer shoppers a relatively nondescript homoge-
neous shopping experience. They look alike, po  s  sess the 
same stores, and sell the same products. What has been 
forgotten by mall managers is that entertainment, in a 
mall sense, is not necessarily what activ  i  ties can be added 
to the center, but what entertainment is provided by the 
sho  p  ping experience. Shoppers are searching for shop-
ping experiences that are fresh, different, and fun. To 
provide this  experience, suburban regional shopping 
malls need to attract stores and sell products that are 
unique, interesting, and ever-changing. The recent addi-
tion of the Build-a-Bear Workshop to several suburban 
 regional shopping malls is one such example. The Build-
a-Bear Workshop (www.buildabear.com) is a novel  retail 
concept that provides a playful, creative environment. 
The challenge for mall managers is to find new and excit-
ing  retailing concepts like Build-a-Bear Workshop on a 
continual  basis.  

    The Easton Town Center in Columbus, Ohio (www
.eastontowncenter.com) is an example of a suburban re-
gional shopping center that was explicitly designed to 
provide shoppers with a fun, exciting, entertaining place 
to shop. Easton Town Ce  n  ter was designed as an open-air 
center that mimics small-town America over 50 years ago. 
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The center possesses an entertainment-oriented product 
mix with n  u  merous restaurants, 30 movie theaters, spas, a 
comedy club, a cabaret, specialty stores, and Nordstrom 
and Lazarus as anchor department stores. The center has 
a “town square” and special event areas. It is considered to 
be one of the most su  c  cessful retail centers in the region.  

    The challenge to mall developers and managers is clear. 
Since the opening of Southdale Center in 1956, changes 
in competition, retailing, and consumer shopping behav-
ior have resulted in significant threats and opportunities. 
If subu  r  ban regional shopping malls are to enjoy contin-
ued success, they must creatively adapt to the new industry 
and shopping environment. Managers and owners of sub-
urban regional shopping malls must determine the change 
strategy that is best for them. A number of considerations 

should guide their thinking—the competition, the needs 
of shoppers in their area, the opportunities available, and 
the center’s resources. Just as one size does not fit all, the 
same turnaround strategy will not suit all suburban re-
gional shopping malls.  

  1.   Imagine yourself as the manager of a struggling local subur-
ban regional shopping mall. What do you think the mall 
should do to improve its performance?  

  2.   What shopping trends do you foresee over the next 10 years? 
How might these trends affect suburban regional shopping 
malls?  

  3.   What new retail concepts can you identify? How might you 
learn about more? What strategies do you suggest for learning 
about new retail concepts?  

  6.      Strategic Marketing Planning in Big Brothers   Big Sisters 
of America*  

  For more than a century Big Brothers and Big Sisters of 
 America (BBBSA) has helped children reach their poten-
tial through professionally supported one-on-one mentor-
ing. With a network of about 400 agencies in all 50 states, 
BBBSA serves approximately 260,000 children between 
the ages of 6 and 18. A sister organization, BBBS Interna-
tional, has a global scope with agencies in 12 countries 
and similar plans to expand and improve international 
programs.  

  PROGRAMS  

  BBBSA has two core programs:  

 1.  Community-based mentoring  that requires a mentor 
(“big”) to meet with a child (“little”) at least one hour 
each week to engage in community activities. 

 2.  School-based mentoring  that encourages “bigs” to 
meet with their “littles” in schools, libraries, and com-
munity centers at least once a week to talk and play. 

    BBBSA “matches” between children (“littles”) and men-
tors (“bigs”) are carefully administered and supported by 
rigorous standards and trained personnel. Profe  s  sional staff 
ensure that matches are safe and well-suited to the individu-
als involved. Each potential mentor (“big”) is evaluated and 
trained before a match takes place. With each match, the 
intent is to provide a satisfying experience for both parties 
and to help the child develop positive outcomes.  

    BBBSA attempts to meet the needs of the most vulnera-
ble children in a community. Because the demographics of 
these vulnerable children vary from community to commu-
nity, BBBSA has developed different programs that consider 
these racial, ethnic, and social demographics. Each local af-
filiate launches a sp  e  cific program that meets the needs of 
its community. The targets of these pr  o  grams include:  

 1.  African American mentoring.  BBBSA recognizes that 
African American boys constitute one of the most at-
risk populations in the United States. So it makes a 
concerted effort to recruit male African American 
“bigs” to serve this population by partnering with the 
Alpha Phi Alpha fraternity and United Methodist Men. 

 2.  Hispanic mentoring.  Given the huge increases in the 
Hispanic population, BBBSA also recognizes the many 
needs of Hispanic children in the U.S. It actively re-
cruits Latino “bigs” by building collaborations within 
Hispanic communities. 

 3.  Native American mentoring.  With over 4 million Native 
Americans and Alaskan Natives living in the U.S. and 
more than a quarter of them living at or below poverty, 
BBBSA began a recruitment initiative in 2007 in Native 
American communities. The BBBSA program is run 
under the guidance of both formal and informal el-
ders, members of Native American community pro-
grams, and American Indian/Alaska Native board 
members with 30 agencies participating in 16 states. 

  4.     Amachi Program (Mentoring Children of Promise).   
BBBSA developed this program to serve children who 
have a parent in prison. Amachi is a Nigerian word of 
hope—“who knows but what God has brought us 
through this child.” BBBSA focus es on recruiting 
“bigs” from local congregations. 

  5.     Milit  ary Children.   BBBSA established a partnership 
with the T. Boone Pickens Foundation to serve chil-
dren with a parent in the military and to provide civic 
engag  e  ment for military personnel returning from de-
ployment. A BBBSA Military Community Advisory 
Council has been set up for this program.  

  ORGANIZATION  

  Like most national nonprofit organizations, BBBSA has 
two levels of operation. The national office in Philadelphia 
has an executive staff and national board of directors that 
provide strategic direction and support to local agencies 

  *This case was prepared by Dr. Jane S. Reid, Youngstown State 
University.  
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across the U.S. Each local agency has an executive direc-
tor, board of directors, and program staff who address the 
specific needs of children within its community. Each 
agency must o  p  erate under an affiliation agreement with 
BBBSA, which gives it the rights to:  

  1.   Ope rate an organization using the BBBSA name. 
 2. Receive a designated service community area which is 

a specific geographical area in the U.S. The local 
agency is restricted to recruitment and fund-raising 
within that geographical area. 

 3. Associate with BBBSA long term, unless the affiliation is 
terminated by the local board or by the national office. 

 4. Colla borate with BBBSA and other member agencies.  

    Membership fees are paid quarterly and are based on 
the total expenditures of the agency. Four deductions are 
allowed: fees paid to BBBSA, capital purchases, deprecia-
tion, and fund-raising expenses. The fee is then calculated 
by taking 3.8 percent of the first $100,000; 2.25 percent of 
the next $100,000; 1 percent of the next $300,000; and 
0.5 percent of the remaining expenditures. The affiliation 
fee is directly related to the size of the agency, with larger 
agencies paying more for the national affiliation than 
smaller agencies. Agencies are also given discounts if they 
pay their entire affiliation fee up front:   5 percent discount 
if paid by January 31, 4.5 percent  discount   if paid by 
 February 28, or 4 percent discount if paid by March 31. 
Otherwise, affiliation fees are due on March 31, June 30, 
September 30, and D  e  cember 31. In order to better man-
age its own annual budget, the national office e  n  courages 
early payments from the affiliated agencies.  

    Local agencies benefit from their national affiliation 
  with BBBSA. First and foremost, the national office provides   
strategic direction to local agencies. Second, BBBSA sets 
standards that local agencies must follow in order to use the 
BBBSA brand, but through networking, local agencies are 
able to share “best practices.” Local agencies also have 
 access to research that the national office conducts. In 
addition, the national office provides a management 
information system (MIS) which allows local agencies to 
process information about volunteers, children, families, 
and donors. Further, the MIS helps local agencies manage 
their efforts and measure outcomes. Last, and probably the 
most important from a marketing standpoint, local agen-
cies benefit from a nationally recognized brand with high 
credibility, which helps them in recruiting “bigs” and “lit-
tles” and attracting donors. This is especially important dur-
ing economic downturns when funding from fou  n  dations, 
the public sector, and individual donors decline. Agencies 
with proven programs and high brand recognition and 
credibility are more likely to survive. Moreover, BBBSA has 
a competitive advantage compared to other nonprofit o  r  ga-
nizations that provide programs for youth. It is the only 
 national organization that focuses on one-on-one mentoring.  

  STRATEGIC PLANNING INITIATIVES  

  In 2000, BBBSA launched its strategic-planning initiative by 
hiring Bridgespan Co  n  sulting (www.bridgespan.org). The 
Bridgespan Group helps nonprofit and philant  h  ropic lead-
ers to develop strategic plans and build organizations that 

inspire and a  c  celerate social change. The use of a profes-
sional consulting service to develop a strategic planning 
process was made possible by the generous support of the 
Edna McConnell Clark Foundation (www.emcf.org), a 
foundation that seeks to improve the lives of people in pov-
erty, especially low-income youth in the United States.  

    The first step was to establish a steering committee to 
work with the consulting firm. The steering committee 
consisted of four local agency leaders, one BBBSA board 
member who also served on a local BBBSA board, and 
five BBBSA leaders. One of the first activities of the com-
mittee was to collect information about the pro  b  lems, 
practices, opinions, and attitudes of local agencies. The 
committee surveyed over 160 local agencies and received 
input from leaders at over 70 agencies, representing all of 
the different regions, sizes, and types of communities 
served by BBBSA.  

    As part of the process, Bridgespan Consulting guided 
BBBSA through a S.W.O.T. analysis that included examin-
ing its mission statement: “To help children reach their 
potential through professionally supported, one-to-one 
relationships with measurable impact.” As a result of the 
analysis, the vision statement became: “Successful mentor-
ing relationships for all children who need and want 
them, co  n  tributing to better schools, brighter futures, 
and stronger communities for all.” BBBSA also included a 
promise statement as part of its guiding principles, which 
commits BBBSA to a culture of diversity and inclusion, 
partnership and collabor  a  tion, continuous learning, peo-
ple development, and high performance.  

    In setting its organizational goals, BBBSA built on its 
past strengths of accou  n  tability for outcomes in three ar-
eas: (1) the number of children served; (2) how well those 
children are served; and (3) which children are served, 
with a focus on chil  d  ren who are most in need and most 
likely to benefit from BBBSA programs. From there, 
BBBSA developed four goals with specific outcomes:  

  1.   Quality growth—to serve over 300,000 children by 
2010 (a 25 percent increase over its 2006 level).  

  2.   Positive outcomes for a higher percentage of children 
served—increasing the a  v  erage match length from 10 to 
13 months and increasing the six-month retention rate 
from 80 percent to 85 percent. The overall intent of this 
goal is to increase the strength of the relationship be-
tween “bigs” and “littles.” During this planning period, 
BBBSA also committed to lead the development of new 
real-time outcome measures for local affil  i  ates.  

  3.   Increased intentionality about which children are 
served. Although each local agency serves a unique 
population, the overriding national goals would be  

  a.    Increase the percentage of boys served and the 
 percentage of male v  o  lunteers (from 38 percent to 
41 percent of all volunteers). The focus on males is 
to counteract the recent increase in the number of 
female matches and to better serve the large num-
ber of boys on the waiting lists.  

  b.    Increase the percentage of Hispanic youth served 
from 17 to 22 percent of all matches.  

  c.    Increase the percentage of African American and 
Hispanic youth served by same-ethnicity volunteers 
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  to at least 57 percent by increasing African American   
volunteers from 15 to 18 percent of all volunteers 
and by increasing Hispanic volu  n  teers from 7 to 
13 percent of all volunteers.  

  d.    Establish clear baseline data for measuring the per-
cent of “littles”   who are in moderate-to-high need.  

  4.   Strengthen local agencies’ capacity for sustainable, 
quality growth. The specific goals for making that hap-
pen include  

  a.    10 percent annual total revenue growth to $385 mil-
lion by 2010.  

  b.    10 percent revenue growth by 50 percent of local 
agencies (up from 35 percent).  

  c.    3 months’ cash reserves by 65 percent of local agen-
cies (up from 49 percent).  

  d.    $1 million in revenues by 80 percent of large market 
agencies (up from 67 percent).  

  e.    $500k in revenues by 40 percent of regional and 
smaller market age  n  cies (up from 20 percent).  

  f.    Board and leadership development plans in 60 percent 
of agencies. In addition, each agency with $500k or 
more in revenue should have four key leade  r  ship posi-
tions: CEO, VP Program, Chief Development Officer, 
and VP Partne  r  ship/Recruitment.  

  The goals outlined above are detailed, measurable, 
and a “stretch” for both the local agencies and the 
 national  office. However, BBBSA outlined specific impli-
c  a  tions and expectations for the national office and 
agencies.  

  AGENCIES  

•    Sustained, quality growth should be at the core of each 
agency’s effort.  

  •    Each agency should work toward maximizing its impact 
and community su  p  port by being intentional about 
whom it serves.  

  •    Both the Community-Based Mentoring and School-
Based Mentoring programs should be strong and robust 
in terms of quality and growth.  

  •    Resource development (funds and volunteer recruit-
ment) should be a central leadership focus for all 
agencies.  

  •    Agencies should ensure that their talent and organiza-
tional structures are strong enough to support the com-
plex challenges of sustained quality growth.  

  NATIONAL OFFICE  

•    Leadership on the defi nition of success (agreement on 
“what is achieved” ve  r  sus “what is done”).  

 •   Increased direct support to agencies through fi nancial 
grants.  

  •    Maintenance of current level of support to agencies with 
a focus on technol  o  gy, outcome data, and best practices 
sharing.  

  •    Enhanced capacity in key central functions including mar-
keting, corporate partnerships, and human resources.  

  •    Emphasis on talent and leadership in the fi ve key 
roles—board, executive d  i  rector, vice president of pro-
gram, chief development offi cer, and vice president of 
partnerships.  

  Research plays an important role within BBBSA. Its MIS 
is designed to measure the effectiveness of its programs. In 
a nationwide study, BBBSA found that “littles” were  

  •    46 percen  t less likely to begin using illegal drugs.  
  •    27 percent less likely to begin using alcohol.  
  •    52 percent less likely to skip school.  
  •    37 percen  t less likely to skip a class.  

  BBBSA has encouraged and supported similar strategic 
planning efforts in local agencies. Local agencies are en-
couraged to identify appropriate targets within their com-
munities and to adapt national programs and strategies with 
measurable obje  c  tives. One example of how the national 
organization supports the marketing efforts of local agencies 
is public service announcements (PSAs). BBBSA has pro-
duced several PSAs that address the specific goals of recruit-
ing male “bigs” and “littles” of both Hispanic and African 
American ethnicities. However, local agencies must d  e  cide 
which PSAs to use and then get local broadcast stations to 
run them—perhaps to coincide with major fund-raising 
events like Bowl for Kids’ Sake. Local agencies also develop 
collateral material such as posters, flyers, and brochures.  

  CURRENT AND FUTURE STRATEGIC INITIATIVES  

  BBBSA is committed to reviewing its strategic plan on a 
three-year cycle because it believes the key to an organiza-
tion’s survival is recognizing opportunities and threats 
and adjusting to them.  

    BBBSA has already begun its second planning cycle 
and it faces some sp  e  cific challenges. The first is to 
achieve greater consistency in its brand image. A  l  though 
local agencies are autonomous, BBBSA needs to have a 
consistent image across all communication efforts: ads, 
PSAs, events, web pages, etc.  

    Another key concern (identified in focus group re-
search) is that BBBSA is now viewed as a “volunteer 
agency”—not an agency to which people would consider 
d  o  nating money. Consequently, this perception needs to 
be modified so that, when people think of BBBSA, they 
think of becoming donors as well as volunteers.  

    BBBSA recruitment is (and will continue to be) con-
strained by economic co  n  cerns and family demands. 
These constraints make it hard to attract not only volu  n-
  teers, but also active and talented people to serve on 
boards of local agencies or to hire competent staff at mod-
est salaries.  

    To address some of these concerns, BBBSA has initi-
ated a repositioning campaign (Project: BigChange$) at 
the national level. It is working with Publicis Groupe on a 
pro-bono basis to redefine mentoring in a more powerful 
way and to establish itself as a donor-supported, as well as 
volunteer-supported, organization. To coord  i  nate the 
campaign, the national office has provided local agencies 
with specific strategies for communicating to potential do-
nors and volunteers. Some key points are  

•    Emphasizing BBBSA’s commitment to measurable 
 outcomes.  

•    Connecting donors to its program similar to the con-
nection that volunteers feel.  

•    Describing services as donor-funded and not “free.”  
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•    Ensuring that each staff member understands his/her 
position is funded by a donor.  

•    Explaining to each potential “big” that donors make 
matches possible.  

•    Using adult “littles” (alumni) to demonstrate successes.  
  •    Focusing on stewardship—the impact that the agency 

and the donors have on the community.  

  BBBSA is a strong nonprofit organization. It prides itself 
on being accountable to its stakeholders by providing 
 meaningful and effective programs to children. Under a new 
president and CEO, BBBSA seems poised to be a significant 
influence du  r  ing the next decade. It’s focusing on its strengths 
and addressing its problems   through strategic  planning.  

  1.   Compare strategic planning by BBBSA with planning by for-
profit organizations. What are the similarities? What are the 
differences?  

  2.   Using the exhibit on the marketing strategy planning process 
in Chapter 2, identify the components of BBBSA’s strategic 
planning process from the information presented in this case. 
Who are BBBSA’s customers and competitors? How has 
BBBSA chosen to segment its market? Describe BBBSA’s target 
markets. How does BBBSA differe  n  tiate itself from the “compe-
tition”? How would you describe the 4Ps of BBBSA’s marke  t-
  ing strategy?  

  3.   What are the benefits of a local nonprofit organization affiliat-
ing with a national nonprofit organization? Can you identify 
any disadvantages?  

  4.   Refer to the BBBSA website (www.bbbs.org). What changes 
have occurred in the mission, vision, goals, and strategies? 
Has BBBSA successfully met the goals stated in this case? Has 
the organization successfully overcome the challenges of brand 
image and recruitment of volunteers?  

  7.      Invacare Says, “Yes, You Can!” to Customers Worldwide*  

  “On this vote the yeas are two hundred and nineteen, the 
nays are two hundred and twelve. The motion to concur 
in the Senate amendment is adopted.” As he watched the 
U.S.   House of Representatives pass Health Care Reform 
on March 23,   2010, I  n  vacare Chairman and CEO Malachi 
“Mal” Mixon contemplated the impact of this landmark 
legislation on his company.  

 COMPANY AND INDUSTRY HISTORY 

  Modern devices that provide mobility where it is needed 
can trace their history to the Fay Manufacturing Company 
in Elyria, Ohio, in the 1880s. Originally a bicycle and tri-
cycle   manufacturer, the company changed directions 
when Winslow   Fay reco  g  nized the need for mobility 
among wounded veterans and children. He redesigned 
his tricycles to enable   people considered “crippled” at 
that time to move about. After   achieving nationwide dis-
tribution of these products, Fay sold out to the Worthing-
ton Manufacturing Company in the early 1890s. After a 
series of mergers and acquis  i  tions, the company became 
Invacare and, in 1979, an entrepreneurial group led by 
Mal Mixon and J. B. Richey purchased the company.  

    Changes in the company paralleled changes in the 
wheelchair industry. A  l  though wheelchair-like devices 
were used in ancient times, something akin to mo  d  ern 
wheelchairs were not developed until the 16th century. 
However, since chron  i  cally ill or disabled people had 
short life spans, the need for wheelchairs was not per-
ceived to be important. By the late 19th century, survival 

rates were higher, but most people needing a wheelchair 
were considered to be invalids—best kept at home or in 
an institution. Two world wars and a polio pandemic in 
the first half of the 20th century greatly increased the 
number of people with limited mobility, but att  i  tudes 
about their care had not changed much.  

    When Franklin Delano Roosevelt, President of the 
United States from 1933 to   1945, became a victim of polio 
at the age of 39, perceptions started to change. D  e  ter-
mined to lead an active life, Roosevelt developed his own 
wheelchair—a lightweight chair on rollers that could pass 
through normal-sized doors.  

    In the 1970s, the Vietnam War produced large numbers 
of young wounded soldiers who wanted normal civilian lives. 
At the same time, there was greater awareness of the need to 
break down socioeconomic boundaries between groups, in-
cluding the disabled. Heavy, bulky chairs were not suitable 
for people who wanted to work, participate in sports, dance, 
and travel with family and friends.  

    Other changes in the 1970s helped the medical devices 
industry grow and evolve. Up until that time, Everest & 
Jennings, then the major supplier of whee  l  chairs, set the 
standards for the rest of the industry through its contrac-
tual arrang  e  ments with the U.S. government. These gov-
ernment contracts determined styles and materials for the 
products that would be purchased directly—and indirectly 
i  n  fluenced what would be acceptable for reimbursement 
under many insurance pr  o  grams. This type of market 
power enabled Everest & Jennings to command a dom  i-
  nant market share without the necessity of adapting to the 
rapidly changing needs and wants of its target market.  

    The Medical Devices Act of 1976 changed the dynam-
ics of the industry. The Bureau of Medical Devices was 
created within the Food and Drug Administration to over-
see production of a vast array of devices from catheters to 
wheelchairs to MRI machines. This new agency took a 
fresh look at the needs and wants of individual users, as 

  *This case was prepared by Dr. Douglas Hausknecht, The Univer-
sity of Akron. U  s  ing iron braces on his hips and legs, he also taught 
himself to walk a short distance by swiveling his torso while support-
ing himself with a cane. He funded and deve  l  oped a hydrotherapy 
center for the treatment of polio patients in Warm Springs, Georgia, 
and after becoming president, helped to found the National Founda-
tion for Infantile Paralysis (now known as the March of Dimes).  
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well as the needs of physicians and insurers. Change did 
not come imm  e  diately, but Invacare began to see new 
market opportunities.  

    Under its new leadership of Mixon and Richey, Invacare 
re-examined its stra  t  egy and found itself deficient in many 
areas. Product quality and delivery were poor; no new prod-
ucts were under development; production costs were high; 
competition from new producers in Asia was growing; and 
Invacare had done little to penetrate foreign markets. More-
over, the company had no real strategic plan.  

    Mixon addressed these issues by first working through 
the distributor network to improve product design, quality, 
and delivery times. Distributors were offered be  t  ter financ-
ing support to offset high interest rates which were a prob-
lem at the time. New products, new product lines, and the 
acquisition of related companies followed. Invacare be-
came a major player in the design, construction, and sale 
of therapeutic beds and oxygen concentrators, in addition 
to its traditional product lines. Invacare also entered the 
“prescription wheelchair” business. Prescription chairs are 
custom products, designed for individual users. Today, In-
vacare is known for its customized wheelchair products.  

    In a related change of strategy, Invacare brought new 
vitality to the self-powered wheelchair in 1981 with the in-
troduction of a lighter, more capable model. The Rolls IV, 
as it was known, provided users with a much improved 
sense of ind  e  pendence and mobility. Wheelchair users be-
gan to recognize and communicate their needs and wants 
to distributors who conveyed this market information to 
Invacare’s sales force. In turn, company engineers added 
desirable features and attributes, which improved prod-
ucts and increased customer satisfaction.  

    As a result, Invacare pioneered the idea of “One Stop 
Shopping” for medical devices. “One Stop Shopping” con-
tinues to define the company’s product and distr  i  bution 
strategies to this day.  

 CURRENT STRATEGIES AND CHALLENGES 

  Today, Invacare is the world’s leading manufacturer and 
distributor for medical equipment used in the home: 
power and manual wheelchairs, personal mobility, seating 
and positioning products, home care bed systems, and 
home oxygen sy  s  tems. Vertical integration, Statistical Pro-
cess Control, and total quality management (TQM) have 
all contributed to the success of Invacare’s multiple prod-
uct lines. In its modern manufacturing facilities in Ohio, 
Mexico, and elsewhere, the company pr  o  duces and as-
sembles many of the components for its products—
whether standard or customized. Invacare also supplies 
the components necessary for service and repair of chairs, 
beds, oxygen concentrators, and other products. Its new-
product development process includes representatives 
from marketing, quality, manufactu  r  ing, purchasing, fi-
nance, and design.  

    Because cost has become increasingly important in 
the medical devices i  n  dustry, Invacare actively pursues a 
cost-containment strategy. While the need for specialized 
products has increased, the availability of insurance or 
government pr  o  grams to pay for them has not. Prior to 
WWII, the cost of medical devices typically was borne 
by the family or community contributions. As medical 

 in surance deve  l  oped and evolved into an employee ben-
efit, some of the costs were covered that way. Beginning 
in 1972, the federal government covered costs for the 
permanently disabled through Medicare, but because 
products were intended to be affordable,  design took a 
back seat. Changes in government regulation, most nota-
bly the 1990 Americans with Disabilities Act (ADA), en-
couraged improvements in product design and 
extensions of existing product lines. Medicare policies 
were slow to change, however, and even in the 1980s in-
sureds were only reimbursed for equipment necessary to 
“pe  r  form the activities of daily living within the four walls 
of the home.” Customers were not permitted to upgrade 
from basic models unless they paid the entire cost the  m-
  selves. Medicare rules at the time did not permit aug-
menting the basic cost with pr  i  vate funds.  

    Currently, a greater range of options in government 
sup  port, insurance, and flexible spending plans—as well 
as private   and foundation money—help to fund pu  r-
  chases of customized equipment. Invacare’s domestic rev-
enues are equally depe  n  dent on private insurance and 
Medicare: together contributing about 80 percent of its 
income. However, cost-containment language in the 2010 
Health Care Reform Act may once again limit the avail-
ability of funds for high-end equipment.  

    Invacare sells its products to over 25,000 home health 
care and medical equipment providers, distributors, and 
government locations in the U.S., Australia, Canada, 
 Europe, New Zealand, and Asia through its sales force, 
telesales ass  o  ciates, and various independent agent dis-
tributors. Distributors in individual markets work with 
medical care facilities, doctors, rehabilitation clinics, and 
retailers to identify potential new customers and current 
users. Invacare’s sales force works with distrib  u  tors to 
monitor and meet demand. Awareness of the available 
range of products is enhanced through a variety of means. 
Invacare has sponsored individual wheelchair races, a 
wheelchair racing circuit, and the Wounded Warrior Proj-
ect. Team Invacare competes in racing, basketball, hand-
cycling, and tennis. Special-purpose chairs e  n  courage 
participation in sports as demanding as rugby—even to 
the extent of having specially-designed chairs for offense 
and defense. These sponsorships and particip  a  tion in spe-
cial events heighten aware ness of customized equipment 
among potential   customers and with the general public. 
Rather than featuring the attributes of specific pieces of 
equipment, Invacare’s advertisements and promotional 
materials empha  s  ize people enjoying life with its products.  

    As Mal Mixon considered Invacare’s past strategies, he 
wondered about the future. How might the new environ-
ment for health care affect Invacare and its co  m  petitors? 
Everest & Jennings’ sturdy and utilitarian chairs are still be-
ing manufa  c  tured under the umbrella of GF Health Prod-
ucts. They look the same as they always have. But other 
competitors have carved out positions in all-terrain accessi-
bility (e.g., Permobil), lightweight portability (e.g., Lifecare 
Medical), niche uses (e.g., C  o  lours in Motion), and increas-
ingly low price (imports). Dean Kamen, inventor of the 
Segway, developed the IBOT—a pricey wheelchair that can 
climb stairs. Would f  u  ture price pressures and regulatory 
changes allow all of these competitors to coe  x  ist?  
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    Invacare is also a leader in the oxygen concentrator 
market. The HomeFill combines the efficiency of station-
ary oxygen concentrators with the convenience of pre-
filled bottles to enable a greater range of travel for those 
who are dependent on supplementary oxygen. Will new 
regulations favor less costly “standard” products, such as 
those offered also by DeVilbiss and Respironics? Will pric-
ing pressures a  l  low for further innovation?  

    The Health Care Reform Act that was passed in 2010 
broadly refers to changes in the managed care medical in-
surance system in the United States. It is expected to affect 
all Americans in some way and will impact all companies in 
the medical equipment, services, and insurance industries. 
In general, it requires all Americans to be covered by health 
insurance. Insurers are no longer allowed to d  e  ny coverage 
to individuals with pre-existing conditions, and young adults 
will be able to stay on their parents’ plans until the age of 
26. These changes are expected to be very costly, and some 
critics predict a shortage of primary care physicians. In add  i-
  tion, implementation of the bill will require cost reductions 
and savings that are likely to affect the availability of health 
care services and payments. However, some a  s  pects of the 
act remain in flux. A sales tax on home medical devices was 
delayed. A provision that would reduce the ability to sell di-
rectly to the customer in favor of lea  s  ing arrangements has 
not been implemented. So the overall impact of the Health 
Care Reform Bill on Invacare is unknown. Will the promise 
of greater access to health care and life-improving treat-
ment and devices create a larger domestic ma  r  ket, or will 
greater restrictions on prices and product design reverse 
decades of product innovation and improvements?  

    Markets outside the U.S. are a concern as well. As of 
2010, Invacare produces components or complete products 
in several countries. It also distributes products in 80 coun-
tries worldwide (a range of coverage difficult for a company 
that prides itself on meeting the needs of its customers), 
but not all of the company’s product lines are available in 
all markets. In addition, many of its products sold in foreign 
markets are still based in part on designs from acquired 
companies. So while quality, reliabil  i  ty, and service are em-
phasized throughout the global corporation, design has 
been allowed to fluctuate. This “globalization” of the com-
pany’s strategy has led to no  n  standard components and 
problems with “cataloging” the product line worldwide.  

    Further, in the global marketplace, cultural factors ac-
count   for some differen  c  es in local markets. Take China, for 
example.   Basic health care is provided by the   government 
in China, but private health care and individual personal 
benefits (not available to everyone) are viewed negatively. In 

recent years, some of these att  i  tudes have changed, but only 
slowly. Still,   income and a willingness to spend on personal 
items is increasing among the middle-to-upper classes. At 
the same time, care of the elderly is becoming less reliant 
on immediate family. In addition, the “one child per house-
hold” policy and the preference for male children will con-
tinue to strain the ability of earning generations to support 
their parents. Invacare’s co  m  petitors in China include the 
Jiangsu Yuyue Company with product lines very similar to its 
own. Invacare has some manufacturing and distribution in 
China now and is contemplating future strategy in light of 
the culture and competition.  

    Brazil is another example. It is a large emerging mar-
ket, but the problems Invacare faces there are somewhat 
different from the ones in China. Brazil has a history of 
being a very protectionist economy. High tariffs and du-
ties restrict the ability to import finished goods of many 
types, and there is a strong preference for locally manu-
factured products. Nevertheless, the country’s abundant 
natural r  e  sources permit global corporations to compete 
through direct foreign investment in manufacturing and 
distribution. The downside is that direct investment re-
quires duplication of production facilities and other cor-
porate resources within the cou  n  try. But Brazil is a major 
exporter to other South American markets and that could 
make it an attractive market for Invacare.  

    Mal Mixon believes in his company and its future. He 
thinks it has the r  e  sources and energy to grow and to 
serve a customer base that needs and appr  e  ciates its prod-
ucts. Invacare’s motto of, “Yes, you can!” truly conveys the 
positive corporate attitude that underlies its mission: to 
remove real and perceived barriers that may restrict the 
lives of its customers. But Mal wonders how the company 
can best meet the challenges both within the U.S. and in 
foreign markets. How will the company grow and prosper 
in the next decade?  

  1.   How might the anticipated changes in U.S. health care cover-
age affect Invacare’s current marketing strategies and demand 
for its products?  

  2.   Conduct a S.W.O.T. analysis for Invacare. What types of op-
portunities and threats do you see? What types of marketing 
strategies are suggested by your S.W.O.T. anal  y  sis?  

  3.   What have been the “keys to success” for Invacare in the past? 
Are these likely to change in the future?  

  4.   What do you think will be necessary for Invacare to conduct 
operations su  c  cessfully in Brazil? What about China? Which 
of these two countries is a better “fit” for Invacare’s business 
model?  

  8.      Segway Finds Niche Markets for Its Human Transporter 
Technology*  

  Amid heavy media coverage and much speculation, “Gin-
ger” made its debut on ABC’s   Good Morning America   on 

December 3, 2001. It thrilled some and disa  p  pointed 
 others, but the technology was breathtaking to all.  

    Now known as the Segway Human Transporter (HT), 
Ginger was the brai  n  child of inventor and entrepreneur 
Dean Kamen, who is best known for his inve  n  tions in the 

  *This case was prepared by Dr. J. B. Wilkinson, professor emeritus, 
Youngstown State University.  
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medical field. While in college, Kamen invented the first 
wearable drug-infusion pump. In the following years, he in-
vented the first portable insulin pump, the   first portable di-
alysis machine, and an array of heart stents. This string of 
successes established Kamen’s reputation and turned DEKA 
Research and Development Corp., the R&D lab he founded, 
into a premier company for medical-device design.  

    The inspiration for Ginger occurred during the devel-
opment of the IBOT wheelchair at DEKA. Developed for 
and funded by Johnson & Johnson, the IBOT wheelchair is 
a gyro-stabilized, microprocessor-controlled wheelchair 
that gives di  s  abled people the same kind of mobility the 
rest of us take for granted. Officially called the Indepen-
dence IBOT mobility system, this six-wheel machine can go 
up and down curbs, cruise effortlessly through sand or 
gravel, climb stairs, and rise up on its wheels to lift its occu-
pant to eye level while maintaining balance and mane  u  ver-
ability with such stability that it can’t be knocked over. The 
IBOT wheelchair has been likened to a sophisticated robot.  

    As Kamen and his team at DEKA were working on the 
IBOT, it dawned on them that they could build a device 
using similar technology for pedestrians—one that could 
go farther, move more quickly, and carry more. The IBOT 
was also the source of the “Ginger” code name for the 
Segway HT during its development stage. Watching the 
IBOT “dance up the stairs,” Kamen’s team likened it to 
Fred Astaire—hence the name Ginger for its smaller part-
ner with only two wheels!  

    Segway’s breakthrough technology is based on dy-
namic stabilization. A self-balancing, electric-powered 
transport device, the Segway HT contains gyroscopes and 
sensors that monitor a user’s center of gravity and re-
spond to subtle shifts in weight. Lean forward, go forward; 
lean back, go back; lean back a bit more and you go in 
reverse; turn by twisting your wrist; arch your back a tad 
and you slow to a halt. Exactly how the Segway achieves 
this is difficult to explain, but in every Se  g  way, there are 
gyroscopes that act like your inner ear, a computer that 
acts like your brain, motors that act like your muscles, and 
wheels that act like your feet. You step aboard and it “os-
cillates” for a few seconds, getting the feel of you, and 
then it’s fully cruiseable at 6 mph in “learning mode,” and 
12.5 miles per hour “flat-out.” It has a range of about 17 to 
25 miles per battery charge and can support package 
weights of 80 pounds. It has no brakes, no engine, no 
throttle, no gearshift, no steering wheel, and gives off no 
emissions. It is much cleaner than a car and faster than a 
bike. It is more pedestrian-friendly than bikes or scooters 
and safer than a skat  e  board.  

    The commercial potential for Segway is enormous. For 
this reason, Kamen decided to move development and 
manufacturing of the Segway HT to a new co  m  pany with 
the vision to develop highly efficient, zero-emission trans-
portation sol  u  tions using dynamic stabilization technology. 
The new company, Segway LLC (changed to Segway, Inc., 
in 2005) is headquartered in Bedford, New Hampshire, 
and construction of a manufacturing and assembly plant 
was completed in 2001.  

    Kamen has openly stated that the Segway “will be to the 
car what the car was to the horse and buggy!” He imagines 
them everywhere: in parks, on battlefields, on factory 

floors, zipping around distribution centers, and especially 
on downtown s  i  dewalks. But market acceptance and pene-
tration has been slow for this engineering marvel.  

    The Segway HT was initially marketed to major corpora-
tions and government agencies. Kamen personally demon-
strated the Segway to the postmaster general who was keen 
to put letter carriers on Segways and to the head of the 
National Park   Service who wanted to do the same with park 
rangers. Both were among Segway’s first customers. The 
Pentagon’s research agency, DARPA, bought Segways to 
give to robotics labs. The objective was to use Segway bases 
in the development of r  o  bots to do menial tasks (cleaning, 
picking crops), specialized jobs (nurses aids), and danger-
ous missions (bomb removal or rescue work in earthquake 
debris). Am  a  zon.com, GE Plastics, and Delphi Automotive 
Systems purchased Segways for use in warehouses and man-
ufacturing plants. Police departments, cities, and airports 
bought Segways for use by foot patrols, security personnel, 
and meter readers. Cu  s  tomer studies by these early buyers 
showed double-digit productivity gains and r  e  duced reli-
ance on motorized transport. For postal workers, the Seg-
way has i  n  creased their carrying capacity and delivery 
speed. Test studies with police officers and security person-
nel have shown faster response times and better sightlines 
from being higher in the air than pedestrians.  

    In 2002, Segways went on sale to the public for the first 
time on Amazon.com at a price of around $5,000. In 
2003, the retail store Brookstone became the first r  e  tailer 
to sell the Segway HT. By January 2004, it was estimated by 
industry obser  v  ers that about 6,000 Segways had been 
sold. Given Kamen’s stated ambition of r  e  placing automo-
biles and other forms of personal transport alternatives, 
initial co  n  sumer sales were disappointing.  

    However, the Segway HT is still in the early stages of 
its product life cycle. A  c  cording to product life-cycle the-
ories and related empirical studies on diffusion of i  n  no-
vations, products move through their life cycles in 
different ways and the length of any particular stage var-
ies according to many factors. In general, the speed with 
which a product moves through its introduction and 
growth stages varies according to product characteristics, 
market characteristics, competition, and environmental 
factors. The initial marketing strategy for a product will 
also affect market acce  p  tance (adoption). A product 
will move quickly through the introduction and growth 
stages when it has high relative advantage—cost and 
benefits—compared to alte  r  native products and is highly 
compatible with a buyer’s current attitudes, lifestyle, and 
usage situation. The more complex a product is to un-
derstand and use, the slower will be its rate of adoption. 
In addition, if the product can be tried in small amounts, 
potential buyers perceive less risk associated with initial 
trial and this will speed adoption. Communication of the 
new product will affect market acceptance since buyers 
must first learn about a new product before the buying 
process can be initiated. Thus, a company’s communica-
tion strategies and the degree to which f  a  vorable word-
of-mouth opinion occurs will impact sales. Finally, new 
products will have higher rates of market acceptance if 
market conditions, competition, and env  i  ronmental 
trends are favorable.  
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    Industrial and government applications for the Segway 
HT continue to be pos  i  tive. It’s ideally suited for use in 
large-scale  manufacturing plants and warehousing opera-
tions, for use by the police and security personnel in cer-
tain types of situ  a  tions, for meter reading, for corporate 
and university campus transportation, and for package and 
mail delivery. And it has found a number of new niches in 
recent years. For example, tour groups are using Segways 
to move tourists between attractions in cities where tour 
buses and cars have operational difficulties. For example, 
Bill and Emily Neuenschwander’s tours use Segways 
equipped with a radio on the handl  e  bars that provide a 
running commentary to guide customers through tours of 
the   Minneapolis, Minnesota, river front and surrounding 
historic landmarks. Visitors to theme parks, museums, and 
islands (e.g., Amelia Island Plantation Resort) use them. 
Some lawyers use them between offices and courtrooms. 
Some medics use them to reach injured people faster.  

    However, in the consumer market, the Segway HT is 
still an unsought product for many people. Industry ob-
servers believe that the automobile is a preferred alte  r  na-
tive for a number of reasons, including the infrastructure 
of cities, commuting di  s  tances, weather, and the American 
family lifestyle. Most people agree that the use of a Segway 
HT on highways and busy streets is dangerous. Also, many 
commuters live more than 5 miles from work. The need to 
recharge Segways raises the que  s  tion of public sources of 
electricity. Issues related to public safety also have slowed 
consumer sales. Although the Segway HT is approved in 
most states for use on s  i  dewalks, restrictions have been 
placed on speed, helmet use, minimum operating age, 
and use on streets and highways. At the local level, addi-
tional regulations a  p  ply. For example, San  Francisco 
banned their use on city sidewalks, and they are outlawed 
in subways in Washington, D.C. Many see the mix of 
 pedestrians, b  i  cycles, skateboards, roller skates, ATVs, 
scooters, and Segways as a dangerous mix on sidewalks, 
hiking trails, and other public areas.  

    On the other hand, the Segway HT has obvious advan-
tages to walking and other types of personal transport in 
situations where people need to get from one place to 
 another rapidly and efficiently using a clean, quiet, and 
environment-  friendly transport device. The market poten-
tial for the product has barely been tapped. Early consumer 
buyers were mostly “techies” who like to own new, high-
tech products, and they have played an important role in 
communicating the benefits and fun of owning a Segway 
HT. They have established local clubs across America and 
have started a number of websites devoted to Segway. In 
2003, ow  n  ers and enthusiasts held the first SegwayFest 
to celebrate all things Segway. The Fest has been held 
 every year since.  

    In 2004, Segway launched a repositioning campaign to 
change the image of the Segway HT from “staid,” “high-
tech,” and “serious” to “fun, smart transportation.” The 
new and more traditional marketing campaign included 
new customer materials, dealer displays, and cable TV ad-
vertising with the tagline “Get Moving.” Segway a  l  so has 
been increasing the number of dealerships and distribu-
tors worldwide. The new distribution strategy allows po-
tential buyers to see the different models and to try them 
out before buying. The dealer network increases 
the visibility of the product and lowers buyers’ perceived 
risk associated with servicing. Publicity, media a  p  pear-
ances, and product placement on television shows such 
as   Frasier, Arrested Development,   and   The Simpsons   continue 
to provide important market  exposure.  

    The new positioning strategy emphasizes the leisure 
aspect of the Segway HT. New models aimed at the recre-
ation market have been introduced. For exa  m  ple, the 
Segway GT is geared toward golf enthusiasts and includes 
a golf bag carr  i  er. The Segway XT is the company’s off-
road vehicle which can perform well in a variety of envi-
ronments. The Centaur is a four-wheeled ATV-like vehicle 
that can pick up its wheels to climb over obstacles or sim-
ply glide on two wheels at 25 mph.  

    To further develop the market for the Segway technol-
ogy, the company has started to market Segway Smart Mo-
tion Technology through licensing and partne  r  ing with 
third parties to codevelop new products. Under this pro-
gram, any number of   specialized products could emerge.  

    The future for Segway is unlimited. America’s commit-
ment to end its dependence on petroleum and reduce 
harmful emissions is not likely to change. Segway ’s technol-
ogy supports this commitment. The consumer market for 
Segway has developed slowly, but the future is assured. For 
this “new-to-the-world” product, the life cycle will be long 
and classically configured. Its impact on all sectors of the 
economy will be profound. How we work, play, and get 
around will radically change in the 21st century. From the 
company’s perspective, this is just dandy! Its ultimate goal 
is to “be to the car what the car was to the horse and 
bu  g  gy!”  

  1.   How might Segway, Inc., further develop the market for Seg-
way technology? Hint: What types of marketing strategies are 
associated with sales growth?  

  2.   What would be some advantages and disadvantages of using 
a Segway HT to get around on campus?  

  3.   What types of applications and usage situations are there for 
 Segway HTs in your area?  

  4.   What kinds of problems would the use of Segway HTs create in 
your area? What are some possible solutions for these prob-
lems? Explain.   
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  Guide to the Use of These Cases  
  Cases can be used in many ways. And the same case can be analyzed  several 

times for different purposes.  

    “Suggested cases” are listed at the end of most chapters, but these cases 

can also be used later in the text. The main criterion for the order of these 

cases is the amount of technical vocabulary—or text principles—that are needed 

to read the case meaningfully. The first cases are “easiest” in this regard. This 

is why an early case can easily be used two or three times—with different em-

phasis. Some early cases might require some consideration of Product and 

Price, for example, and might be used twice, perhaps regarding product plan-

ning and later pricing. In co  n  trast, later cases, which focus more on Price, might 

be treated more effectively   after   the Price chapters are covered.  

    In some of the cases, we have disguised certain information—such as names 

or proprietary financial data—at the request of the people or firms involved in 

the case. However, such changes do not alter the basic substantive problems 

you will be analyzing in a case.  

  Cases  
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was crowded, some might feel that they wouldn’t get fast 
service. On the other hand, a place that seems busy might 
be seen as a “good place to go” and a “friendly place.”  

    Lisa also worries about the image she is projecting. 
McDonald’s is a fast-food   restaurant (there are over 
32,000 of them serving over 60 million people in over 100 
countries every day), and normally customers are ex-
pected to eat and run. Will a  l  lowing people to stay and 
visit change the whole concept? In the extreme, Lisa’s 
 McDonald’s might become more like a European-style 
restaurant where the cu  s  tomers are never rushed and feel 
very comfortable about lingering over coffee for an hour 
or two! Lisa knows that the amount her senior customers 
spend is similar to the average customer’s purchase—but 
the seniors do use the facilities for a much lon  g  er time. 
However, most of the older customers leave McDonald’s 
by 11:30, before the noon crowd comes in.  

    Lisa is also concerned about another possibility. If ca-
tering to seniors is OK, then should she do even more 
with this age group? In particular, she is considering offer-
ing bingo games during the slow morning hours—9   a.m  . 
to 11   a.m  . Bingo is popular with some seniors, and this 
could be a new revenue source—beyond the extra food 
and drink purchases that probably would result. She fig-
ures she could charge $5 per person for the two-hour pe-
riod and run it with two underutilized e  m  ployees. The 
prizes would be coupons for purchases at her store (to 
keep it legal) and would amount to about two-thirds of 
the bingo receipts (at retail prices). The party room area 
of her McDonald’s would be perfect for this use and could 
hold up to 150 persons.  

 Evaluate Lisa Aham’s current strategy regarding senior citi-
zens. Does this strategy improve this McDonald’s image? What 
should she do about the senior citizen market—that is, should she 
encourage, ignore, or discourage her seniors? What should she do 
about the bingo idea? Explain. 

  Lisa Aham is manager of a McDonald’s restaurant in a city 
with many “seniors.” She has noticed that some senior 
citizens have become not just regular patrons—but 
 p  a  trons who come for breakfast and stay on until about 
3   p.m  . Many of these older cu  s  tomers were attracted ini-
tially by a monthly breakfast special for people aged 55 
and older. The meal costs $1.99 and refills of coffee are 
free. Every fourth Monday, b  e  tween 100 and 150 seniors 
jam Lisa’s McDonald’s for the special offer. But now 
 a  l  most as many of them are coming every day—turning 
the fast-food restaurant into a meeting place. They sit for 
hours with a cup of coffee, chatting with friends. On most 
days, as many as 100 will stay from one to four hours.  

    Lisa’s employees have been very friendly to the seniors, 
calling them by their first names and visiting with them 
each day. In fact, Lisa’s McDonald’s is a happy place—with 
her employees developing close relationships with the se-
niors. Some employees have even visited customers who 
have been hospitalized. “You know,” Lisa says, “I really get 
attached to the customers. They’re like my family. I really 
care about these people.” They are all “friends,” and it is 
part of McDonald’s corporate philosophy (as reflected in 
its website, www.mcdonalds.com) to be friendly with its 
customers and to give back to the communities it serves.  

    These older customers are an orderly group and very 
friendly to anyone who comes in. Further, they are neater 
than most customers and carefully clean up their tables 
before they leave. Nevertheless, Lisa is beginning to won-
der if anything should be done about her growing “non-
fast-food” clientele. There’s no crowding problem yet, 
during the time when the seniors like to come. But if the 
size of the s  e  nior citizen group continues to grow, crowd-
ing could become a problem. Further, L  i  sa is concerned 
that her  restaurant might come to be known as an “old 
people’s”  restaurant—which might discourage some 
younger customers. And if customers felt the restaurant 

  1.     McDonald’s “Seniors” Restaurant  

 2. Golden Valley Foods, Inc. 
 It is 2012, and Neal Middleton, newly elected president of 
Golden Valley Foods, Inc., faces a severe decline in profits. 
Golden Valley Foods, Inc., is a 127-year-old  California-based 
food processor. Its multiproduct lines are widely accepted 
under the Golden Valley Foods brand. The company and 
its subsidiaries prepare, package, and sell canned and fro-
zen foods, including fruits, vegetables, pickles, and condi-
ments. Golden Valley Foods, which operates more than 
30 processing plants in the United States, is one of the 
larger U.S. food processors—with annual sales of about 
$650 million. 

 Until 2012, Golden Valley Foods was a subsidiary of a 
major Midwestern food processor, and many of the present 
managers came from the parent company. Golden Valley 
Foods’ last  president recently said: 

 The influence of our old parent company is still with 
us. As long as new products look like they will increase the 
company’s sales volume, they are introduced. Tradition-
ally, there has been little, if any, attention paid to margins. 
We are well aware that profits will come through good 
products produced in large volume. 

 Alex May, a 25-year employee and now production 
manager, agrees with the multiproduct-line policy. As he 
puts it: “Volume comes from satisfying needs. We will can 
or freeze any vegetable or fruit we think consumers might 
want.” May also admits that much of the expansion in 
product lines was encouraged by economics. The typical 
plants in the industry are not fully used. By adding new 
products to use this excess capacity, costs are spread over 
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that can be used in promotion. I lost some of my best 
 people from frustration. We just aren’t competitive enough 
to reach the market the way we should with a comparable 
product and price. 

 In a lengthy e-mail from Shelley Walton, Middleton 
learned more about the nature of Golden Valley Foods’ 
market. Although all the firms in the food-processing in-
dustry advertise heavily, the size of the market for most 
processed foods hasn’t grown much for many years. Fur-
ther, most consumers are pressed for time and aren’t very 
selective. If they can’t find the brand of food they are 
looking for, they’ll pick up another brand rather than go 
to some other store. No company in the industry has 
much effect on the price at which its products are sold. 
Chain store buyers are very knowledgeable about prices 
and special promotions available from all the competing 
suppliers, and they are quick to play one supplier against 
another to keep the price low. Basically, they have a price 
they are willing to pay—and they won’t exceed it. Then 
the chains will charge any price they wish on a given 
brand sold at retail. (That is, a 48-can case of beans might 
be purchased from any supplier for $23.10, no matter 
whose product it is. Generally, the shelf price for each is 
no more than a few pennies different, but chain stores oc-
casionally attract customers by placing a well-known brand 
on sale.) 

 Besides insisting that processors meet price points, like 
for the canned beans, some chains require price allow-
ances if special locations or displays are desired. They also 
carry non-advertised brands and/or their own brands at a 
lower price—to offer better value to their customers. And 
most willingly accept producers’ cents-off coupons, which 
are offered by Golden  Valley Foods as well as most of the 
other major producers of full lines. 

 At this point, Neal Middleton is trying to decide why 
Golden Valley Foods, Inc., isn’t as profitable as it once 
was. And he is puzzled about why some competitors are 
putting products on the market with low potential sales 
volume. (For example, one major competitor recently in-
troduced a line of exotic foreign vegetables with gourmet 
sauces.) And others have been offering frozen dinners or 
entrees with vegetables for several years. Apparently, 
Golden Valley Foods’ managers considered trying such 
products several years ago but decided against it because 
of the small potential sales volumes and the likely high 
costs of new-product  development and promotion. 

 Evaluate Golden Valley Foods’ present situation. What would 
you advise Neal Middleton to do to improve Golden Valley Foods’ 
profits? Explain why. 

greater volume. So the production department is always 
looking for new ways to make more effective use of its 
present facilities. 

 Golden Valley Foods has a line-forcing policy, requiring 
any store that wants to carry its brand name to carry most of 
the 65 items in the Golden Valley Foods line. This policy, 
coupled with its wide expansion of product lines, has re-
sulted in 88 percent of the firm’s sales coming from major 
supermarket chain stores, such as Safeway, Kroger, and A&P. 

 Smaller stores are generally not willing to accept the 
Golden Valley Foods policy. May explains, “We know that 
only large stores can afford to stock all our products. But 
the large stores are the volume! We give consumers the 
choice of any Golden Valley Foods product they want, and 
the result is maximum sales.” Many small retailers have 
complained about Golden Valley Foods’ policy, but they 
have been ignored because they are considered too small in 
potential sales volume per store to be of any significance. 

 In late 2012, a stockholders’ revolt over low profits (in 
2012, they were only $500,000) resulted in Golden Valley 
Foods’ president and two of its five directors being re-
moved. Neal  Middleton (introduced earlier), an accoun-
tant from the company’s outside auditing firm, was 
brought in as president. One of the first things he focused 
on was the variable and low levels of profits in the past 
several years. A comparison of Golden Valley Foods’ re-
sults with similar operations of some large competitors 
supported his concern. In the past 13 years, Golden 
 Valley Foods’ closest competitors had an average profit 
 return on shareholders’ investment of 5 to 9 percent, 
while Golden Valley Foods averaged only 1.5 percent. 
 Further, Golden Valley Foods’ sales volume has not in-
creased much from the 1996 level (after adjusting for 
 inflation)—while operating costs have soared upward. 
Profits for the firm were about $8 million in 1996. The 
closest Golden Valley Foods has come since then is about 
$6 million—in 2002. The outgoing president blamed his 
failure on an inefficient sales  department. He said, “Our 
sales department has deteriorated. I can’t exactly put my 
finger on it, but the overall quality of salespeople has 
dropped, and morale is bad. The team just didn’t per-
form.” When  Middleton e-mailed Shelley Walton, the vice 
president of sales, with this charge, her reply was: 

 It’s not our fault. I think the company made a key mis-
take in the late ’80s. It expanded horizontally—by increas-
ing its number of product offerings—while major 
competitors were expanding vertically, growing their own 
raw materials and making all of their packing materials. 
They can control quality and make profits in manufacturing 

 3. NOCO United Soccer Academy 
 Wesley Diekens came to the United States from the U.K. in 
2002 on a soccer scholarship. Wesley grew up playing soccer 
on many competitive teams through high school and had a 
brief professional career in England. When St. Albans Col-
lege recruited him to play soccer, he thought it would open 
his life to a grand adventure. That adventure changed his life. 

 While at St. Albans, Diekens met his future wife, Alyce 
Bilski, who also played soccer there. She graduated a year 
ahead of him and went to Fort Collins, Colorado, where 
she played on the semiprofessional Fort Collins Force 
women’s soccer team. When Diekens finished college, he 
followed Bilski to northern Colorado. Bilski was captain of 
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justify the cost of the soccer complex he wants to build. So 
he is now wondering how to grow his business. 

 About 90 percent of his current customers live in Fort 
 Collins, which has a population of about 125,000 people. 
Diekens believes awareness of his program is close to 100 
percent among competitive soccer players ages 11 to 14—
and is probably at about 40 percent among families with 
soccer-playing kids ages 6 to 10. Most of his customers are 10 
to 13 years old and enroll in two to three NOCO United 
programs per year. He has also run a few camps in Boulder 
and Northglenn, which are about 50 miles from Fort  Collins. 
These have been successful but are currently limited. 

 There are several small cities within 25 miles of Fort 
 Collins. Loveland, a city of about 60,000, borders Fort  Collins 
on the south. Greeley and Longmont, each with about 
80,000 people, are about 25 miles away by  interstate highway. 
These areas have very limited soccer training programs ex-
cept for their competitive teams, and awareness of NOCO 
United is not very high. Those who have heard of his acad-
emy are often not familiar with its philosophy and programs. 
Diekens is not sure if parents in these communities would be 
willing to drive their kids to Fort Collins for training. If not, 
he would have to run his programs there. 

 Diekens knows that he wants to grow his business, but 
wonders how he can accomplish his goal. He currently sees 
a few options: 

 1. His current customer retention rate is pretty high: 
about 80 percent. However, when the kids reach 14 or 
15 years old, other high school sports and activities 
make them less interested in extra soccer training. 
One option is to try to increase retention by develop-
ing programs targeted at kids over 14. 

 2. Another option is to develop a marketing strategy that 
would encourage his current customers to buy more. 
He wonders if they have other needs that he might be 
able to serve. 

 3. Diekens could try to grow the business by entering new 
markets and acquiring new customers. His market pen-
etration with kids 6 to 9 years old is still quite modest. 
He might develop new programs to better meet this 
group’s needs. 

 4. Another new market option would be to serve more 
kids from Loveland, Longmont, and Greeley. 

 Evaluate Diekens’s different options for growing NOCO United’s 
customer equity. Develop a set of marketing strategy ideas for each 
of the options. What could Diekens do for market research to better 
assess his options? 

the Force and worked for the sports marketing company 
that owned the team. 

 Diekens got a job at a local meat packing plant, but 
soccer was his passion. He made the practice squad for 
the Colorado Rapids Major League Soccer team, but inju-
ries cut his professional career short. Teaching soccer to 
kids became another passion for Diekens. He has a natu-
ral talent for coaching. Diekens is charismatic, kids enjoy 
his easygoing demeanor and British accent, and he really 
knows soccer and how to teach the game to youngsters. 

 In 2006, Diekens founded the NOCO United Soccer 
 Academy (NOCO standing for NOrthern COlorado). At 
first he trained small groups of young players aged 7 to 14. 
He grouped them by age, gender, and skill and conducted 
training sessions for small groups of five to seven at a local 
park. The first kids he attracted came by word of mouth as 
they quickly told friends and teammates about “this British 
guy who teaches soccer and makes it fun.” His small after-
school camps quickly grew to include more than 50 kids. 
Word continued to get around, and by the following sum-
mer Diekens conducted 10 different camps—and quit his 
job at the meat packing plant. He also trained 11 different 
NOCO United 3v3 soccer teams that competed in tourna-
ments across the state and nation during the summer. All of 
his players had bright blue jerseys with the NOCO United 
name across the front, and the success of these teams made 
the jerseys a great promotion vehicle. In 2008, four of his 
teams competed in the national 3v3 soccer tournament, 
with one winning a national championship. 

 To keep up with the rapid growth, Diekens brought a 
few friends over from England to assist with training. Will 
Bowman moved to the United States to become Diekens’s 
assistant director of coaching. Diekens and Bowman 
planned to work year-round as trainers and hire a couple 
of local coaches to help them conduct training sessions. 
During the summer he added a couple of local college 
soccer players and a few former teammates from England. 
The summer season works well for his British mates, be-
cause that is the off-season for those still playing profes-
sionally. Diekens is confident he can hire and train more 
coaches if he needs them to handle future growth. 

 Youth soccer is big in Colorado and across much of the 
United States. It is the largest participation sport for kids. 
Fort Collins is a soccer hotbed, and this has helped 
 Diekens’s business grow. He now trains about 600 kids 
per year. But he has even greater ambitions. For example, 
he would like to build a training facility; the space he 
 currently rents is not always well-suited to soccer. How-
ever, he figures he would need to double his business to 

 4. Hometown Tech 
 Wendy Woo is getting desperate about her new business. 
She’s not sure she can make a go of it—and she really wants 
to stay in her hometown of Petoskey, Michigan, a beautiful 
summer resort area along the eastern shore of Lake 
 Michigan. The area’s permanent population of 10,000 
more than triples in the summer months and doubles at 
times during the winter skiing and snowmobiling season. 

 Wendy spent four years in the Navy after college gradu-
ation, returning home in June 2011. When she couldn’t 
find a good job in the Petoskey area, she decided to go 
into business for herself and set up Hometown Tech. 
Wendy’s plan was to work by herself and basically serve as 
a “for hire” computer consultant and troubleshooter 
for her customers. She knew that many of the upscale 
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opportunities for her services were limited because many 
firms had their own computer specialists or even IT de-
partments. As Wendy saw it, her only attractive opportu-
nity was direct competition with Eric. 

 To get started, Wendy spent $1,400 to advertise her busi-
ness in the local newspaper and on an Internet website. With 
this money she bought two large announcement ads and 
52 weeks of daily ads in the classified section, listed under 
“Miscellaneous Residential and Business Services.” The web-
site simply listed businesses in the Petoskey area and gave a 
telephone number,  e-mail address, and brief description. 
She also listed her business under “Computer Services” at 
Craigslist for Northern Michigan—updating this notice and 
information once a month. She also built a small website 
with just a basic home page, a page with her picture and 
 experience, and a third page that lists services she offers. She 
has thought about creating a Facebook page and blog, but 
hasn’t done that yet. She put magnetic sign boards on her 
SUV and waited for business to take off. 

 Wendy had a few customers, but much of the time she 
wasn’t busy and she was able to gross only about $200 a 
week. Of course, she had expected much more. Many of 
the people who did call were regular Eric customers who 
had some sort of crisis when he was already busy. While 
these people agreed that  Wendy’s work was of the same 
quality as Eric’s, they preferred Eric’s “quality-care” im-
age and they liked the fact that they had an ongoing 
 relationship with him. 

 Sometimes Wendy did get more work than she could 
handle. This happened during April and May, when sea-
sonal businesses were preparing for summer openings and 
owners of summer homes and condos were ready to “open 
the cottage.” The same rush occurred in September and 
October, as many of these places were being closed for the 
winter; those customers often wanted help backing up com-
puter files or packing up computer equipment so they 
could take it with them. During these months, Wendy was 
able to gross about $150 to $200 a day. 

 Toward the end of her discouraging first year in busi-
ness, Wendy Woo is thinking about quitting. While she 
hates to think about leaving Petoskey, she can’t see any 
way of making a living there with her independent tech-
nology services business. Eric seems to dominate the mar-
ket, except in the rush seasons and for people who need 
emergency help. And the resort market is not growing 
very rapidly, so there is little hope of a big influx of new 
businesses and homeowners to spur demand. 

 Evaluate Wendy Woo’s strategy planning for her new busi-
ness. Why isn’t she able to reach her objective of $70,000? What 
should Wendy do now? Explain. 

summer residents relied on a home computer to keep in 
touch with business dealings and friends at home, and it 
seemed that someone was always asking her for computer 
advice. She was optimistic that she could keep busy with a 
variety of on-site services—setting up a customer’s new 
computer, repairing hardware problems, installing soft-
ware or upgrades, creating a wireless network, correcting 
problems created by viruses, and the like. 

 Wendy thought that her savings would allow her to start 
the business without borrowing any money. Her estimates of 
required expenditures were $7,000 for a used SUV; $1,125 
for tools, diagnostic equipment, and reference books; $1,700 
for a laptop computer, software, and accessories; $350 for an 
initial supply of fittings and cables; and $500 for insurance 
and other incidental expenses. This total of $10,675 still left 
Wendy with about $5,000 in savings to cover living expenses 
while getting started. 

 Wendy chose the technology services business because 
of her previous work experience. She worked at a com-
puter “help desk” in college and spent her last year in the 
Navy troubleshooting computer network problems. In ad-
dition, from the time Wendy was 16 years old until she 
finished college, she had also worked during the summer 
for Eric Steele. Eric operates the only successful computer 
services company in Petoskey. (There was one other local 
computer store that also did some on-location service 
work when the customer bought equipment at the store, 
but that store recently went out of business.) 

 Eric prides himself on quality work and has been able to 
build up a good business with repeat customers. Specializing 
in services to residential, small business, and professional of-
fices, Eric has built a strong customer franchise. For 20 years, 
Eric’s major source of new business has been satisfied 
 customers who tell friends or coworkers about his quality ser-
vice. He is highly regarded as a capable person who always 
treats clients fairly and honestly. For example, seasonal resi-
dents often give Eric the keys to their vacation homes so that 
he can do upgrades or maintenance while they are away for 
months at a time. Eric’s customers are so loyal, in fact, that 
Fix-A-Bug—a national computer service franchise—found it 
impossible to compete with him. Even price-cutting was not 
an effective weapon against Eric. 

 From having worked with Eric, Wendy thought that she 
knew the computer service business as well as he did; in 
fact, she had sometimes been able to solve technical 
 problems that left him stumped. Wendy was anxious to 
reach her $70,000-per-year sales objective because she 
thought this would provide her with a comfortable living 
in Petoskey. While aware of opportunities to do computer 
consulting for larger businesses, Wendy felt that the sales 

 5. Polystyrene Solutions 
 Paige Chen, a chemist in Polystyrene Solutions’ resins 
laboratory, is trying to decide how hard to fight for the 
new product she has developed. Chen’s job is to find new, 
more profitable applications for the company’s present 
resin products—and her current efforts are running into 
unexpected problems. 

 During the last four years, Chen has been under heavy 
pressure from her managers to come up with an idea 
that will open up new markets for the company’s foamed 
polystyrene. 

 Two years ago, Chen developed the “foamed-dome 
concept”—a method of using foamed polystyrene to make 
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 Because of the new technology involved, the company 
decided to do its own contracting (at least for the first 
four to five years). Chen thought this was necessary to 
make sure that no mistakes were made by inexperienced 
contractor crews. (For example, if not applied properly, 
the plastic may burn.) 

 After building a few domes in the United States to 
demonstrate the concept, Chen contacted some leading 
U.S. architects. Reactions were as follows: 

“It’s very interesting, but we’re not sure the fire marshal of 
 Chicago would ever give his OK.”  

“Your tests show that foamed domes can be protected against 
fires, but there are no good tests for unconventional building 
 materials as far as I am concerned.”  

“I like the idea, but foam board does not have the impact 
 resistance of cement.”  

“We design a lot of recreational facilities, and kids will find 
a way to poke holes in the foam.”  

“Building codes in our area are written for wood and cement 
structures. Maybe we’d be i  n  terested if the codes change.”  

 After this unexpected reaction, management didn’t know 
what to do. Chen still thinks they should go ahead with the 
project. She wants to build several more demonstration proj-
ects in the United States and at least three each in Europe 
and Japan to expose the concept in the global market. She 
thinks architects outside the United States may be more re-
ceptive to really new ideas. Further, she says, it takes time for 
potential users to “see” and accept new ideas. She is sure that 
more exposure to more people will speed acceptance. And 
she is convinced that a few reports of well-constructed domes 
in leading trade papers and magazines will go a long way to-
ward selling the idea. She is working on getting such reports 
right now. But her managers aren’t sure they want to OK 
spending more money on “her” project. Her immediate boss 
is supportive, but the rest of the review board is less sure 
about more demonstration projects or going ahead at all—
just in the United States or in global markets. 

 Evaluate how Polystyrene Solutions got into the present situ-
ation. What should Paige Chen do? What should Chen’s man-
agers do? Explain. 

dome-shaped roofs and other structures. She described the 
procedure for making domes as follows: The construction 
of a foamed dome involves the use of a specially designed 
machine that bends, places, and bonds pieces of plastic 
foam together into a predetermined dome shape. In form-
ing a dome, the machine head is mounted on a boom, 
which swings around a pivot like the hands of a clock, lay-
ing and bonding layer upon layer of foam board in a rising 
spherical form. 

 According to Chen, polystyrene foamed boards have 
several advantages, such as: 

 1. Foam board is stiff—but can be formed or bonded to 
itself by heat alone. 

 2. Foam board is extremely lightweight and easy to han-
dle. It has good structural rigidity. 

 3. Foam board has excellent and permanent insulating 
characteristics. (In fact, the major use for foam board 
is as an insulator.) 

 4. Foam board provides an excellent base on which to apply 
a variety of surface finishes, such as a readily available 
concrete-based stucco that is durable and inexpensive. 

 Using her good selling abilities, Chen easily convinced 
her managers that her idea had potential. 

 According to a preliminary study by the marketing re-
search department, the following were areas of construc-
tion that could be served by the domes: 

 1. Bulk storage 
 2. Cold storage 
 3. Educational construction 
 4. Covers for industrial tanks 
 5. Light commercial construction 
 6. Planetariums 
 7. Recreational construction (such as a golf-course starter 

house) 

 The marketing research study focused on uses for exist-
ing dome structures. Most of the existing domes are made 
of cement-based materials. The study showed that large sav-
ings would result from using foam boards, due to the re-
duction of construction time. 

 6. Applied Steel 
 Applied Steel is one of two major producers of wide-
flange beams in the United States. The other producer is 
USX. A number of small firms also compete, but they 
tend to compete mainly on price in nearby markets where 
they can keep transport costs low. Typically, all interested 
competitors charge the same delivered price, which varies 
some depending on how far the customer is from either 
of the two major producers. In other words, local prices 
are higher in more remote geographic markets. 

 Wide-flange beams are one of the principal steel prod-
ucts used in construction. They are the modern version of 
what are commonly known as I-beams. USX rolls a full 

range of wide flanges from 6 to 36 inches. Applied Steel 
entered the field about 30 years ago, when it converted an 
existing mill to produce this product. Applied Steel’s mill 
is limited to flanges up to 24 inches, however. At the time 
of the conversion, Applied Steel felt that customer usage 
of sizes over 24 inches was likely to be small. In recent 
years, however, there has been a definite trend toward the 
larger and heavier sections. 

 The beams produced by the various competitors are 
almost identical—since customers buy according to stan-
dard dimensional and physical-property specifications. In 
the smaller size range, there are a number of competitors. 
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 Applied Steel’s managers were excited about the pos-
sibilities, because customers usually appreciate having a 
second source of supply. Also, the new approach would 
allow the production of up to a 60-inch flange. With a lit-
tle imagination, these larger sizes might offer a significant 
breakthrough for the construction industry. 

 Applied Steel decided to go ahead with the new proj-
ect. As the production capacity was converted, the sales-
people were kept well informed of the progress. They, in 
turn, promoted this new capability to their customers, em-
phasizing that soon they would be able to offer a full 
range of beam products. Applied Steel sent several gen-
eral information letters to a broad mailing list but did not 
advertise. The market development section of the sales 
department was very busy explaining the new possibilities 
of the process to fabricators at engineering trade associa-
tions and shows. 

 When the new production line was finally ready to 
go, the market reaction was disappointing. No orders 
came in and none were expected. In general, custom-
ers were wary of the new product. The structural fabri-
cators felt they couldn’t use it without the approval of 
their customers, because it would involve deviating 
from the specified rolled sections. And as long as they 
could still get the rolled section, why make the extra 
effort for something unfamiliar, especially with no 
price advantage. The salespeople were also bothered 
with a very common question: How can you take plate 
that you sell for about $460 per ton and make a prod-
uct that you can sell for $470 per ton? This question 
came up frequently and tended to divert the whole dis-
cussion to the cost of production rather than to the way 
the new product might be used or its value in the con-
struction process. 

 Evaluate Applied Steel’s situation. What should Applied 
Steel do? 

But above 14 inches, only USX and Applied Steel com-
pete. Above 24 inches, USX has no competition. 

 All the steel companies sell these beams through their 
own sales forces. The customer for these beams is called a 
structural fabricator. This fabricator typically buys un-
shaped beams and other steel products from the mills and 
shapes them according to the specifications of each cus-
tomer. The fabricator sells to the contractor or owner of 
the structure being built. 

 The structural fabricator usually must sell on a compet-
itive-bid basis. The bidding is done on the plans and spec-
ifications prepared by an architectural or structural 
engineering firm and forwarded to the fabricator by the 
contractor who wants the bid. Although thousands of 
structural fabricators compete in the United States, rela-
tively few account for the majority of wide-flange tonnage 
in the various geographical regions. Since the price is 
the  same from all producers, they typically buy beams 
on the basis of availability (i.e., availability to meet pro-
duction schedules) and performance (i.e., reliability in 
meeting the promised delivery schedule). 

 Several years ago, Applied Steel’s production schedul-
ers saw that they were going to have an excess of hot-
rolled plate capacity in the near future. At the same time, 
development of a new production technology allowed Ap-
plied Steel to weld three plates together into a section 
with the same dimensional and physical properties and 
almost the same cross section as a rolled wide-flange 
beam. This development appeared to offer two key advan-
tages to Applied Steel: (1) It would enable Applied Steel 
to use some of the excess plate capacity, and (2) larger 
sizes of wide-flange beams could be offered. Cost analysts 
showed that by using a fully depreciated plate mill and 
the new welding process it would be possible to produce 
and sell larger wide-flange beams at competitive prices—
that is, at the same price charged by USX. 

 7. Omarama Mountain Lodge 
 Nestled in the high country of New Zealand’s South Is-
land is a getaway adventure playground aimed unasham-
edly at the world’s very wealthy. Presidents, movie stars, 
and other such globe-trotters are the prime targets of this 
fledgling tourism business developed by Omarama Moun-
tain Lodge. The lodge offers this exclusive niche the op-
portunity of a secluded holiday in a little-known paradise. 
Guests, commonly under public scrutiny in their everyday 
lives, can escape such pressures at a hunting retreat de-
signed specifically with their needs in mind. 

 A chance meeting between a New Zealand Department 
of Conservation investigator and the son of the former 
Indonesian president marked the beginning of this spe-
cialty tourist operation. Recognizing that “filthy rich” pub-
lic figures are constantly surrounded by security and 
seldom have the luxury of going anywhere incognito, 
the New Zealander, Peter Slater, suggested that he and 
his  new friend purchase a high-country station and 
 hunting-guide company that was for sale. Slater believed 

that the facilities, and their secluded and peaceful envi-
ronment, would make an ideal holiday haven for this elite 
group. His Indonesian partner concurred. 

 Slater, who was by now the company’s managing di-
rector, developed a carefully tailored package of goods 
and services for the property. Architecturally designed 
accommodations, including a game trophy room and 
eight guest rooms, were constructed using high-quality 
South Island furniture and fittings, to create the ambi-
ence necessary to attract and satisfy the demands of their 
special clientele. 

 Although New Zealand had an international reputa-
tion for being sparsely populated and green, Slater knew 
that rich travelers frequently complained that local ac-
commodations were below overseas standards. Since the 
price (NZ$700 a night) was not a significant variable for 
this target market, sumptuous guest facilities were built. 
These were designed to be twice the normal size of most 
hotel rooms, with double-glazed windows that revealed 
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nearby Lake Tekapo, nature walks, and other such activities 
formed part of the exclusive package. 

 While still in the early stages of operation, this retreat 
has already attracted a steady stream of visitors. To 
date,  the manager has relied solely on positive word of 
mouth, publicity, and public relations to draw in new cus-
tomers. Given the social and business circles in which his 
potential target market moves, Slater considers these to 
be the most appropriate forms of marketing communica-
tion. The only real concern for Omarama Mountain 
Lodge has been the criticism of at least one New Zealand 
lobby group that the company is yet another example of 
local land passing into “foreign” hands, and that New 
 Zealanders are prevented from using the retreat and ex-
cluded from its financial returns. However, this 
unwelcome attention has been fairly short-lived. 

 Identify the likely characteristics of the market segment being 
targeted by the company. Why are most target customers likely to 
be foreigners rather than New Zealanders? Suggest what expecta-
tions target customers are likely to have regarding the quality, reli-
ability, and range of services. What are the implications for 
Omarama Mountain Lodge? How difficult is it for Omarama 
Mountain Lodge to undertake market research? Elaborate. 

breathtaking views. Ten full-time staff and two seasonal 
guides were recruited to ensure that visitors received su-
perior customized service, in fitting with the restrained 
opulence of the lodge. 

 The 28,000 hectares of original farmland that made up 
the retreat and backed onto the South Island’s Mount 
Cook National Park were converted into a big-game re-
serve. All merino sheep on the land were sold, and deer, 
elk, chamois, and wapiti were brought in and released. 
This was a carefully considered plan. Slater, the former 
conservationist, believed that financially and environmen-
tally this was the correct decision. Not only do tourists, 
each staying for one week and taking part in safari shoot-
ing, inject as much cash into the business as the station’s 
annual wool clip used to fetch, but the game does less 
harm to the environment than sheep. Cattle, however, 
once part of the original station, were left to graze on 
lower river-flat areas. 

 For those high-flying customers seeking less bloodthirsty 
leisure activities, Omarama Mountain developed photo-
graphic “safaris” and other product-line extensions. Horse-
trekking, golfing on a nearby rural course (with no need 
for hordes of security forces), helicopter trips around 

 8. Besitti’s Restaurant 
 Rosa Besitti, the owner and manager of Besitti’s Restau-
rant, is reviewing the slow growth of her restaurant. She’s 
also thinking about the future and wondering if she 
should change her strategy. In particular, she is wonder-
ing if she should join a fast-food or family restaurant fran-
chise chain. Several are located near her, but there are 
many franchisors without local restaurants. After doing 
some research on the Internet, she has learned that with 
help from the franchisors, some of these places gross 
$500,000 to $1 million a year. Of course, she would have 
to follow someone else’s strategy and thereby lose her in-
dependence, which she doesn’t like to think about. But 
those sales figures do sound good, and she has also heard 
that the return to the owner-manager (including salary) 
can be over $150,000 per year. She has also considered 
putting a web page for Besitti’s Restaurant on the Internet 
but is not sure how that will help. 

 Besitti’s Restaurant is a fairly large restaurant—about 
3,000 square feet—located in the center of a small shopping 
center completed early in 2009. Besitti’s sells mainly full-
course “home-cooked” Italian-style dinners (no bar) at mod-
erate prices. In addition to Besitti’s restaurant, other 
businesses in the shopping center include a supermarket, a 
hair salon, a liquor store, a video rental store, and a vacant 
space that used to be a hardware store. The hardware store 
failed when a Home Depot located nearby. Rosa has learned 
that a pizzeria is considering locating there soon. She won-
ders how that competition will affect her. Ample parking 
space is available at the shopping center, which is located in 
a residential section of a growing suburb to the east, along a 
heavily traveled major traffic route. 

 Rosa graduated from a local high school and a nearby 
university and has lived in this town with her husband and 
two children for many years. She has been self-employed 
in the restaurant business since her graduation from col-
lege in 1994. Her most recent venture before opening 
 Besitti’s was a large restaurant that she operated success-
fully with her brother from 2000 to 2006. In 2006, Rosa 
sold out her share because of illness. Following her recov-
ery, she was anxious for something to do and opened the 
present restaurant in April 2009. Rosa feels her plans for 
the business and her opening were well thought out. 
When she was ready to start her new restaurant, she looked 
at several possible locations before finally deciding on the 
present one. Rosa explained: “I looked everywhere, but 
here I particularly noticed the heavy traffic when I first 
looked at it. This is the crossroads for three major interstate 
highways. So obviously the potential is here.” 

 Having decided on the location, Rosa signed a 10-year 
lease with option to renew for 10 more years, and then ea-
gerly attacked the problem of outfitting the almost empty 
store space in the newly constructed building. She tiled the 
floor, put in walls of surfwood, installed plumbing and elec-
trical fixtures and an extra washroom, and purchased the 
necessary restaurant equipment. All this cost $120,000—
which came from her own cash savings. She then spent an 
additional $1,500 for glassware, $2,000 for an initial food 
stock, and $2,125 to advertise the opening of Besitti’s Res-
taurant in the local  newspaper. The paper serves the whole 
metro area, so the $2,125 bought only three quarter-page 
ads. These expenditures also came from her personal sav-
ings. Next she hired five waitresses at $275 a week and one 
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 By April 2010, the situation had begun to improve, 
and by June her weekly gross was up to between $3,100 
and $3,300. By March 2011, the weekly gross had risen to 
about $4,200. Rosa increased the working hours of her 
staff six to seven hours a week and added another cook 
to handle the increasing number of customers. Rosa was 
more optimistic for the future because she was finally 
doing a little better than breaking even. Her full-time 
involvement seemed to be paying off. She had not put 
any new money into the business since summer 2010 and 
expected business to continue to rise. She had not yet 
taken any salary for herself, even though she had built 
up a small surplus of about $9,000. Instead, she planned 
to put in a bigger air-conditioning system at a cost of 
$5,000 and was also planning to use what salary she 
might have taken for herself to hire two new waitresses 
to handle the growing volume of business. And she saw 
that if business increased much more she would have to 
add another cook. 

 Evaluate Rosa’s past and present marketing strategy. What 
should she do now? Should she seriously consider joining some 
franchise chain? 

chef at $550 a week. Then, with a $24,000 cash reserve for 
the business, she was ready to open. Reflecting her sound 
business sense, Rosa knew she would need a substantial 
cash reserve to fall back on until the business got on its 
feet. She expected this to take about one year. She had no 
expectations of getting rich overnight. (Her husband, a 
high school teacher, was willing to support the family until 
the restaurant caught on.) 

 The restaurant opened in April and by August had a 
weekly gross revenue of only $2,400. Rosa was a little dis-
couraged with this, but she was still able to meet all her 
operating expenses without investing any new money in 
the business. She also got a few good customer reviews on 
Yelp. By September business was still slow, and Rosa had to 
invest an additional $3,000 in the business just to survive. 

 Business had not improved in November, and Rosa 
stepped up her advertising—hoping this would help. In 
December, she spent $1,200 of her cash reserve for radio 
advertising—10 late-evening spots on a news program at a 
station that aims at middle-income America. Rosa also 
spent $1,600 more during the next several weeks for some 
metro newspaper ads. 

 9. Peaceful Rest Motor Lodge 
 Tristan Knaus is trying to decide whether he should make 
some minor changes in the way he operates his Peaceful 
Rest  Motor Lodge motel or if he should join either the 
Days Inn or Holiday Inn motel chains. Some decision 
must be made soon because his present operation is los-
ing money. But joining either of the chains will require 
fairly substantial changes, including new capital invest-
ment if he goes with Holiday Inn. 

 Tristan bought the recently completed 60-room motel 
two years ago after leaving a successful career as a produc-
tion manager for a large producer of industrial machinery. 
He was looking for an interesting opportunity that would be 
less  demanding than the production manager job. The 
Peaceful Rest Motor Lodge is located at the edge of a very 
small town near a rapidly expanding resort area and about 
one-half mile off an interstate highway. It is 10 miles from 
the tourist area, with several nationally franchised full-service 
resort motels suitable for “destination” vacations. There is a 
Best Western, a Ramada Inn, and a Hilton Inn, as well as 
many mom-and-pop and limited-service, lower-priced 
 motels—and some quaint bed-and-breakfast facilities—in 
the tourist area. The interstate highway near the Peaceful 
Rest Motor Lodge carries a great deal of traffic, since the re-
sort area is between several major metropolitan areas. No 
development has taken place around the turnoff from the 
interstate highway. The only promotion for the tourist area 
along the interstate highway is two large signs near the turn-
offs. They show the popular name for the area and that the 
area is only 10 miles to the west. These signs are maintained 
by the tourist area’s Tourist Bureau. In addition, the state 
transportation department maintains several small signs 
showing (by symbols) that near this turnoff one can find 
gas, food, and lodging. Tristan does not have any signs 

 advertising Peaceful Rest Motor Lodge except the two on his 
property. He has been relying on people finding his motel as 
they go toward the resort area. 

 Initially, Tristan was very pleased with his purchase. He 
had traveled a lot himself and stayed in many different ho-
tels and motels—so he had some definite ideas about what 
travelers wanted. He felt that a relatively plain but modern 
room with a comfortable bed, standard bath facilities, and 
free cable TV would appeal to most customers. Further, 
Tristan thought a swimming pool or any other nonrevenue-
producing additions were not necessary. And he felt a restau-
rant would be a greater management problem than the 
benefits it would offer. However, after many customers com-
mented about the lack of convenient breakfast facilities, 
Tristan served a free continental breakfast of coffee, juice, 
and rolls in a room next to the registration desk. 

 Day-to-day operations went fairly smoothly in the first two 
years, in part because Tristan and his wife handled registra-
tion and office duties as well as general management. Dur-
ing the first year of operation, occupancy began to stabilize 
around 55 percent of capacity. But according to industry 
 figures, this was far below the average of 68 percent for his 
classification—motels without restaurants. 

 After two years of operation, Tristan was concerned be-
cause his occupancy rates continued to be below average. 
He decided to look for ways to increase both occupancy 
rate and profitability and still maintain his independence. 

 Tristan wanted to avoid direct competition with the 
full-service resort motels. He stressed a price appeal in his 
signs and brochures and was quite proud of the fact that 
he had been able to avoid all the “unnecessary expenses” 
of the full-service resort motels. As a result, Tristan 
was able to offer lodging at a very modest price—about 
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40 percent below the full-service hotels and comparable 
to the lowest-priced resort area motels. The customers 
who stayed at Peaceful Rest Motor Lodge said they found 
it quite acceptable. The hotels’ online reviews at sites like 
TripAdvisor, while not numerous, were generally pretty 
positive. But he was troubled by what seemed to be a large 
number of people driving into his parking lot, looking 
around, and not coming in to register. 

 Tristan was particularly interested in the results of a re-
cent study by the regional tourist bureau. This study re-
vealed the following information about area vacationers: 

 1. 68 percent of the visitors to the area are young couples 
and older couples without children. 

 2. 40 percent of the visitors plan their vacations and 
 reserve rooms more than 60 days in advance. 

 3. 66 percent of the visitors stay more than three days in 
the area and at the same location. 

 4. 78 percent of the visitors indicated that recreational facili-
ties were important in their choice of accommodations. 

 5. 13 percent of the visitors had family incomes of less 
than $27,000 per year. 

 6. 38 percent of the visitors indicated that it was their first 
visit to the area. 

 After much thought, Tristan began to seriously consider 
affiliating with a national motel chain in hopes of attract-
ing more customers and maybe protecting his motel from 
the increasing competition. There were constant rumors 
that more motels were being planned for the area. After 
some investigating, he focused on two national chain pos-
sibilities: Days Inn and Holiday Inn. Neither had affiliates 
in the area even though they each have about 2,000 units 
nationwide. 

 Days Inn of America, Inc., is an Atlanta-based chain of 
economy lodgings. It has been growing rapidly and is will-
ing to take on new franchisees. A major advantage of Days 
Inn is that it would not require a major capital investment 
by Tristan. The firm is targeting people interested in lower-
priced motels, in particular, senior citizens, the military, 
school sports teams, educators, and business travelers. In 
contrast, Holiday Inn would probably require Tristan to 

upgrade some of his facilities,  including adding a swim-
ming pool. The total new capital investment would be be-
tween $300,000 and $500,000, depending on how fancy he 
got. But then Tristan would be able to charge higher 
prices, perhaps $75 per day on the average rather than the 
$45 per day he’s charging now. 

 The major advantages of going with either of these na-
tional chains would be their central reservation systems 
and their national names. Both companies offer nation-
wide, toll-free reservation lines, which produce about 40 
percent of all bookings in affiliated motels. Both compa-
nies also offer websites (www.daysinn.com and www.holi-
day-inn.com) that help find a specific hotel by destination, 
rate, amenities, quality rating, and availability. 

 A major difference between the two national chains is 
their method of promotion. Days Inn uses little TV adver-
tising and less print advertising than Holiday Inn. Instead, 
Days Inn emphasizes sales promotions. In one campaign, 
for example, Blue Bonnet margarine users could exchange 
proof-of-purchase seals for a free night at a Days Inn. This 
tie-in led to the Days Inn system  selling  an additional 10,000 
rooms. Further, Days Inn operates a  September Days Club 
for travelers 50 and over who receive such benefits as dis-
count rates and a quarterly travel magazine. 

 Days Inn also has other membership programs, includ-
ing its InnCentives loyalty club for frequent business and 
leisure travelers. Other programs targeted to business trav-
elers include two Corporate Rate programs and its new 
Days Business Place hotels. Not to be outdone, Holiday 
Inn has a membership program called Priority Club World-
wide. Both firms charge 8 percent of gross room revenues 
for belonging to their chain—to cover the costs of the res-
ervation service and national promotion. This amount is 
payable monthly. In addition, franchise members must 
agree to maintain their facilities and make repairs and im-
provements as required. Failure to maintain facilities can 
result in losing the franchise. Periodic inspections are con-
ducted as part of supervising the whole chain and helping 
the members operate more effectively. 

 Evaluate Tristan Knaus’s present strategy. What should he do? 
 Explain. 

 10. Cooper’s Ice Center 
 Claude Cooper, the manager of Cooper’s Ice Center, is 
trying to decide what strategies to use to increase profits. 

 Cooper’s Ice Center is an ice-skating rink with a 
 conventional hockey rink surface (85 feet  3  200 feet). 
It is the only indoor ice rink in a northern U.S. city of 
about 450,000. The city’s recreation department oper-
ates some outdoor rinks in the winter, but they don’t 
offer regular ice skating programs because of weather 
variability. 

 Claude runs a successful hockey program that is 
more than breaking even—but this is about all he can 
expect if he only offers hockey. To try to increase his 
profits, Claude is trying to expand and improve his 
public skating program. With such a program, he could 

have as many as 700 people in a public session at one 
time, instead of limiting the use of the ice to 12 to 24 
hockey players per hour. While the receipts from 
hockey can be as high as $200 an hour (plus concession 
sales), the receipts from a two-hour public skating 
 session—charging $5 per person—could yield up to 
$3,500 for a two-hour period (plus much higher con-
cession sales). The potential revenue from such large 
public skating sessions could make Cooper’s Ice Center 
a really profitable operation. But, unfortunately, just 
scheduling public sessions doesn’t mean that a large 
number will come. In fact, only a few prime times seem 
likely: Friday and Saturday evenings and Saturday and 
Sunday afternoons. 
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 Claude has included 14 public skating sessions in his 
ice schedule, but so far they haven’t attracted as many 
people as he hoped. In total, they only generate a little 
more revenue than if the times were sold for hockey 
use. Offsetting this extra revenue are extra costs. More 
staff people are needed to handle a public skating 
 session—guards, a ticket seller, skate rental, and more 
concession help. So the net revenue from either use is 
about the same. He could cancel some of the less at-
tractive public sessions—like the noon-time daily ses-
sions, which have very low attendance—and make the 
average attendance figures look a lot better. But he 
feels that if he is going to offer public skating he must 
have a reasonable selection of times. He does recog-
nize, however, that the different public skating sessions 
do seem to attract different people and really different 
kinds of people. 

 The Saturday and Sunday afternoon public skating 
sessions have been the most successful, with an average of 
200 people attending during the winter season. Typically, 
this is a “kid-sitting” session. More than half of the pa-
trons are young children who have been dropped off by 
their parents for several hours, but there are also some 
family groups. 

 In general, the kids and the families have a good 
time—and a fairly loyal group comes every Saturday and/
or Sunday during the winter season. In the spring and 
fall, however, attendance drops by about half, depending 
on how nice the weather is. (Claude schedules no public 
sessions in the summer, focusing instead on hockey clinics 
and figure skating.) 

 The Friday and Saturday evening public sessions are 
a big disappointment. The sessions run from 8 until 10, 
a time when he had hoped to attract teenagers and 
young adult couples. At $5 per person, plus $1.50 for 
skate rental, this would be an economical date. In fact, 
Claude has seen quite a few young couples—and some 
keep coming back. But he also sees a surprising num-
ber of 8- to 14-year-olds who have been dropped off by 
their parents. The younger kids tend to race around 
the rink playing tag. This affects the whole atmosphere, 
making it less appealing for dating couples and older 
patrons. 

 Claude has been hoping to develop a teenage and 
young-adult market for a “social activity,” adapting the 
format used by roller-skating rinks. Their public skating 
sessions feature a variety of couples-only and group 
games as well as individual skating to dance music. Turn-
ing ice-skating sessions into such social activities is not 

common, however, although industry newsletters sug-
gest that a few ice-rink operators have had success with 
the roller-skating format. Seemingly, the ice-skating ses-
sions are viewed as active recreation, offering exercise 
or a sports experience. 

 Claude installed some soft lights to try to change the 
evening atmosphere. The music was selected to encour-
age people to skate to the beat and couples to skate 
 together. Some people complained about the “old” 
music, but it was “danceable,” and some skaters really 
liked it. For a few sessions, Claude even tried to have 
some couples-only skates. The couples liked it, but this 
format was strongly resisted by the young boys who felt 
that they had paid their money and there was no reason 
why they should be kicked off the ice. Claude also tried 
to attract more young people and especially couples by 
bringing in a local rock radio station disc jockey to broad-
cast from Cooper’s Ice Center—playing music and adver-
tising the  Friday and Saturday evening public sessions. 
Cooper’s son even set up Facebook and MySpace pages 
for Cooper’s, but only a few people joined the groups. All 
of this appeared to have no effect on attendance, which 
varies from 50 to 100 per two-hour session during the 
winter. 

 Claude seriously considered the possibility of limiting 
the  Friday and Saturday evening sessions to people age 14 
and over—to try to change the environment. He knew it 
would take time to change people’s attitudes. But when he 
counted the customers, he realized this would be risky. 
More than a quarter of his customers on an average week-
end night appear to be 13 or under. This means that he 
would have to make a serious commitment to building the 
teen and young-adult market. And, so far, his efforts 
haven’t been successful. He has already invested over 
$3,000 in lighting changes and over $9,000 promoting the 
sessions over the rock music radio station, with very disap-
pointing results. Although the station’s sales rep said the 
station reached teenagers all over town, an on-air offer for 
a free skating session did not get a single response! 

 Some days, Claude feels it’s hopeless. Maybe he should 
accept that most public ice-skating sessions are a mixed 
bag. Or maybe he should just sell the time to hockey 
groups. Still he keeps hoping that something can be 
done to improve weekend evening public skating atten-
dance, because the upside potential is so good. And the 
Saturday and Sunday afternoon sessions are pretty good 
money-makers. 

 Evaluate Cooper’s Ice Center’s situation. What should Claude 
Cooper do? Why? 

 11. Running Room 
 Raina Cisco, owner of Running Room, is trying to decide 
what she should do with her retail business and how com-
mitted she should be to her current target market. 

 Raina is 42 years old, and she started her Running 
Room retail store in 1994 when she was only 24 years old. 
She was a nationally ranked runner herself and felt that 

the growing interest in jogging offered real potential for a 
store that provided serious runners with the shoes and ad-
vice they needed. The jogging boom quickly turned Run-
ning Room into a profitable business selling high-end 
running shoes—and Raina made a very good return on 
her investment for the first 10 years. From 1994 until 2004, 
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without leaving a sticky mess. Raina sent the mold off to 
the manufacturer by UPS, and about two weeks later the 
finished shoes arrived. Customers who tried these shoes 
were delighted with the result. However, the company 
that offered them ran into financial trouble and went out 
of  business. 

 Raina recently learned about another company that is 
offering a very similar custom shoe program. However, 
that company requires more promotion investment by re-
tailers and in return provides exclusive sales territories. 
Another requirement is that the store establish a website 
promoting the shoes and providing more detail on how 
the order process works. Running Room had a pretty ba-
sic website, so Raina knew she would have to spend some 
money to make this happen. All of a retailer’s salesclerks 
are also required to go through a special two-day training 
program so that they know how to present the benefits of 
the shoe and do the best job  creating the molds. The 
training program is free, but Raina would have to pay 
travel, hotel, and food  expenses for her salespeople. So 
before even getting started, the new program would cost 
her several  thousand dollars. 

 Raina is uncertain about what to do. Although sales 
have dropped, she is still making a reasonable profit and 
has a relatively good base of repeat customers, with the 
serious runners still more than half of her sales and prof-
its. She thinks that the custom shoe alternative is a way 
to differentiate her store from the mass-merchandisers 
and to sharpen her focus on the target market of serious 
runners. On the other hand, that doesn’t really solve the 
problem that the “runners” market seems to be shrink-
ing. It also doesn’t address the question of how best to 
keep a lot of the aging customers she already serves who 
seem to be shifting away from an emphasis on running. 
She also worries that she’ll lose the loyalty of her repeat 
customers if she shifts the store further away from her 
running niche and more toward fashionable athletic 
shoes or fashionable casual wear. Yet athletic wear— 
women’s, in particular—has come a long way in recent 
years. Designers like Donna Karan, Calvin Klein, Geor-
gio Armani, and Ralph Lauren are part of the fast-grow-
ing women’s wear business. 

 So Raina is trying to decide if there is anything else 
she can do to better promote her current store and 
product line, or if she should think about changing her 
strategy in a more dramatic way. Any change from her 
current focus would involve retraining her current sales-
people and perhaps hiring new salespeople. Adding and 
maintaining a website isn’t an insurmountable chal-
lenge, but it is not an area where she has either previous 
experience or skill. 

 Clearly, a real shift in emphasis would require that 
Raina make some hard decisions about her target market 
and her whole marketing mix. She’s got some flexibility—
it’s not like she’s a manufacturer of shoes with a big invest-
ment in a factory that can’t be changed. On the other 
hand, she’s not certain she’s ready for a big change, espe-
cially a change that would mean starting over again from 
scratch. She started Running Room because she was inter-
ested in running and felt she had something special to 
offer. Now she worries that she’s just grasping at straws 

Raina emphasized Nike shoes, which were well accepted 
and seen as top quality. Nike’s aggressive promotion and 
quality shoes resulted in a positive image that made it pos-
sible to get a $5 to $7 per pair premium for Nike shoes. 
Good volume and good margins resulted in attractive 
profits for Raina. 

 Committing so heavily to Nike seemed like a good idea 
when its marketing and engineering was the best avail-
able. In addition to running shoes, Nike had other ath-
letic shoes Raina could sell. So even though they were not 
her primary focus, Raina did stock other Nike shoes, in-
cluding walking shoes, shoes for aerobic exercise, basket-
ball shoes, tennis shoes, and cross-trainers. She also added 
more sportswear to her store and put more emphasis on 
fashion rather than just function. 

 Even with this broadened product line, Raina’s sales 
flattened out—and she wasn’t sure what to do to get her 
business back in growth mode. She realized that she was 
growing older and so were many of her longer-term cus-
tomers. Many of them were finding that jogging isn’t just 
hard work—it’s hard on the body, especially the knees. So 
many of her previously loyal runner-customers were 
switching to other, less demanding exercise programs. 
However, when she tried to orient her store and product 
line more toward these people, she wasn’t as effective in 
serving the needs of serious runners—still an important 
source of sales for the store. 

 She was also facing more competition on all fronts. 
Many consumers who don’t really do any serious exer-
cise buy running shoes as their day-to-day casual shoes. 
As a result, many department stores, discount stores, and 
regular shoe stores have put more and more  emphasis 
on athletic shoes in their product assortment. When 
Raina added other brands and put more emphasis on 
fashion, she found that she was in direct competition 
with a number of other stores, which put more pressure 
on her to lower prices and cut her profit  margins. For 
example, in Raina’s area there are a number of local 
retail chains offering lower-cost and lower-quality ver-
sions of similar shoes as well as  related fashion apparel. 
Walmart also expanded its assortment of athletic 
shoes—and it offers rock-bottom prices. Other chains, 
like Foot Locker, have focused their promotion and 
product lines on specific target markets. Still, all 
of  them (including Raina’s Running Room, the local 
chains, Walmart, and Foot Locker) are scrambling 
to catch up with rival category killers whose selections 
are immense. 

 In the spring of 2010 Raina tried an experiment. She 
took on a line of high-performance athletic shoes that 
were made to order. The distinctive feature of these shoes 
was that the sole was molded to precisely fit the custom-
er’s foot. A pair of these  custom-made shoes cost about 
$170, so the market was not large. Further, Raina didn’t 
put much promotional emphasis on this line. However, 
when a customer came in the store with a serious interest 
in high-performance shoes, Raina’s sales clerks would tell 
them about the custom shoe alternative and show a sam-
ple. When a customer was interested, a mold of the cus-
tomer’s bare foot was made at the store, using an 
innovative material that hardened in just a few minutes 
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 Evaluate Raina Cisco’s present strategy. Evaluate the alter-
native strategies she is considering. Is her primary problem her 
emphasis on running shoes, her emphasis on trying to hang 
on to her current customers, or is it something else? What 
should she do? Why? 

without a real focus or any obvious competitive advantage. 
She also knows that she is already much more successful 
than she ever dreamed when she started her business—
and in her heart she wonders if she wasn’t just spoiled by 
growth that came fast and easy at the start. 

 12. DrJane.com—Custom Vitamins 
 Dr. Jane Chung has to decide how to handle a complaint 
letter from a customer. When she received the letter, she 
passed it along to Prince Zimbalist, the firm’s customer 
service manager, to get his recommendation. Now 
Chung has a reply from Zimbalist, and she must decide 
how to respond to the customer and determine if 
changes are needed in her company’s customer service 
operations. 

 Dr. Chung has a reputation as a health and nutrition 
guru. Her fame grew after she published two books—both 
of which were very popular and received a lot of attention 
in the press. Five years ago, Internet entrepreneur Tania 
Cox approached her with the idea of creating a website to 
sell custom vitamins under Dr. Jane’s name. 

 Chung and Cox became partners, and the business en-
joyed success in its first four years of operation. Cox han-
dles the website technology, inventory, production, and 
shipping. Dr. Chung is the health expert, creates content 
provided on the website, and is in charge of marketing 
and customer service. The complaint letter and reply 
from Zimbalist follow: 

 Dear Dr. Chung, 

 I am a longtime fan of your books and like to visit your 
website for health tips. As a new grandmother, my health 
is even more important to me. I want to see my grand-
children graduate from high school, go to college, and 
have kids of their own. 

 You have made me a bit of a guru as well. I work out 
every day. People always ask me how I stay so fit and 
healthy. Having read both your books, I tell them they 
should exercise regularly and take vitamins and supple-
ments for long-term health. I always recommend your 
DrJane.com website and especially the section on your 
custom vitamins. That is my favorite part of your website. 
I really like that you take information about me and my 
medical history—and then recommend custom vitamins 
and supplements. I also like how you send me packages 
that each contain a daily dose. 

 But after my recent experiences, my loyalty to you and 
your company is now in jeopardy. Here is my story. 

 Six months ago, I went to the website to reorder my 
 vitamins and supplements. The home page announced 
a new and improved health survey and custom health 
program. So I went through the survey and filled out all 
the details—it would have been nice if you had saved 
some of them from my previous survey. At the end of 
the survey the website offered me a 90-day supply of a 
custom set of vitamins and supplements selected for my 

specific needs. The $212 price was about $50 more than 
my previous 90-day supply, but I trusted your advice so 
I placed the order. 

 About two-and-a-half months later, I phoned your 800 
number for DrJane.com to place a refill order. The per-
son on the phone was very nice and asked if I wanted to 
set up automatic refills. I said no because I hate those au-
tomatic programs. They remind me of those book clubs 
that automatically send you books you don’t want if you 
do not reply fast enough. About a week later my order 
 arrived—then two days later another identical order ar-
rived. I did not understand this, but I figured I would 
eventually use them up and I kept everything (and I was 
billed for both orders—$424 on my credit card). I should 
mention there was no e-mail explaining this mystery de-
livery. I was a little annoyed and sent an e-mail to cus-
tomer service seeking an explanation. I received an 
automated response, “Thank you for your inquiry; some-
one will get back to you within 24 hours.” No one ever 
 replied, but I forgot about it. 

 Then two weeks ago I received an e-mail from DrJane.
com telling me my refill order had been shipped and 
would arrive in a few days. But I did not place a refill 
 order! I did not even need more vitamins because I was 
still working off the two 90-day supplies that I received 
three months ago. So I replied by e-mail that I did not 
want the order and to cancel it. A reply e-mail (from 
Sally) told me that I had signed up for automatic refill six 
months ago. I replied that I certainly had not and that I 
would not pay for the order that was being sent. 

 A few days later I received a call from Prince Zimbalist, 
your director of customer service. He told me that I had 
originally signed up for automatic refill and that was why 
I received vitamins. I told him that was impossible, and 
he told me that unless I checked some box on my origi-
nal order that this was done automatically, “for my conve-
nience.” He said there were also several warnings and 
that I must have missed those.  Basically, I think he told me 
this was my fault. I did not like that one bit!!!  

Mr. Zimbalist told me the vitamins were on their way, 
but I could refuse delivery of them. He offered to let me 
have them for 20 percent off if I simply kept them. Un-
fortunately, the vitamins were on my doorstep when I ar-
rived home that day. I had to take the vitamins to UPS to 
get them shipped back to you. 

 You guys are no longer very good at your business. 
You might have a great product, but I am now seeing 
other vitamin companies offering the same products. 
I have no doubt these other companies offer better cus-
tomer service. If you want me back as a customer, I would 
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part of the program automatically, but to give them 
two chances to remove themselves from automatic de-
livery. 

  •  I do not know if we replied to her e-mail asking for cus-
tomer service help. 

  •  I did not tell Mrs. Slezak that this was her fault, but I 
did tell her that when she signed up there were two 
chances for her to choose to not be part of the auto-
matic refill program. 

  •  Mrs. Slezak did not get an e-mail notifying her of the 
first refill order because that system was not yet in 
place. But this has now been fixed, and the e-mail noti-
fying her when we ship shows that this works. 

  •  I offered her 20 percent off, as is our standard policy 
when we make a mistake. Considering this was her mis-
take, I thought this was generous. 

  •  If Mrs. Slezak had called and asked, I could have had 
UPS come out and pick up the package for return to us. 

 I do not recommend giving her a free 90-day sup-
ply. This may simply encourage her to complain again 
in the future. Besides, this was not our mistake. We 
may be better off without certain customers—and I 
think Mrs. Slezak falls into this category. 

 Feel free to call me if you have any more questions. 

 Prince 

 Assess the customer service operations at DrJane.com. What 
should Chung do about Mrs. Slezak? What changes, if any, 
should Chung make to customer service and ordering operations? 

expect a formal apology from Mr. Zimbalist and a free 
90-day supply. Otherwise, I figure my business will be wel-
comed at one of your competitors. I will be sure all my 
friends know about my experience at DrJane.com, and I 
intend to post a bad review at resellerratings.com, too. 

 Sincerely, 
 Maxine Slezak 

 Next is the reply that Prince Zimbalist sent to Dr. Chung 
concerning Maxine Slezak’s letter. 

 Dear Jane, 

 As per your request, I reviewed Mrs. Slezak’s order his-
tory. Yes, she is a very good customer who spent almost 
$800 with us last year. And she is a member of our refer-
ral program—and we can count at least seven new cus-
tomers she has directed to us in the last 18 months. But I 
want to clarify some of this particular situation. 

  •   You might recall that our automatic refill program has 
been a big success. Since we instituted the program a 
year ago, our customer retention rate has jumped by 
10 percent. There are occasional complaints, but given 
the large number of customers we serve, the com-
plaints are really just a “drop in the bucket.” 

  •  When Mrs. Slezak placed her order six months ago, 
there were at least two different warnings about the au-
tomatic refill program—customers have to check a box 
at the bottom of the screen to “opt out” of the pro-
gram. We all agreed that it was better to make them 

 13. AAA Office World (AAA)* 

 *Adapted from a case by Professor Hardy, University of Western 
 Ontario. 

 Stasia Acosta, marketing manager for AAA Office World, 
must decide whether she should permit her largest cus-
tomer to buy some of AAA’s commonly used file folders 
under the customer’s brand rather than AAA’s own FI-
LEX brand. She is afraid that if she refuses, this 
 customer—Business Center, Inc.—will go to another file 
folder producer and AAA will lose this business. 

 Business Center, Inc., is a major distributor of office 
supplies and has already managed to put its own brand 
on more than 45 high-sales-volume office supply prod-
ucts. It distributes  these products—as well as the branded 
products of many  manufacturers—through its nationwide 
distribution network, which includes 150 retail stores. 
Now Lance Richardson, vice president of marketing for 
Business Center, is seeking a line of file folders similar in 
quality to AAA’s FILEX brand, which now has over 60 
 percent of the market. 

 This is not the first time that Business Center has asked 
AAA to produce a file folder line for Business Center. On 
both previous occasions, Stasia turned down the requests 
and Business Center continued to buy. In fact, Business 
Center not only continued to buy the file folders but also 

the rest of AAA’s product lines. And total sales continued 
to grow as Business Center built new stores. Business 
 Center accounts for about 30 percent of Stasia Acosta’s 
business. And FILEX brand file folders account for about 
35 percent of this volume. 

 In the past AAA consistently refused such dealer-
branding requests as a matter of corporate policy. This 
policy was set some years ago because of a desire (1) to 
avoid excessive dependence on any one customer and 
(2) to sell its own brands so that its success is dependent 
on the quality of its products rather than just a low price. 
The policy developed from a concern that if it started 
 making products under other customers’ brands, those 
customers could shop around for a low price and the 
business would be very fickle. At the time the policy was 
set, Stasia realized that it might cost AAA some business. 
But it was felt wise, nevertheless, to be better able to con-
trol the firm’s future. 

 AAA has been in business 28 years and now has a sales 
volume of $40 million. Its primary products are file fold-
ers, file markers and labels, and a variety of indexing sys-
tems. AAA offers such a wide range of size, color, and type 
that no competitor can match it in its part of the market. 
About 40 percent of AAA’s file folder business is in spe-
cialized lines such as files for oversized blueprint and 
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brands are almost as well-known as those of some key pro-
ducers—and its expansion plans are aggressive. And now, 
these plans are being pressured by the fast-growing super-
stores, which are already knocking out many local stationers. 

 Stasia is sure that AAA’s brands are well entrenched in 
the market, despite the fact that most available money has 
been devoted to new-product development rather than 
promotion of existing brands. But Stasia is concerned that 
if Business Center brands its own file folders, it will sell 
them at a discount and may even bring the whole market 
price level down. Across all the lines of file folders, Stasia 
is averaging a 35 percent gross margin, but the commonly 
used file folders sought by Business Center are averaging 
only a 20 percent gross margin. And cutting this margin 
further does not look very attractive to Stasia. 

 Stasia is not sure whether Business Center will con-
tinue to sell AAA’s FILEX brand of folders along with 
Business Center’s own file folders if Business Center is 
able to find a source of supply. Business Center’s history 
has been to sell its own brand and a major brand side by 
side, especially if the major brand offers high quality and 
has strong brand recognition. 

 Stasia is having a really hard time deciding what to do 
about the existing branding policy. AAA has excess capac-
ity and could easily handle the Business Center business. 
And she fears that if she turns down this business, Busi-
ness Center will just go elsewhere and its own brand will 
cut into AAA’s existing sales at Business Center stores. 
Further, what makes Business Center’s offer especially at-
tractive is that AAA’s variable manufacturing costs would 
be quite low in relation to any price charged to Business 
Center—that is, there are substantial economies of scale, 
so the extra business could be very profitable—if Stasia 
doesn’t consider the possible impact on the FILEX line. 
This Business Center business will be easy to get, but it will 
require a major change in policy, which Stasia will have to 
sell to Ramon Torres, AAA’s president. This may not be 
easy. Ramon is primarily interested in developing new and 
better products so the company can avoid the “commod-
ity end of the business.” 

 Evaluate AAA’s current strategy. What should Stasia Acosta 
do about Business Center’s offer? Explain. 

 engineer drawings; see-through files for medical markets; 
and greaseproof and waterproof files for marine, oil field, 
and other hazardous environmental markets. AAA’s com-
petitors are mostly small paper converters. But excess ca-
pacity in the industry is substantial, and these converters 
are always hungry for orders and willing to cut prices. Fur-
ther, the raw materials for the FILEX line of file folders 
are readily available. 

 AAA’s distribution system consists of 10 regional statio-
nery suppliers (40 percent of total sales), Business Cen-
ter, Inc. (30 percent), and more than 40 local stationers 
who have wholesale and retail operations (30 percent). 
The 10 regional stationers each have about six branches, 
while the local stationers each have one wholesale and 
three or four retail locations. The regional suppliers sell 
directly to large corporations and to some retailers. In 
contrast, Business Center’s main volume comes from 
sales to local businesses and walk-in customers at its 150 
retail stores. 

 Stasia has a real concern about the future of the local 
stationers’ business. Some are seriously discussing the for-
mation of buying groups to obtain volume discounts from 
vendors and thus compete more effectively with Business 
Center’s 150 retail stores, the large regionals, and the su-
perstore chains, which are spreading rapidly. These 
chains—for example, Staples, Office Max, and Office 
 Depot—operate stores of 16,000 to 20,000 square feet 
(i.e., large stores compared to the usual office supply 
stores) and let customers wheel through high-stacked 
shelves to supermarket-like checkout counters. These 
chains stress convenience, wide selection, and much lower 
prices than the typical office supply retailers. They buy di-
rectly from manufacturers, such as AAA, bypassing whole-
salers like Business Center. It is likely that the growing 
pressure from these chains is causing Business Center to 
renew its proposal to buy a file line with its own name. For 
example, Staples offers its own dealer brand of files and 
many other types of products. 

 None of Stasia’s other accounts is nearly as effective in 
retailing as Business Center, which has developed a good 
reputation in every major city in the country. Business Cen-
ter’s profits have been the highest in the industry. Further, its 

 14. Showtime Media 
 Bob Merita, manager of Showtime Media, is looking for 
ways to increase profits. But he’s turning cautious after 
the poor results of his last effort during the previous 
Christmas season. Showtime Media is located along a busy 
cross-town street about two miles from the downtown of a 
metropolitan area of 1 million and near a large university. 
It sells a wide variety of products used for its different 
types of multimedia presentations. Its lines include high-
quality video and digital cameras, color scanners for use 
with  computers, flat-panel monitors, teleprompters and 
projection equipment, including video-beam overhead 
projectors, and electronic projectors that produce 

 large-screen versions of computer output. Most of the 
sales of this specialized equipment are made to area 
school boards for classroom use, to industry for use in re-
search and sales, and to the university for use in research 
and instruction. 

 Showtime Media also offers a good selection of pro-
duction-quality video media, specialized supplies (such as 
the large-format acetates used with backlit signs), video 
and audio editing equipment, and a specialized video ed-
iting service. Instead of just duplicating videos on a mass 
production basis, Showtime Media gives each video edit-
ing job individual attention—to add an audio track or 
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the buyer is a computer user who wants to use the computer 
as a digital darkroom—and the cameras now available make 
this easy. Showtime Media has not previously offered the 
lower-priced and lower-quality digital models such buyers 
commonly want. But Bob knew that lots of such digital 
cameras were bought and felt that there ought to be a 
good opportunity to expand sales during the Christmas 
gift-giving season. Therefore, he planned a special pre-
Christmas sale of two of the most popular brands of digi-
tal cameras and discounted the prices to competitive 
discount store levels—about $129 for one and $189 for 
the other. To promote the sale, he posted large signs in 
the store windows, gave the sale a lot of space on the 
home page of Showtime’s website, and ran ads in a Christ-
mas gift-suggestion edition of the local newspaper. This 
edition appeared each Wednesday during the four weeks 
before Christmas. At these prices and with this promo-
tion, Bob hoped to sell at least 100 cameras. However, 
when the Christmas returns were in, total sales were five 
cameras. Bob was extremely disappointed with these 
 results—especially because trade experts suggested that 
sales of digital cameras in those price and quality ranges 
were up 300 percent over last year—during the Christmas 
selling season. 

 Evaluate what Showtime Media is doing and what happened 
with the special promotion. What should Bob Merita do to in-
crease sales and profits? 

 incorporate computer graphics as requested by a cus-
tomer. This service is really appreciated by local firms that 
need help producing high-quality DVDs—for example, 
for training or sales applications. 

 To encourage the school and industrial trade, Showtime 
Media offers a graphics consultation service. If a customer 
wants to create a video or computerized presentation, pro-
fessional advice is readily available. In support of this free 
service, Showtime Media carries a full line of computer 
software for multimedia presentations and graphics work. 
Showtime Media has four full-time store clerks and two out-
side sales reps. The sales reps call on business firms, attend 
trade shows, make presentations for schools, and help both 
current and potential customers in their use and choice of 
multimedia materials. Most purchases are delivered by the 
sales reps or the store’s delivery truck. Many repeat orders 
come in by phone or mail, but e-mail and electronic file 
exchange have become common. 

 The people who make most of the over-the-counter pur-
chases are (1) serious amateurs and (2) some professionals 
who prepare videos or computerized presentation materi-
als on a fee basis. Showtime Media gives price discounts of 
up to 25 percent off the suggested retail price to customers 
who buy more than $2,000 worth of goods per year. Most 
regular customers qualify for the discount. 

 In recent years, many amateur photo buffs have pur-
chased digital cameras to capture family pictures. Frequently, 

 15. The Buckeye Group 
 Theresa Campana, owner of The Buckeye Group, is de-
ciding whether to take on a new line. She is very con-
cerned because, although she wants more lines, she feels 
that something is wrong with her latest candidate. 

 Theresa graduated from a large Midwestern university 
in 2006 with a B.S. in business. She worked selling cell 
phones for a year. Then Theresa decided to go into busi-
ness for herself and formed The Buckeye Group. Looking 
for opportunities, Theresa placed several ads in her local 
newspaper in Columbus, Ohio, announcing that she was 
interested in becoming a sales representative in the area. 
She was quite pleased to receive a number of responses. 
Eventually, she became the sales representative in the 
 Columbus area for three local computer software producers: 
Accto Company, which produces accounting-related soft-
ware; Saleco, Inc., a producer of sales management soft-
ware; and Invo, Inc., a producer of inventory control 
software. All of these companies were relatively small and 
were represented in other areas by other sales representa-
tives like Theresa. The companies often sent her leads 
when customers from her area expressed interest at a 
trade show or through the company’s website. 

 Theresa’s main job was to call on possible customers. 
Once she made a sale, she would fax the signed license 
agreement to the respective producer, who would then 
UPS the programs directly to the customer or, more of-
ten, provide a key code for a website download. The pro-
ducer would bill the customer, and Theresa would receive 

a commission varying from 5 to 10 percent of the dollar 
value of the sale. Theresa was expected to pay her own 
expenses. And the producers would handle any user ques-
tions, either by using 800 numbers for out-of-town calls or 
by e-mail queries to a technical support group. 

 Theresa called on anyone in the Columbus area who 
might use the products she sold. At first, her job was rela-
tively easy, and sales came quickly because she had little 
competition. Many national companies offer similar prod-
ucts, but at that time they were not well represented in the 
Columbus area. Most small businesses needed someone to 
demonstrate what the software could do. 

 In 2008, Theresa sold $250,000 worth of Accto soft-
ware, earning a 10 percent commission; $100,000 worth 
of Saleco software, also earning a 10 percent commission; 
and $200,000 worth of Invo software, earning a 7 percent 
commission. She was encouraged with her progress and 
looked forward to expanding sales in the future. She was 
especially optimistic because she had achieved these sales 
volumes without overtaxing herself. In fact, she felt she 
was operating at about 60 percent of her capacity and 
could easily take on new lines. So she began looking for 
other products she could sell in the Columbus area. 

 A local software company has recently approached The-
resa about selling its newly developed software, which is ba-
sically a network security product. It is designed to secretly 
track all of the keystrokes and mouse clicks of each em-
ployee as he or she uses the computer—so that an employer 
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 MetalCoat is a small manufacturer. Last year’s sales 
were $500,000. It could handle at least four times this 
sales volume with ease and is willing to expand to increase 
sales—its main objective in the short run. MetalCoat’s 
owner is offering Theresa a 12 percent commission on all 
sales if she will take charge of its pricing, advertising, and 
sales efforts. Theresa is flattered by the offer, but she is a 
little worried because it is a different type of product and 
she would have to learn a lot about it. The job also might 
require a great deal more traveling than she is doing now. 
For one thing, she would have to call on new potential 
customers in mid-Ohio, and she might have to travel up 
to 200 miles around Columbus to expand the solvent 
business. Further, she realizes that she is being asked to 
do more than just sell. But she did have marketing 
courses in college and thinks the new opportunity might 
be challenging. 

 Evaluate Theresa Campana’s current strategy and how the 
proposed solvent line fits in with what she is doing now. What 
should she do? Why? 

can identify inappropriate uses of its computers or confi-
dential data. Theresa isn’t too enthusiastic about this offer 
because the commission is only 2 percent on potential an-
nual sales of about $150,000—and she also doesn’t like the 
idea of selling a product that might undermine the privacy 
of employees who are not doing anything wrong. 

 Now Theresa is faced with another decision. The 
owner of the MetalCoat Company, also in Columbus, has 
made what looks like an attractive offer. She called on 
MetalCoat to see if the firm might be interested in buying 
her accounting software. The owner didn’t want the soft-
ware, but he was very impressed with Theresa. After two 
long discussions, he asked if she would like to help 
 MetalCoat solve its current problem. MetalCoat is having 
trouble with marketing, and the owner would like  Theresa 
to take over the whole marketing effort. 

 MetalCoat produces solvents used to make coatings for 
metal products. It sells mainly to industrial customers in the 
mid-Ohio area and faces many competitors selling essentially 
the same products and charging the same low prices. 

 16. J&J Lumber Supply 
 Jimmy Olson, owner of J&J Lumber Supply, feels his busi-
ness is threatened by a tough new competitor. And now 
Jimmy must decide quickly about an offer that may save 
his business. 

 Jimmy has been a sales rep for lumber mills for 
about 20 years. He started selling in a clothing store but 
gave it up after two years to work in a lumberyard be-
cause the future looked much better in the building 
materials industry. After drifting from one job to an-
other, Jimmy finally settled down and worked his way 
up to manager of a large wholesale building materials 
distribution warehouse in Richmond, Virginia. In 2000, 
he formed J&J Lumber Supply and went into business 
for himself, selling carload lots of lumber to lumber-
yards in southeastern Virginia. 

 Jimmy works with five large lumber mills on the West 
Coast. They notify him when a carload of lumber is 
available to be shipped, specifying the grade, condi-
tion, and number of each size board in the shipment. 
Jimmy isn’t the only person selling for these mills—but 
he is the only one in his area. He isn’t required to take 
any particular number of carloads per month—but 
once he tells a mill he wants a particular shipment, title 
passes to him and he has to sell it to someone. Jimmy’s 
main function is to find a buyer, buy the lumber from 
the mill as it’s being shipped, and have the railroad di-
vert the car to the buyer. 

 Having been in this business for 20 years, Jimmy knows 
all of the lumberyard buyers in his area very well and is on 
good working terms with them. He does most of his busi-
ness over the telephone or by e-mail from his small office, 
but he tries to see each of the buyers about once a month. 
He has been marking up the lumber between 4 and 6 
 percent—the standard markup, depending on the grades 

and mix in each carload—and has been able to make a 
good living for himself and his family. The going prices 
are widely publicized in trade publications and are listed 
on the Internet, so the buyers can easily check to be sure 
Jimmy’s prices are competitive. 

 In the last few years, a number of Jimmy’s lumberyard 
customers have gone out of business—and others have 
lost sales. The main problem is competition from several 
national home improvement chains that have moved into 
Jimmy’s market area. These chains buy lumber in large 
quantities direct from a mill, and their low prices, avail-
able inventory, and one-stop shopping are taking some 
customers away from the traditional lumberyards. Some 
customers think the quality of the lumber is not quite as 
good at the big chains, and some contractors stick with 
the lumberyards out of loyalty or because they get better 
service, including rush deliveries when they’re needed. 
Then came the mortgage crisis and the residential hous-
ing market really slowed down, though not as bad in 
 Richmond as in other parts of the country. Fortunately for 
Jimmy, the commercial market remained pretty strong 
and he had good relationships there—or Jimmy’s profits 
would have taken an even bigger hit. 

 Six months ago, though, things got even worse. An 
aggressive young salesman set up in the same business, 
covering about the same area but representing different 
lumber mills. This new salesman charges about the same 
prices as Jimmy but undersells him once or twice a week 
in order to get the sale. On several occasions he even set 
up what was basically an e-mail-based auction to quickly 
sell excess wood that was not moving fast enough. Many 
lumber buyers—feeling the price competition from the 
big chains and realizing that they are dealing with a 
 homogeneous product—seem to be  willing to buy from 
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 1. For commercial construction, the usual building 
code ventilation requirements are satisfied with me-
chanical ventilation. So the windows do not have to 
operate to permit natural ventilation. They are usu-
ally made with heavygrade aluminum framing. 
 Typically, a distributor furnishes and installs the win-
dows. As part of its service, the distributor provides 
considerable technical support, including engi-
neered drawings and diagrams to the owners, archi-
tects, and/or contractors. 

 2. For residential construction, on the other hand, win-
dows must be operable to provide ventilation. Residen-
tial windows are usually made of wood, frequently with 
light-gauge aluminum or vinyl on the exterior. The na-
tional chains get some volume with standard-size win-
dows, but lumberyards are the most common source 
of supply for contractors in Jimmy’s area. These lum-
beryards do not provide any technical support or 
 engineered drawings. A few residential window manu-
facturers do have their own sales centers in selected 
geographic areas, which provide a full range of sup-
port and engineering services, but none are anywhere 
near Jimmy’s area. 

 Arbor feels a big opportunity exists in the commercial 
building repair and rehabilitation market (sometimes 
called the retrofit market) for a crossover of residential 
windows to commercial applications—and it has designed 
some accessories and a factory support program to help 
lumberyards get this “commercial” business. For applica-
tions such as nursing homes and dormitories (which must 
meet commercial codes), the wood interior of a residential 
window is desired, but the owners and architects are accus-
tomed to commercial grades and building systems. And in 
some older facilities, the windows may have to provide 
supplemental ventilation for a deficient mechanical sys-
tem. So what is needed is a combination of the residential 
operable  window with a heavy-gauge commercial exterior 
frame that is easy to specify and install. And this is what 
Arbor is offering with a combination of its basic windows 
and easily adjustable accessory frames. Two other residen-
tial window manufacturers offer a similar solution, but nei-
ther has pushed its products aggressively and neither offers 
technical support to lumberyards or trains sales reps like 
Jimmy to do the necessary job. Amy feels this could be a 
unique opportunity for Jimmy. 

 The sales commission on residential windows would 
be about 5 percent of sales. Arbor would do the billing 
and collecting. By getting just 20 to 30 percent of his 
lumberyards’ residential window business, Jimmy could 
earn about a third of his current income. But the real 
upside would come in the long term by increasing his 
residential window share. Jimmy is confident that the 
housing market will turn around soon, and when it does 
he will be well-positioned for growth. To do this, he will 
have to help the lumberyards get a lot more (and more 
profitable) business by invading the commercial market 
with residential windows and the bigger markup acces-
sories needed for this market. Jimmy will also earn a 
20 percent commission on the accessories, adding to his 
profit potential. 

the lowest-cost source. This has hurt Jimmy financially 
and personally—because even some of his old friends 
are willing to buy from the new competitor if the price 
is lower. The near-term outlook seems dark, since 
Jimmy doubts that there is enough business to support 
two firms like his, especially if the markup gets shaved 
any closer. Now they seem to be splitting the shrinking 
business about equally, as the newcomer keeps shaving 
his markup. 

 A week ago, Jimmy was called on by Amy Balderas of 
Arbor Door and Window Co., a large manufacturer of 
windows, raised-panel doors, and accessories. Arbor 
doesn’t sell to the big chains and instead distributes its 
quality line only through independent lumberyards. 
Amy knows that Jimmy is well acquainted with the local 
lumberyards and wants him to become Arbor’s exclusive 
distributor (sales rep) of residential windows and acces-
sories in his area. Amy gave Jimmy several brochures on 
Arbor’s product lines. She also explained Arbor’s new 
support program, which will help train and support 
Jimmy and interested lumberyards on how to sell the 
higher markup accessories. Later, in a lengthy e-mail, 
Amy explained how this program will help Jimmy and 
interested lumberyards differentiate themselves in this 
very competitive market. 

 Most residential windows of specified grades are basi-
cally “commodities” that are sold on the basis of price and 
availability, although some premium and very low end 
windows are sold also. The national home- improvement 
chains usually stock and sell only the standard sizes. Most 
independent lumberyards do not stock windows  because 
there are so many possible sizes. Instead, the lumberyards 
custom order from the stock sizes each factory offers. 
Stock sizes are not set by industry standards; they vary 
from factory to factory, and some offer more sizes. Most 
factories can deliver these custom orders in two to six 
weeks, which is usually adequate to satisfy contractors 
who buy and install them according to architectural 
plans. This part of the residential window business is well 
established, and most lumberyards buy from several dif-
ferent window manufacturers—to ensure sources of sup-
ply in case of strikes, plant fires, and so on. How the 
business is split depends on price and the personality and 
persuasiveness of the sales reps. And given that prices are 
usually similar, the sales rep–customer relationship can 
be quite important. 

 Arbor gives more choice than just about any other sup-
plier. It offers many variations in 1/8-inch increments—to 
cater to remodelers who must adjust to many situations. 
Arbor has even set up a special system on an Internet web-
site. The lumberyard can connect to the website, enter 
the specs for a window online, and within seconds get a 
price quote and estimated delivery time. 

 One reason Amy has approached Jimmy is because of 
Jimmy’s many years in the business. But the other reason 
is that Arbor is aggressively trying to expand—relying on 
its made-to-order windows, a full line of accessories, and a 
newly developed factory support system to help differenti-
ate it from the many other window manufacturers. To give 
Jimmy a quick big picture of the opportunity she is offer-
ing, Amy explained the window market as follows: 
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 Jimmy is somewhat excited about the opportunity be-
cause the retrofit market is growing. And owners and ar-
chitects are seeking ways of reducing costs (which 
Arbor’s approach does—over usual commercial ap-
proaches). He also likes the idea of developing a new 
line to offset the slow-growing market for new construc-
tion housing. But he is also concerned that a lot of sales 
effort will be needed to introduce this new idea. He is 
not afraid of work, but he is concerned about his finan-
cial survival. 

 Jimmy thinks he has three choices: 

 1. Take Amy’s offer and sell both window and lumber 
products. 

 2. Take the offer and drop lumber sales. 
 3. Stay strictly with lumber and forget the offer. 

 Amy is expecting an answer within one week, so Jimmy 
has to decide soon. 

 Evaluate Jimmy Olson’s current strategy and how the present 
offer fits in. What should he do now? Why? 

 17. Simply Pure H2O4U, Inc. 
 Morton Rinke established his company, Simply Pure 
H2O4U, Inc., to market a product designed to purify 
drinking water. The product, branded as the PURITY II 
Naturalizer Water Unit, is produced by Environmental 
Control, Inc., a corporation that focuses primarily on water 
purification and filtering products for industrial markets. 

 Simply Pure H2O4U is a small but growing business. 
 Morton started the business with an initial capital of only 
$20,000, which came from his savings and loans from sev-
eral relatives. Morton manages the company himself. He 
has a secretary and six full-time salespeople. In addition, 
he employs two college students part-time; they make tele-
phone calls to prospect for customers and set up appoint-
ments for a salesperson to demonstrate the unit in the 
consumer’s home. He has built a small website that pri-
marily provides detailed information and allows custom-
ers to request a call from a salesperson. By holding 
spending to a minimum, Morton has kept the firm’s 
monthly operating budget at only $4,500—and most of 
that goes for rent, his secretary’s salary, and other necessi-
ties like computer supplies and telephone bills. 

 The PURITY II system uses a reverse osmosis purifica-
tion process. Reverse osmosis is the most effective tech-
nology known for improving drinking water. The device is 
certified by the Environmental Protection Agency to re-
duce levels of most foreign substances, including fluoride, 
mercury, rust, sediment, arsenic, lead, phosphate, bacte-
ria, and most insecticides. 

 Each PURITY II unit consists of a high-quality 
 1-micron sediment removal cartridge, a carbon filter, a 
sediment filter, a housing, a faucet, and mounting hard-
ware. The compact system fits under a kitchen sink or a 
wet bar sink. A H2O4U salesperson can typically install 
the PURITY II in about a half hour. Installation involves 
attaching the unit to the cold water supply line, drilling 
a hole in the sink, and fastening the special faucet. It 
works equally well with water from a municipal system or 
well water, and it can purify up to 15 gallons daily. 
H2O4U sells the PURITY II to consumers for $395, 
which includes  installation. 

 The system has no movable parts or electrical connec-
tions, and it has no internal metal parts that will corrode 
or rust. However, the system does use a set of filters that 
must be replaced after about two years. H2O4U sells the 

replacement filters for $80. Taking into consideration the 
cost of the filters, the system provides drinking water at a cost 
of approximately $.05 per gallon for the average family. 

 There are two major benefits from using the PURITY II 
system. First, water treated by this system tastes better. 
Blind taste tests confirm that most consumers can tell the 
difference between water treated with the PURITY II and 
ordinary tap water.  Consequently, the unit improves the 
taste of coffee, tea, frozen juices, ice cubes, mixed drinks, 
soup, and vegetables cooked in water. Perhaps more im-
portant, the PURITY II’s ability to remove potentially 
harmful foreign matter makes the product of special inter-
est to the growing number of people who are concerned 
about health and the safety of the water they consume. For 
example, there is growing controversy surrounding public 
fluoridation of drinking  water—and many consumers are 
looking for filters that remove fluoride. 

 The number of people with health and safety concerns 
is growing. In spite of increased efforts to protect the en-
vironment and water supplies, there are still many prob-
lems. Hundreds of new chemical compounds—ranging 
from insecticides to industrial chemicals to commercial 
cleaning agents—are put into use each year. Some of the 
residue from chemicals and toxic waste eventually enters 
water supply sources. Further, floods and hurricanes have 
damaged or completely shut down water treatment facili-
ties in some cities. Problems like these have led to rumors 
of possible epidemics of such dread diseases as cholera 
and  typhoid—and more than one city has recently experi-
enced near-panic buying of bottled water. 

 Given these problems and the need for pure water, 
Morton believes that the market potential for the PURITY 
II system is very large. Residences, both single-family 
homes and apartments, are one obvious target. The unit 
is also suitable for use in boats and recreational vehicles; 
in fact, the PURITY II is standard equipment on several 
upscale RVs. And it can be used in taverns and restau-
rants, in institutions such as schools and hospitals, and in 
commercial and industrial buildings. 

 There are several competing ways for customers to solve 
the problem of getting pure water. Some purchase bottled 
water. Companies such as Ozarka deliver water monthly for 
an average price of $.60 per gallon. The best type of bottled 
water is distilled water; it is absolutely pure because it is 
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 produced by the process of evaporation. However, it may 
be  too pure . The distilling process removes needed elements 
such as calcium and phosphate—and there is some evi-
dence that removing these trace elements contributes to 
heart disease. In fact, some health-action groups recom-
mend that consumers not drink distilled water. 

 A second way to obtain pure water is to use some sys-
tem to treat tap water. PURITY II is one such system. An-
other system uses an ion exchange process that replaces 
ions of harmful substances like iron and mercury with 
ions that are not harmful. Ion exchange is somewhat less 
expensive than the PURITY II process, but it is not well 
suited for residential use because bacteria can build up 
before the water is used. In addition, there are a number 
of other filtering and softening systems. In general, these 
are less expensive and less reliable than the PURITY II. 
For example, water softeners remove minerals but do not 
remove bacteria or germs. 

 Morton’s first year with his young company has gone 
quite well. Customers who have purchased the system like 
it, and there appear to be several ways to expand the busi-
ness and increase profits. For example, so far he has had 
little time to make sales calls on potential commercial and 
institutional users or residential builders. He also sees 
other possibilities such as expanding his promotion effort 
or targeting consumers in a broader geographic area. 

 At present, H2O4U distributes the PURITY II in the 
13-county GULF COAST region of Texas. Because of the 
Robinson-Patman Act, the manufacturer cannot grant an 
exclusive distributorship. However, H2O4U is currently 
the only PURITY II distributor in this region. In addi-
tion, H2O4U has the right of first refusal to set up dis-
tributorships in other areas of Texas. The manufacturer 
has indicated that it might even give H2O4U distribution 
rights in a large section of northern Mexico. 

 The agreement with the manufacturer allows H2O4U 
to distribute the product to retailers, including hardware 
stores and plumbing supply dealers. Morton has not yet 
pursued this channel, but a PURITY II distributor in 
 Florida reported some limited success selling the system 
to retailers at a wholesale price of $275. Retailers for this 
type of product typically expect a markup of about 
33  percent of their selling price. 

 Environmental Control, Inc., ships the PURITY II units 
directly from its warehouse to the H2O4U office via UPS. 
The manufacturer’s $200 per unit selling price includes 
the cost of shipping. H2O4U only needs to keep a few 

units on hand because the manufacturer accepts faxed or-
ders and then ships immediately—so delivery never takes 
more than a few days. Further, the units are small enough 
to inventory in the back room of the H2O4U sales office. 
Several of the easy-to-handle units will fit in the trunk of a 
salesperson’s car. 

 Morton is thinking about recruiting additional sales-
people. Finding capable people has not been a problem 
so far. However, there has already been some turnover, 
and one of the current salespeople is complaining that 
the compensation is not high enough. Morton pays sales-
people on a straight commission basis. A salesperson who 
develops his or her own prospects gets $100 per sale; the 
commission is $80 per unit on sales leads generated by 
the company’s telemarketing people. For most salespeo-
ple, the mix of sales is about half and half. H2O4U pays 
the students who make the telephone contacts $4 per ap-
pointment set up and $10 per unit sold from an appoint-
ment. A growing number of leads are coming from the 
company’s website, largely due to search ads placed on 
Google and Yahoo! 

 An average H2O4U salesperson easily sells 30 units per 
month. However, Morton believes that a really effective 
and well-prepared salesperson can sell much more, per-
haps 50 units per month. 

 H2O4U and its salespeople get good promotion sup-
port from Environmental Control, Inc. For example, 
Environmental Control supplies sales training manuals 
and sales presentation flip charts. The materials are 
also well done, in part because Environmental Con-
trol’s promotion manager previously worked for Elec-
trolux vacuum cleaners, which are sold in a similar way. 
The company also supplies print copy for magazine 
and newspaper advertising and tapes of commercials 
for radio and television. Thus, all H2O4U has to do is 
buy media space or time. In addition, Environmental 
Control furnishes each salesperson with a portable 
demonstration unit, and the company recently gave 
H2O4U three units to be placed in models of condo-
minium apartments. 

 Morton has worked long hours to get his company 
going, but he realizes that he has to find time to think 
about how his strategy is working and to plan for the 
future. 

 Evaluate Morton Rinke’s current marketing strategy for Sim-
ply Pure H2O4U. How do you think he’s doing so far, and what 
should he do next? Why? 

 18. Whistler Township Volunteer Fire Department (WTVFD) 
 Nolan Fenwick raced out the front door of the Target 
store where he worked as soon as his beeper sounded. In 
his pickup truck he heard the call on his special radio 
scanner, “Highway 18 Fire Department, there is a grass 
fire at the old  McCullough place. That’s a mile down the 
old dirt road just past the  Wilson house.” The directions 
might appear cryptic to someone who had not grown up 
around Whistler Township, but it was all Nolan needed to 
know. Upon arriving at the fire,  Nolan quickly pulled on 

his fire-retardant bunker pants and boots. He left his 
 Nomex hood, helmet, and fire pants in the back of his 
truck—he would not need them for this fire. 

 Less than 10 minutes from the time the call was placed, 
Nolan and 20 other members of the Whistler Township Vol-
unteer Fire Department (WTVFD) had arrived at the old 
 McCullough place. They were able to put out the fire in less 
than half an hour, but not before a football-field-size patch of 
grass was scorched. Their quick response saved the  neighbor’s 
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calls, including car accidents, hazardous chemical spills, and 
terrorist attacks. Another 20 percent of his time was spent in 
meetings and a similar amount helping with fund-raising. 
Depending upon financial needs, WTVFD holds at least four 
fund-raising events a year—some years six or eight. These 
include annual activities like a chili cook-off, pancake break-
fast, and booth at the county fair—and as-needed events like 
pie auctions, turkey shoots, and basketball tournaments. 

 The biggest requirement to be a volunteer firefighter 
is the willingness to make the time commitment. Nolan’s 
time commitment and allocation of hours is typical of all 
the firefighters at WTVFD. Volunteers have to be able to 
attend at least 80 percent of the twice monthly drills—
scheduled on the second and fourth Tuesdays of every 
month. Firefighters also have to live or work near the city 
of Whistler Township so they can quickly respond to an 
emergency. They also have to be at least 18 years old and 
have a valid driver’s license. There is a physical ability test 
to make sure that firefighters can stand the rigors of the 
job. While one doesn’t have to be a weightlifter, the job 
requires volunteers to be in good physical shape. 

 WTVFD has never really had a marketing strategy or any 
formal promotion efforts. Most of Nolan’s fellow volun-
teers heard about WTVFD through word of mouth. People 
are always curious when a volunteer firefighter runs out the 
door from work or suddenly leaves a party. These occasions 
give volunteers a chance to tell others about what they do. 
Sometimes those questions bring someone out to see drills 
and to apply to become a volunteer. One of Nolan’s high 
school friends was a volunteer and he encouraged Nolan to 
join up while Nolan was in his junior year of college. But 
still, awareness of volunteer firefighting in the Whistler 
Township area is very low. When Nolan tells friends about 
his volunteer work, most are surprised and think the town 
has full-time paid staff fighting fires. 

 Nolan thinks his marketing strategy should focus 
mostly on promotion. From his studies he remembers the 
AIDA model and integrated marketing communications. 
But he also wonders if his plan should focus only on gain-
ing new recruits or if current volunteers might also be the 
target of new promotion. Nolan also considers how and 
what he should communicate to his target market. He 
knows he will have limited funding for his efforts. Should 
he consider starting a Facebook page or blog? Maybe a 
website would be better. What about advertising or infor-
mation sessions? Who should be his target market? 

 Evaluate the promotion objectives Nolan Fenwick should in-
clude in his plan. What promotion methods should he use to 
achieve those objectives? 

barn and kept the fire from spreading to a nearby forest. A 
third straight year of drought has the crew on high alert. 

 Nolan threw his gear in the back of his truck and 
headed back to finish his shift at Target. He had worked 
there as a department manager for two years, ever since 
he graduated from the local state college with a market-
ing degree. As he drove, Nolan thought about what WT-
VFD Chief Fran  Holland recently asked him to do. Over 
the last few years, the fire department had more to do but 
fewer people to do it with. So Chief Holland asked Nolan 
to draw up a marketing plan to recruit new volunteers. 

 Nolan had already started to gather information for the 
marketing plan. From an online search he found that WT-
VFD was one of an estimated 30,000 volunteer fire depart-
ments in the United States and that these departments had 
almost a million volunteers. Nolan was surprised that more 
than 75 percent of all U.S. firefighters were volunteers. Whis-
tler Township, a small city of just over 100,000 and hours 
from a big city, only had volunteer firefighters. 

 There are 48 firefighters currently in the WTVFD—down 
from 55 five years ago. While there was a surge of interest in 
the year following the terrorist attacks in 2001, only a few of 
those volunteers remain. Over time, WTVFD has found that 
about half of new recruits quit before their three-year anni-
versary. Those who remain usually stay with the department 
until they can’t keep up with the job’s physical demands. 
Fran Holland has been chief for the last three years. She re-
placed long-time chief, Ken Reeb, who retired after being 
with WTVFD for more than 40 years—the last 10 as chief. 

 The current volunteers include 44 men and four 
women; more than half of the force is over 40 years old, 
and Nolan is one of only five members younger than 30. 
Almost all of them started volunteering while still in their 
20s or early 30s. The crew represents all walks of life, and 
their ranks include a lawyer, a real estate salesperson, a col-
lege professor, a carpenter, a stay-at-home mom, and a few 
guys from the local factory. Many entered firefighting for 
the thrill of it or because they hoped the experience might 
help them land a paid firefighting job in a bigger city. But 
most of the crew stay with it because they feel good about 
giving back to their community, view it as a hobby, and 
enjoy the camaraderie with the other firefighters. 

 Being a volunteer firefighter is very much different than 
Nolan thought it would be when he started. Last year he 
counted 238 hours volunteering for WTVFD, but less than a 
third of that was actually responding to emergencies. And 
fewer than half of the emergencies were actual fires. He 
spent about a quarter of this time in required training and 
drills. He had to be trained for the many different possible 

 19. MyPerfectWedding.com 
 Jessica Eggleston is happy with her life but disappointed 
that the idea she had for starting her own business hasn’t 
taken off as expected. Within a few weeks she either has to 
renew the contract for her Internet website or decide not 
to put any more time and money into her idea. She knows 
that it doesn’t make sense to renew the contract if she 
can’t come up with a plan to make her  website-based 

 business profitable—and she doesn’t like to plan. She’s a 
“doer,” not a planner. 

 Jessica’s business, MyPerfectWedding.com, started as 
an idea 18 months ago as she was planning her own wed-
ding. She attended a bridal fair at the convention center 
in Raleigh, North Carolina, to get ideas for a wedding 
dress, check out catering companies and florists, and in 
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an ad agency, but she was in a backroom operation han-
dling a lot of the arrangements for printing and mailing 
large-scale direct-mail promotions. In spite of promises 
that it was a path to other jobs at the agency, the pay was 
bad, the work was always pressured, and every aspect of 
what she had to do was boring. After six punishing 
months, she quit and went looking for something else. 

 When a number of job applications didn’t turn up some-
thing quickly, she took a part-time job doing telemarketing 
calls for a mortgage refinance company. Jessica’s boss told 
her that she was doing a great job reeling in prospects—but 
she hated disturbing people at night and just didn’t like 
making sales pitches. Fortunately for her, that pain didn’t 
last long. A neighbor in Jessica’s apartment complex got 
Jessica an interview for a receptionist position at an ad 
agency. That, at least, got her foot in the door. Her job de-
scription wasn’t very interesting, but in a small agency she 
had the opportunity to learn a lot about all aspects of the 
business—ranging from working on client proposals and 
media plans to creative sessions for new campaigns. In fact, 
it was from a technician at that agency that she learned to 
work with the graphics software used to create ad layouts 
and website pages. When the website design job came open 
at the new firm, her boss gave her a glowing recommenda-
tion, and in two days she was off on her new career. 

 Although Jessica’s jobs had not been high-profile po-
sitions, they did give her some experience in sales pro-
motion, personal selling, and advertising. Those skills 
were complemented by the technical computer skills of 
her fiancé (now husband), who made a living as a data-
base programmer for a large software consulting firm. 
Taking everything as a whole, they thought that they 
could get a wedding-related website up and running and 
make it profitable. 

 There were several different facets to the original plan 
for  MyPerfectWedding.com. One focused on recruiting 
local advertisers and “sponsors” who would pay to be 
listed at the website and be allocated a web page (which 
Jessica would design) describing their services, giving con-
tact information, and links to their own websites. Another 
focused on services for people who were planning to be 
married. In addition to an online wedding gift registry, 
sections of the website provided information about typical 
wedding costs, planning checklists, details about how to 
get a required marriage license, and other helpful infor-
mation (including a discussion forum with comments 
about the strengths and weaknesses of various local sup-
pliers). Jessica also started a blog that helped foster more 
feedback from customers. A man and woman could sign 
up for the service online and could pay the modest $20 
“membership” fee for a year by credit card. Friends, fam-
ily, and invited guests could visit the website at no charge 
and get information about wedding preferences, local ho-
tels, discounts on local car rentals, and even printable 
maps to all of the churches and synagogues in the area. 

 When Jessica told friends about her plan, they all 
thought it sounded like a great idea. In fact, each time 
she discussed it someone came up with another idea for a 
locally oriented feature to add to the website. Several 
friends said that they had tried national websites but that 
the information was often too general. But generating 

general learn more about the various services available to 
newlyweds. While there, she and her fiancé went from one 
retailer’s booth to another to sign up for their wedding 
gift registries. Almost every major retailer in the city—
ranging from the Home Depot warehouse to the Belk’s 
department store to the specialty shops that handle im-
ported crystal glassware—offered a gift registry. Some had 
computers set up to provide access to their online regis-
tries. Being listed in all of the registries improved the odds 
that her wedding gifts would be items she wanted and 
could use—and it saved time and hassle for gift- givers. On 
the way back from the fair, Jessica and her fiancé discussed 
the idea that it would be a lot easier to register gift prefer-
ences once on a central Internet site than to provide lots 
of different stores with bits and pieces of information. A 
list at a website would also make it easier for gift-givers, at 
least those who were computer users. 

 When Jessica got home, she did an Internet search and 
found several sites that focused on weddings. The biggest 
seemed to be www.weddingchannel.com. It had features 
for couples who were getting married, including a na-
tional gift registry. The site featured products from a 
number of companies, especially large national retail 
chains; however, there was a search feature to locate peo-
ple who provide wedding-related services in a local ZIP 
code area. Jessica thought that the sites she found looked 
quite good, but that they were not as helpful as a site 
could be with a more local focus. 

 The more Jessica and her fiancé discussed the idea of a 
website offering local wedding-related services, the more 
it looked like an interesting opportunity. Except for the 
annual bridal fair, there was no other obvious local place 
for consumers to get information about planning a wed-
ding and buying wedding-related services. And for local 
retailers, florists, catering companies, insurance agents, 
home builders, and many other types of firms, there was 
no other central place to target promotion to newlyweds. 
Further, the amount of money spent on weddings and 
wedding gifts is substantial, and right before and after get-
ting married many young couples make many important 
purchase decisions for everything from life insurance to 
pots and pans. Spending on the wedding itself can easily 
exceed the cost of a year of college. 

 Jessica was no stranger to the Internet. She worked as a 
website designer for a small firm whose only client was 
IBM. That IBM was the only client was intentional rather 
than accidental. A year earlier IBM had decided that it 
wanted to outsource certain aspects of its website develop-
ment work and have it handled by an outside contractor. 
After negotiating a three-year contract to do IBM’s work, 
several IBM employees quit their jobs and started the busi-
ness. IBM was a good client, and all indications were that 
IBM could give the firm as much work as it could handle as 
it hired new people and prospected for additional accounts 
over the next few years. Jessica especially liked the creative 
aspects of designing the “look” of a website, and technical 
specialists handled a lot of the subtle details. 

 Before joining this new company, Jessica had several 
marketing-related jobs—but none had been the glamor-
ous ad agency job she dreamed of in college as an adver-
tising major. Her first job as a college graduate was with 
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but wondered how it would help. She knows that many 
brides are on Pinterest and wasn’t sure if she should start 
her own page there. 

 Jessica’s diagnosis of the problem was simple. Most 
people thought it was a great idea, but few couples knew 
where to look on the Internet for such a service. Simi-
larly, potential advertisers—many of them small local 
businesses—were not accustomed to the idea of paying 
for Internet advertising. They didn’t know if the cost was 
reasonable or if her site would be effective in generating 
business. 

 Jessica’s life as a married person was going great and 
her job as a web page designer kept her very busy. Her 
free time outside of work was always in short supply be-
cause the young crowd at her office always had some 
scheme for how to keep entertained. So she wasn’t about 
to quit her job to devote full time to her business idea. 
Further, she thought that once it got rolling she would 
only have to devote 10 hours a week to it to earn an extra 
$30,000 a year. She didn’t have delusions of becoming a 
“dot-com millionaire.” She just wanted a good locally ori-
ented business. 

 However, it still wasn’t clear how to get it rolling. After 
a year of trying on and off, she only had four paying ad 
sponsors, and one of them had already notified her that 
he didn’t plan to sign up again because it wasn’t clear that 
the website had generated any direct leads or sales. Fur-
ther, it looked like anything she could do to attract more 
“members” would end up being expensive and inefficient. 

 Jessica thinks the idea has real potential, and she’s will-
ing to do the work. But she’s not certain if she can make it 
pay off. She has to decide soon, however, because the bill 
for the Internet service provider is sitting on her desk. 

 What is Jessica’s strategy? What should she do? If she were to 
move forward, what strategy would you recommend? Does her 
 financial goal seem realistic? Why? 

more new ideas was not the problem. The problem was 
generating revenue. Jessica had already contracted for 
space from an Internet service provider and created 
some of the initial content for the website, but she only 
had four paying sponsors, two of whom happened to be 
family friends. 

 Jessica started by creating a colorful flyer describing 
the website and sent it to most of the firms that had par-
ticipated in the bridal fair. When no one sent back the 
reply coupon for more information, Jessica started to 
make calls (mainly during her lunch hour at her full-time 
job). Some stores seemed intrigued by the concept, but 
no one seemed ready to sign up. One reason was that 
they all seemed surprised at the cost to participate and 
get ad space at the website—$2,400 a year (about the 
same as a 1/16-page display ad in the Raleigh Yellow 
Pages). Another problem was that no one wanted to be 
the first to sign up. As one florist shop owner put it, “If 
you pull this off and other florists sign up, then come 
back and I will too.” 

 Getting couples to sign up went slowly too. Jessica paid 
for four display ads in local Sunday newspapers in the so-
ciety section, sent information sheets about the website to 
clergy in the area, listed the website with about 25 Inter-
net search engines, and sent carefully crafted press re-
leases announcing the service to almost every publication 
in the area. One article that resulted from a press release 
got some attention, and for a few weeks there was a flurry 
of e-mail inquiries about her web page. But after that it 
slowed to a trickle again. More recently she tried to use 
Google AdWords which placed ads next to Google search 
results when someone from the greater Raleigh area 
searched on the keyword  wedding . She got a few more hits 
from this and wondered if she should increase the num-
ber of keywords—and wondered what the best keywords 
could be. She thought about creating a Facebook page 

 20. Blue Lagoon Marine & Camp 
 Jeffery Mauro, owner of Blue Lagoon Marine & Camp, is 
worried about his business’ future. He has tried various 
strategies for two years now, and he’s still barely breaking 
even. 

 Two years ago, Jeffery bought the inventory, supplies, 
equipment, and business of Blue Lagoon Marine & Camp, 
located on the edge of Minneapolis, Minnesota. The busi-
ness is in an older building along a major highway leading 
out of town, several miles from any body of water. The 
previous owner had sales of about $500,000 a year but was 
just breaking even. For this  reason—plus the desire to re-
tire to Arizona—the owner sold to Jeffery for roughly the 
value of the inventory. 

 Blue Lagoon Marine & Camp had been selling two 
well-known brands of small pleasure boats, a leading 
outboard motor, two brands of snowmobiles and jet-
skis, and a line of trailer and pickup-truck campers. 
The total inventory was valued at $250,000—and Jeffery 
used all of his own savings and borrowed some from 

two friends to buy the inventory and the business. At 
the same time, he took over the lease on the building—
so he was able to begin operations immediately. Jeffery 
had never operated a business of his own before, but he 
was sure that he would be able to do well. He had 
worked in a variety of jobs—as a used-car salesman, an 
auto repairman, and a jack-of-all-trades in the mainte-
nance departments of several local businesses. 

 Soon after starting his business, Jeffery hired his friend, 
Ginny Wooten. She had worked with Jeffery selling cars 
and had experience as a receptionist and in customer ser-
vice. Together, they handle all selling and setup work on 
new sales and do maintenance work as needed. Some-
times the two are extremely busy—at the peaks of each 
sport season. Then both sales and maintenance keep 
them going up to 16 hours a day. At these times it’s diffi-
cult to have both new and repaired equipment available 
as soon as customers want it. At other times, however, 
 Jeffery and Ginny have almost nothing to do. 
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 Jeffery usually charges the prices suggested by the vari-
ous manufacturers, except at the end of a weather season 
when he is willing to make deals to clear the inventory. He 
is annoyed that some of his competitors sell mainly on a 
price basis—offering 10 to 30 percent off a manufactur-
er’s suggested list prices—even at the beginning of a sea-
son! Jeffery doesn’t want to get into that kind of business, 
however. He hopes to build a loyal following based on 
friendship and personal service. Further, he doesn’t think 
he really has to cut prices because all of his lines are ex-
clusive for his store. No stores within a five mile radius 
carry any of his brands, although nearby retailers offer 
many brands of similar products. Right now, the Internet 
does not provide much competition, but he fears future 
price competition from online boat shows. 

 To try to build a favorable image for his company, 
 Jeffery occasionally places ads in local papers and buys 
some radio spots. The basic theme of this advertising is 
that Blue Lagoon Marine & Camp is a friendly, service-
oriented place to buy the equipment needed for the cur-
rent season. Sometimes he mentions the brand names he 
carries, but generally Jeffery tries to build an image for 
concerned, friendly service—both in new sales and 
 repairs—stressing, “We do it right the first time.” He 
chose this approach because, although he has exclusives 
on the brands he carries, there generally are 10 to 15 dif-
ferent manufacturers’ products being sold in the area in 
each product category—and most of the products are 
quite similar. Jeffery feels that this similarity among com-
peting products almost forces him to try to differentiate 
himself on the basis of his own store’s services. 

 The first year’s operation wasn’t profitable. In fact, 
after paying minimal salaries to Ginny and himself, the 
business just about broke even. Jeffery made no return 
on his $250,000 investment. 

 In hopes of improving profitability, Jeffery jumped at 
a chance to add a line of lawn mowers, tractors, and 
trimmers as he was starting into his second year of busi-
ness. This line was offered by a well-known equipment 
manufacturer that wanted to expand into the Minne-
apolis area. The equipment is similar to that offered by 
other lawn equipment manufacturers. The manufactur-
er’s willingness to do some local advertising and to pro-
vide some point-of-purchase displays appealed to 
Jeffery. And he also liked the idea that customers prob-
ably would want this equipment sometime earlier than 
boats and other summer items. So he thought he could 

handle this business without interfering with his other 
peak selling seasons. 

 It’s been two years since Jeffery bought Blue Lagoon 
 Marine & Camp—and he’s still only breaking even. Sales 
have increased a little, but costs have gone up too because he 
had to hire some part-time help. The lawn equipment helped 
to expand sales—as he had expected—unfortunately, it did 
not increase profits as he had hoped. Jeffery needed part-
time helpers to handle this business—in part because the 
manufacturer’s advertising had generated a lot of sales inqui-
ries. Relatively few inquiries resulted in sales, however, be-
cause many people seemed to be shopping for deals. So 
Jeffery may have even lost money handling the new line. But 
he hesitates to give it up because he doesn’t want to lose that 
sales volume, and the manufacturer’s sales rep has been 
most encouraging, assuring Jeffery that things will get better 
and that his company will be glad to continue its promotion 
support during the coming year. 

 Jeffery is now considering the offer of a mountain bike 
producer that has not been represented in the area. The 
bikes have become very popular with students and seri-
ous bikers in the last several years. The manufacturer’s 
sales rep says industry sales are still growing (but not as 
fast as in the past) and probably will grow for many more 
years. The sales rep has praised Jeffery’s service orienta-
tion and says this could help him sell lots of bikes be-
cause many mountain bikers are serious about buying a 
quality bike and then keeping it serviced. He says  Jeffery’s 
business approach would be a natural fit with bike cus-
tomers’ needs and attitudes. As a special inducement to 
get Jeffery to take on the line, the sales rep says Jeffery 
will not have to pay for the initial inventory of bikes, ac-
cessories, and repair parts for 90 days. And, of course, the 
company will supply the usual promotion aids and a spe-
cial advertising allowance of $10,000 to help introduce 
the line to Minneapolis. 

 Jeffery likes the idea of carrying mountain bikes be-
cause he has one himself and knows that they do re-
quire some service year-round. But he also knows that 
the proposed bikes are very similar in price and quality 
to the ones now being offered by the bike shops in 
town. These bike shops are service- rather than price-
oriented, and Jeffery feels that they are doing a good 
job on service; consequently, he is concerned with how 
he can be “different.” 

 Evaluate Jeffery Mauro’s overall strategy(ies) and the moun-
tain bike proposal. What should he do now? 

 21. Global Chemical, Inc. (GCI) 
 Global Chemical, Inc., (GCI) is a multinational producer 
of various chemicals and plastics with plants in the United 
States, England, France, and Germany. Its headquarters 
are in New  Jersey. 

 Kenneth Shibata is marketing manager of GCI’s plas-
tics business. Kenneth is reconsidering his promotion 
approach. He is evaluating what kind of promotion—
and how much—should be directed to car producers 

and to other major plastics customers worldwide. Cur-
rently, Kenneth has one salesperson who devotes most 
of his time to the car industry. This man is based in the 
Detroit area and focuses on GM, Ford, and Chrysler—as 
well as the various firms that mold plastics to produce 
parts to supply the car industry. This approach worked 
well when relatively little plastic was used in each car  and 
 the auto producers did all of the designing themselves 
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and then sent out specifications for very price-oriented 
competitive bidding. But now the whole product plan-
ning and buying system is changing—and of course for-
eign producers with facilities in the United States are 
much more important. 

 How the present system works can be illustrated in 
terms of the team approach Ford used on its project to 
design the Flex, the full-size crossover introduced as a 
2009 model. For the Flex, representatives from all the 
various functions—planning, design, engineering, pur-
chasing, marketing, and manufacturing— work together. 
In fact, representatives from key suppliers were involved 
from the outset. The whole team takes final responsibility 
for a car. Because all of the departments are involved 
from the start, problems are resolved as the project moves 
on—before they cause a crisis. Manufacturing, for exam-
ple, can suggest changes in design that will result in 
higher productivity or better quality, which is especially 
important at a time when Ford’s initial quality ratings are 
beating those of Honda and Toyota. 

 The old approach was different. It involved a five-year 
process of creating a new vehicle in sequential steps. Un-
der the old system, product planners would come up with 
a general concept and then expect the design team to 
give it artistic form. Next, engineering would develop the 
specifications and pass them on to manufacturing and 
suppliers. There was little communication between the 
groups and no overall project  responsibility. 

 In the Flex project, Ford engineers followed the 
 Japanese lead and did some reverse engineering of their 
own. They dismantled several competitors’ cars, piece by 
piece, looking for ideas they could copy or improve. This 
helped them learn how the parts were assembled and how 
they were designed. Eventually, Ford incorporated or 
modified some of the best features into its design of the 
Flex. For example, the Flex uses a new design to seal the 
doors and eliminate wind noise. 

 In addition to reverse engineering, Ford researchers 
conducted a series of market studies. This led to position-
ing the Flex as an “anti-minivan.” That positioning re-
sulted in a decision to eliminate the sliding side doors and 
instead to use traditional hinged doors. That cut costs, but 
the savings were used for dress-up features, like 19-inch 
aluminum wheels and a special new seat design that re-
duces movement in the seat and gives the car an even 
smoother drive. The Flex’s optional refrigerator/freezer is 
another example of a feature that did well in concept tests. 

 Ford also asked assembly-line workers for sugges-
tions before the car was redesigned and then incorpo-
rated their ideas into the new car. Most bolts have the 
same-size head, for example, so workers don’t have to 
switch from one wrench to another. 

 Finally, Ford included its best suppliers as part of the 
planning effort. Instead of turning to a supplier after the 
car’s design was completed, Ford invited them to partici-
pate in product planning. For example, Microsoft’s Sync 
system provides the Flex with voice control of the enter-
tainment system. 

 Most other vehicles are now developed with an ap-
proach similar to this. GM, for example, used a very 
similar team approach to redesign its new Malibu. And 

major firms in many other industries are using similar 
approaches. A major outgrowth of this effort has been a 
trend by these producers to develop closer working rela-
tionships with a smaller number of suppliers. To some 
extent, this is a direct outgrowth of the decision to try to 
reduce unnecessary costs by using the same components 
for different vehicles. For example, the powertrain for 
the Flex is the same as the one used in Ford’s Edge. 

 Many of the suppliers selected for the Flex project had 
not only the facilities, but also the technical and profes-
sional managerial staff who could understand—and be-
come part of—the program management approach. Ford 
expected these major suppliers to join in its total quality 
management push and to be able to provide just-in-time 
delivery systems. Ford dropped suppliers whose primary 
sales technique was to entertain buyers and then submit 
bids on standard specifications. 

 Because many firms have moved to these team- oriented 
 approaches and developed closer working relationships 
with a subset of their previous suppliers, Kenneth is trying 
to  determine if GCI’s present effort is still appropriate. 
Kenneth’s strategy has focused primarily on responding 
to inquiries and bringing in GCI’s technical people as the 
situation seems to require. Potential customers with tech-
nical questions are sometimes referred to other noncom-
peting customers already using the materials or to a GCI 
plant—to be sure that all questions are answered. But ba-
sically, all producer-customers are treated more or less 
alike. The sales reps make calls and try to find good busi-
ness wherever they can. 

 Each GCI sales rep usually has a geographic area. If 
an area like Detroit needs more than one rep, each may 
specialize in one or several similar industries. But GCI 
uses the same basic approach—call on present users of 
plastic products and try to find opportunities for getting 
a share (or bigger share) of existing purchases or new 
applications. The sales reps are supposed to be primar-
ily order getters rather than technical specialists. Tech-
nical help can be brought in when the customer wants 
it, or sometimes the sales rep simply sets up a confer-
ence call between GCI’s technical experts, the buyer, 
and the users at the buyer’s facility. 

 Kenneth sees that some of his major competitors are 
becoming more aggressive. They are seeking to affect 
specifications and product design from the start rather 
than after a product design is completed. This takes a 
lot more effort and resources, but Kenneth thinks it 
may get better results. A major problem he sees, how-
ever, is that he may have to drastically change the nature 
of GCI’s promotion. Instead of focusing primarily on 
buyers and responding to questions, it may be necessary 
to try to contact  all  the multiple buying influences and 
not only answer their questions but help them under-
stand what questions to raise—to find solutions. Such a 
process may even require more technically trained sales 
reps. In fact, it may require that people from GCI’s 
other departments—engineering, design, manufactur-
ing, R&D, and distribution—get actively involved in dis-
cussions with their counterparts in customer firms. 
Further, use of e-mail and a website might make ongo-
ing contacts faster and easier. 
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 While Kenneth doesn’t want to miss the boat if changes 
are needed, he also doesn’t want to go off the deep end. 
After all, many of the firm’s customers don’t seem to want 
GCI to do anything very different from what it’s been do-
ing. In fact, some say that they’re very satisfied with their 
current supply arrangements and really have no interest in 
investing in a close relationship with a single supplier. Even 
with the Flex project, Ford wasn’t 100 percent dedicated to 
the team approach. For example, when Ford’s research 
showed that the target market viewed quiet and comfort-
able seats as an especially important factor in purchases, 

Ford didn’t turn to a supplier for help but rather assigned 
a team of its own design engineers to develop and test 
them in-house. Now some of what was learned on the Flex 
project is going to be used in redesigning other models. 

 Contrast the previous approach to designing and producing 
cars to Flex’s program management approach, especially as it 
might affect suppliers’ promotion efforts. Given that many other 
major producers have moved in the program management direc-
tion, what promotion effort should Kenneth Shibata develop for 
Global Chemical? Should every producer in every geographic area 
be treated alike, regardless of size? Explain. 

  22.   Bright Light Innovations: The Starlight Stove*  
  The top management team of Bright Light Innovations is 
preparing to meet and r  e  view their market situation. The 
team is a combination of students and faculty from 
 Colorado State  University’s (CSU) Colleges of Business 
and Engineering: Dr. Bryan Wilson, Paul Hudnut, Ajay 
Jha, Sachin Joshi, Katie Lucchesi, Dan Mastbergen, Ryan 
Palmer, and Chaun Sims. They are excited about the Star-
light Stove product they have developed—and passionate 
about the opportunity that it provides to i  m  prove the 
quality of life for some of the world’s poorest people. 
They know they have a great technology, but they need a 
marketing plan to bring this product to market.  

  Every day, over 2.4 billion people—more than one-third 
of the world’s popul  a  tion—burn solid biomass fuel (wood, 
charcoal, dung, and coal) for cooking and hea  t  ing. These 
fuels are usually burned indoors in open pits or traditional 
cook stoves. About two-thirds of the people using this fuel 
also have no electricity, so the open fires often burn into the 
night to provide light. These fires create indoor air pollu-
tion that is a leading contributor to respiratory diseases in 
these countries. U.N. Secr  e  tary General Kofi Annan has 
called for greater energy efficiency and noted that “i  n  door 
air pollution has become one of the top 10 causes of mortal-
ity and premature death.” It is estimated that this source of 
pollution contributes each year to the deaths of 1 million 
children under the age of 5, and it is a leading cause of mis-
ca  r  riage and women’s health problems.  

  Hoping to address these consumers’ needs for safe cook-
ing and electricity, CSU’s Engines and Energy Conversion 
Laboratory developed the Starlight Stove. The Starlight 
Stove’s improved technology requires 50 to 70 percent less 
biomass fuel than traditional stoves. It also has a thermo-
electric generator that converts heat from the stove into 
electricity that can power a small lightbulb or be stored in a 
r  e  chargeable battery for later use. The technology has been 
refined, and the team b  e  lieves it is ready to go to market.  

  There are other competing enclosed cookstoves, but 
none produce electricity. Solar panels can provide electric-
ity, but they are expensive—costing $360 each. M  i  cro- 
hydropower allows households to convert the power from 
streams and rivers i  n  to electricity, but homes must be close 

to a river and water flow in many areas of the country is sea-
sonal. These technologies—solar panels and hydropower—
are u  n  derstood by many consumers and are already in use 
in some areas. The Starlight Stove, on the other hand, offers 
a new technology, and that may slow its adoption.  

  The management team decided on Nepal as the initial 
target market for the Starlight Stove. Several factors made 
this market particularly attractive. The climate is relatively 
cold and only 11 percent of the households have access to 
electricity, so the heat and electricity production of the stove 
are particularly beneficial. Eighty-eight percent of the popu-
lation uses firewood as their main source of energy. In a  d  di-
tion, deforestation creates environmental problems in 
Nepal because it contributes to erosion and flooding. So the 
social benefits of the Starlight Stove will be partic  u  larly ap-
pealing to the Nepalese government and aid organizations.  

  There are approximately 9.2 million households in 
 Nepal, but the gross n  a  tional income per capita is only 
about $400, with most adults making between $1 and $3 
per day. Nepal is largely rural, with only 17 percent of the 
population living in urban areas. The country is divided 
into 75 districts. Each district is further divided into about 
60 village development committees (a sort of local gov-
ernment) consis  t  ing of about 450 households. The similar 
characteristics of northern India—immediately south of 
Nepal—make it a logical follow-up market.  

  The Starlight Stove offers several benefits to this popu-
lation. For example, the longer hours with light—thanks 
to the electricity—and less time required to collect wood 
or other fuel could allow families to earn money by weav-
ing, farming, or pr  o  ducing other crafts.  Family productiv-
ity could increase 20 percent or more per day. Or the 
added hours with light might allow children to gain an 
education. If the pro  d  uct were manufactured locally, it 
could provide jobs for the population and help them 
learn the benefits of technology.  

  With obvious benefits for such a large number of people, 
the Bright Light Inn  o  vations team could look to donations 
to subsidize the Starlight Stove for the Nep  a  lese people. But 
the team has concerns about this traditional form of aid. 
Financing in the form of grants, government relief, or dona-
tions is unreliable. If it is not r  e  newed, projects wallow or 
die. Further, grants often fail to teach disadvantaged people 
skills and responsibility. So the team wants to create a 

*This case is based on a business plan written by Ajay Jha, Sachin 
Joshi, Katie Lucchesi, Dan Mastbergen, Ryan Palmer, and Chaun Sims.
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 sustainable venture that provides benefits for all—and has 
set up Bright Light Innovations as a for-profit business.  

  The management team has to make a number of mar-
keting decisions. For e  x  ample, it has to decide how to price 
the Starlight Stove. It estimates that the stove will cost 
about $60 to manufacture after setting up a plant in Nepal 
and expects that microfinancing organizations will provide 
loans for families. If units are sold for $80, the loan can 
be  financed at 20 percent interest for three years with 
 payments of $0.68 per week (microfinancing institutions 
typically collect on a weekly, or som  e  times daily, basis). The 

team thinks that it will be easy to find a microfinancing in-
st  i  tution to provide these loans. But the team is still unsure 
about whether this price will provide adequate margins for 
distributors.  

  The team also has to decide how to promote the stove 
to a population where less than half the adults can read. 
However, the team does have contacts with some business 
leaders, government officials, and nongovernmental orga-
nizations that may be able to provide advice and help.  

  What should be the marketing strategy of the Bright Light 
 Innovations team for the Starlight Stove? Why?  

  23.   Carson Furniture  
  Renee Carson, owner of Carson Furniture, is discouraged 
with her salespeople and is even thinking about hiring 
some new blood.  Carson has been running Carson Furni-
ture     for 10 years and has slowly built the sales to $3.5 mil-
lion a year. Her store is located on the outskirts of a 
growing city of 275,000 population. This is basically a fac-
tory city, and she has deliberately selected blue-collar 
workers as her target ma  r  ket. She carries some higher-
priced  furniture lines but emphasizes budget combin  a-
  tions and easy credit terms.  

  Carson     is concerned that she may have reached the 
limit of her sales growth—her sales have not been in-
creasing during the last two years even though total fur-
niture sales have been increasing in the city as new 
people move in. Her l  o  cal cable TV spots, newspaper ad-
vertising, and some ads on the local newspaper website 
seem to attract her target market, but many of these peo-
ple come in, shop around, and leave. Some of them 
come back—but most do not. She thinks her product se-
lections are very suitable for her target market and is 
concerned that her salespeople don’t close more sales 
with potential customers. Several times, she has discussed 
this matter with her 10 salespeople. Her staff feels they 
should treat cu  s  tomers the way they personally want to be 
treated. They argue that their role is to answer questions 
and be helpful when asked—not to make suggestions or 

help cu  s  tomers make decisions. They think this would be 
too “hard sell.”  

  Carson     says their behavior is interpreted as indiffer-
ence by the customers a  t  tracted to the store by her adver-
tising. She has tried to convince her salespeople that 
customers must be treated on an  individual basis and that 
some customers need more help in looking and deciding 
than others. Moreover, Carson     is convinced that some cus-
tomers would appreciate more help and suggestions than 
the sale  s  people themselves might want. To support her 
views, she showed her staff the data from a study of furni-
ture store customers (see Tables 1 and 2) that she found 
on the Internet website for a furniture trade association. 
She tried to explain the differences in demographic 
groups and pointed out that her store was definitely try-
ing to aim at specific people. She argued that they (the 
salespeople) should cater to the needs and attitudes of 
their customers and think less about how they would like 
to be treated themselves. Further, Carson     announced that 
she is considering changing the sales compensation plan 
or hiring new blood if the present employees can’t do a 
better job. Currently, the sales reps are paid $26,000 per 
year plus a 5 percent commission on sales.  

  Contrast Renee Carson’s     strategy and thoughts about her 
salespeople with their a  p  parent view of her strategy and especially 
their role in it. What should she do now? Explain.  

Table 1

Demographic Groups

In Shopping for Furniture I Found (Find) That Group A Group B Group C Group D

I looked at furniture in many stores before I made a purchase.   78%   72%   52%   50%

I went (am going) to only one store and bought (will buy) what I 
found (find) there.

 2  5 10   11

To make my purchase I went (am going) back to one of the 
stores I shopped in previously.

63 59 27 20

I looked (am looking) at furniture in no more than three stores and 
made (will make) my purchase in one of these.

20 25 40 45

I like a lot of help in selecting the right furniture. 27 33 62 69

I like a very friendly salesperson. 23 28 69 67
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 24. Wireway 
 Shayla McGrorey, marketing manager of consumer prod-
ucts for Wireway, is trying to set a price for her most prom-
ising new product—a space-saving shoe rack suitable for 
small homes or apartments. 

 Wireway—located in Ft. Worth, Texas—is a custom 
producer of industrial wire products. The company has a 
lot of experience bending wire into many shapes and 
also can chrome- or gold-plate finished products. The 
company was started 16 years ago and has slowly built its 
sales volume to $3.6 million a year. Just one year ago, 
 McGrorey was appointed marketing manager of the 
 consumer products division. It is her responsibility to 
 develop this division as a producer and marketer of the 
company’s own branded products—as distinguished 
from custom orders, which the industrial division pro-
duces for others. 

 McGrorey has been working on a number of different 
product ideas for almost a year now and has developed 
several designs for DVD holders, racks for soft-drink cans, 
plate holders, doll stands, collapsible book ends, and 
other such products. Her most promising product is a 
shoe rack for crowded homes and apartments. The wire 
rack attaches to the inside of a closet door and holds eight 
pairs of shoes. 

 The rack is very similar to one the industrial division 
produced for a number of years for another company. 
That company sold the shoe rack and hundreds of other 
related items out of its “products for organizing and stor-
ing” mail-order catalog. Managers at Wireway were sur-
prised by the high sales volume the catalog company 
achieved with the rack. In fact, that is what interested 

Wireway in the consumer market and led to the develop-
ment of the separate consumer products division. 

 McGrorey has sold hundreds of the shoe racks to vari-
ous local hardware, grocery and general merchandise 
stores, and wholesalers on a trial basis, but each time she 
has negotiated a price—and no firm policy has been set. 
Now she must determine what price to set on the shoe 
rack, which she plans to push aggressively wherever she 
can. Actually, she hasn’t decided on exactly which chan-
nels of distribution to use. But trials in the local area have 
been encouraging, and as noted earlier, the experience 
in the industrial division suggests that there is a large 
market for this type of product. Further, she has noticed 
that a Walmart store in her local area is selling a similar 
rack made of plastic. When she talked casually about her 
product with the store manager, he suggested that she 
contact the chain’s houseware buyers in the home office 
in Arkansas. 

 The manufacturing cost of her rack—when made in 
reasonable quantities—is approximately $2.80 if it is 
painted black and $3.60 if it is chromed. Similar products 
have been selling at retail in the $9.95 to $19.95 range. 
The sales and administrative overhead to be charged to 
the division will amount to $95,000 a year. This will in-
clude McGrorey’s salary and some travel and office ex-
penses. She expects that a number of other products will 
be developed in the near future. But for the coming year, 
she hopes the shoe rack will account for about half the 
consumer products division’s sales volume. 

 Evaluate Shayla McGrorey’s strategy planning so far. What 
should she do now? What price should she set for the shoe rack? 

Table 2 The Sample Design

Demographic Status

Upper class (Group A); 13% of sample
  This group consists of managers, proprietors, or executives of large businesses; professionals, including doctors, law-

yers, engineers, college professors, and school administrators; and research personnel and sales personnel, including 
managers, executives, and upper-income salespeople above level of clerks.
Family income over $60,000

Middle class (Group B); 37% of sample
  Group B consists of white-collar workers, including clerical, secretarial, salesclerks, bookkeepers, etc. It also includes 

school teachers, social workers, semiprofessionals, proprietors or managers of small businesses, industrial foremen, 
and other supervisory personnel.
Family income between $35,000 and $70,000

Lower middle class (Group C); 36% of sample
  Skilled workers and semiskilled technicians are in this category, along with custodians, elevator operators, telephone 

linemen, factory operatives, construction workers, and some domestic and personal service employees. 
Family income between $20,000 and $45,000. No one in this group has above a high school education.

Lower class (Group D); 14% of sample
 Nonskilled employees, day laborers. It also includes some factory operatives and domestic and service people.
 Family income under $28,000.
 None has completed high school; some have only grade school education.
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 25. Long Beach Plastics 
 Simon Howe, the marketing manager of Long Beach Plas-
tics, wants to increase sales by adding sales reps rather than 
“playing with price.” That’s how Simon describes what Judy 
Howe, his mother and Long Beach Plastics’ president, is 
suggesting. Judy is not sure what to do, either. But she does 
want to increase sales, so something new is needed. 

 Long Beach Plastics—of Long Beach, California—is a 
leading producer in the plastic forming machinery indus-
try. It has patents covering over 200 variations, but Long 
Beach Plastics’ customers seldom buy more than 30 differ-
ent types in a year. The machines are sold to plastic form-
ing manufacturers to increase production capacity or 
replace old equipment. 

 Established in 1970, the company has enjoyed a steady 
growth to its present position with annual sales of 
$50  million. Judy took over as president 15 years ago, after 
her husband Charles, the founder of the company, died 
of a sudden heart attack. The first few years were tough, 
but Judy emerged as a strong executive who has steered 
the company well. She is well respected in the industry. 

 Twelve U.S. firms compete in the U.S. plastic forming 
machinery market. Several Japanese, German, and 
 Swedish firms compete in the global market, but the 
Howes have not seen much of them on the West Coast. 
Apparently the foreign firms rely on manufacturers’ 
agents who have not provided an ongoing presence. They 
are not good about following up on inquiries, and their 
record for service on the few sales they have made on the 
East Coast is not satisfactory. So the Howes are not wor-
ried about them right now. 

 Each of the 12 U.S. competitors is about the same size 
and manufactures basically similar machinery. Each has 
tended to specialize in its own geographic region. Six of the 
competitors are located in the East, four in the Midwest, and 
two—including Long Beach Plastics—on the West Coast. 
The other West Coast firm is in Tacoma, Washington. All of 
the competitors offer similar prices and sell F.O.B. from 
their factories. Demand has been fairly strong in recent 
years. As a result, all of the competitors have been satisfied to 
sell in their geographic areas and avoid price-cutting. In fact, 
price-cutting is not a popular idea in this industry. About 
15 years ago, one firm tried to win more business and found 
that others immediately met the price cut—but industry 
sales (in units) did not increase at all. Within a few years, 
prices returned to their earlier level, and since then competi-
tion has tended to focus on promotion and avoid price. 

 Long Beach Plastics’ promotion depends mainly on six 
company sales reps, who cover the West Coast. In total, 
these reps cost about $880,000 per year including salary, 
bonuses, supervision, travel, and entertaining. When the 
sales reps are close to making a sale, they are supported by 
two sales engineers—at a cost of about $130,000 per year 
per engineer. Long Beach Plastics does some advertising 
in trade journals—less than $100,000—and occasionally 
uses direct mailings and trade show exhibits. It also has a 
simple website on the Internet—the main content on the 
site consists of PDF files of all the company’s sales bro-
chures. But the main promotion emphasis is on personal 

selling. Any personal contact outside the West Coast mar-
ket is handled by manufacturers’ agents who are paid 
4 percent on sales—but sales are very infrequent. 

 Judy is not satisfied with the present situation. Industry 
sales have leveled off and so have Long Beach Plastics’ 
sales—although the firm continues to hold its share of the 
market. Judy would like to find a way to compete more 
effectively in the other regions because she sees great po-
tential outside the West Coast. 

 Competitors and buyers agree that Long Beach Plastics 
is the top-quality producer in the industry. Its machines 
have generally been somewhat superior to others in terms 
of reliability, durability, and production capacity. The dif-
ference, however, usually has not been great enough to 
justify a higher price—because the others are able to do 
the necessary job—unless a Long Beach Plastics sales rep 
convinces the customer that the extra quality will improve 
the customer’s product and lead to fewer production line 
breakdowns. The sales rep also tries to sell the advantages 
of Long Beach Plastics’ better sales engineers and techni-
cal service  people—and sometimes is successful. But if a 
buyer is mainly interested in comparing delivered prices 
for basic machines—the usual case—Long Beach Plastics’ 
price must be competitive to get the business. In short, if 
such a buyer has a choice between Long Beach Plastics’ 
and another machine  at the same price,  Long Beach Plastics 
will usually win the business in its part of the West Coast 
market. But it’s clear that Long Beach Plastics’ price has 
to be at least competitive in such cases. 

 The average plastic forming machine sells for about 
$220,000, F.O.B. shipping point. Shipping costs within 
any of the three major regions average about $4,000—
but another $3,000 must be added on shipments be-
tween the West Coast and the Midwest (either way) and 
another $3,000 between the Midwest and the East. 

 Judy is thinking about expanding sales by absorbing the 
extra $3,000 to $6,000 in freight cost that occurs if a mid-
western or eastern customer buys from her West Coast loca-
tion. By doing this, she would not actually be cutting price in 
those markets but rather reducing her net return. She thinks 
that her competitors would not see this as price competition 
and therefore would not resort to cutting prices themselves. 

 Simon disagrees. Simon thinks that the proposed 
freight absorption plan would stimulate price competi-
tion in the Midwest and East and perhaps on the West 
Coast. He proposes instead that Long Beach Plastics hire 
some sales reps to work the Midwest and Eastern 
 regions—selling quality—rather than relying on the man-
ufacturers’ agents. He argues that two additional sales 
reps in each of these regions would not increase costs too 
much and might greatly increase the sales from these 
markets over that brought in by the agents. With this plan, 
there would be no need to absorb the freight and risk dis-
rupting the status quo. Adding more of Long Beach Plas-
tics’ own sales reps is especially important, he argues, 
because competition in the Midwest and East is somewhat 
hotter than on the West Coast—due to the number of 
competitors (including foreign competitors) in those 
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 regions. A lot of expensive entertaining, for example, 
seems to be required just to be considered as a potential 
supplier. In contrast, the situation has been rather quiet in 
the West—because only two firms are sharing this market 
and each is working harder near its home base. The east-
ern and midwestern competitors don’t send any sales reps 
to the West Coast—and if they have any manufacturers’ 
agents, they haven’t gotten any business in recent years. 

 Judy agrees that her son has a point, but industry sales 
are leveling off and Judy wants to increase sales. Further, 
she thinks the competitive situation may change drastically 

in the near future anyway, as global competitors get more 
aggressive and some possible new production methods and 
machines become more competitive with existing ones. She 
would rather be a leader in anything that is likely to happen 
rather than a follower. But she is impressed with Simon’s 
comments about the greater competitiveness in the other 
markets and therefore is unsure about what to do. 

 Evaluate Long Beach Plastics’ current strategies. Given Judy 
Howe’s sales objective, what should Long Beach Plastics do? 
Explain. 

 26. Abundant Harvest 
 Chelsea Skye-Rice, president of Abundant Harvest, is not 
sure what she should propose to the board of directors. 
Her recent strategy change isn’t working. And Don 
 Bartley, Abundant  Harvest’s only sales rep (and a board 
member), is so frustrated that he refuses to continue his 
discouraging sales efforts. Don wants Chelsea to hire a 
sales force or do  something . 

 Abundant Harvest is a long-time processor in the 
highly seasonal vegetable canning industry. Abundant 
Harvest packs and sells canned beans, peas, carrots, corn, 
peas and carrots mixed, and kidney beans. It sells mainly 
through food brokers to merchant wholesalers, supermar-
ket chains (such as Kroger, Safeway, A&P, and Jewel), co-
operatives, and other outlets, mostly in the Midwest. Of 
less importance, by volume, are sales to local institutions, 
grocery stores, and supermarkets—and sales of dented 
canned goods at low prices to walk-in customers. 

 Abundant Harvest is located in Wisconsin’s beautiful 
Devil’s Valley. The company has more than $28 million in 
sales annually (exact sales data are not published by the 
closely held corporation). Plants are located in strategic 
places along the valley, with main offices in the valley also. 
The Abundant Harvest brand is used only on canned 
goods sold in the local market. Most of the goods are sold 
and shipped under a retailer’s label or a broker’s/ 
wholesaler’s label. 

 Abundant Harvest is well known for the consistent 
quality of its product offerings. And it’s always willing to 
offer competitive prices. Strong channel relations were 
built by Robert Skye, Abundant Harvest’s former chair-
man of the board and chief executive officer. Robert—
who still owns controlling interest in the firm—worked 
the Chicago area as the company’s sales rep in its earlier 
years, before he took over from his father as president in 
1974. Robert was an ambitious and hard-working top 
manager—the firm prospered under his direction. He be-
came well known within the canned food processing in-
dustry for technical/product innovations. 

 During the off-canning season, Robert traveled widely. 
In the course of his travels, he arranged several important 
business deals. His 1990 and 2001 trips resulted in the fol-
lowing two events: (1) inexpensive pineapple was imported 
from Taiwan and sold by Abundant Harvest, primarily to 
expand the product line, and (2) a technically advanced 
continuous process cooker (65 feet high) was imported 

from England and installed at one of  Abundant Harvest’s 
plants. It was the first of its kind in the United States and 
cut processing time sharply while improving quality. 

 Robert retired in 2010 and named his daughter, 35-year-
old Chelsea Skye-Rice, as his successor. Chelsea is intelligent 
and hardworking. She has been concerned primarily with 
the company’s financial matters and only recently with mar-
keting  problems. During her seven years as financial direc-
tor, the firm received its highest credit rating and was able to 
borrow working capital ($5 million to meet seasonal can and 
wage requirements) at the lowest rate ever. 

 The fact that the firm isn’t unionized allows some com-
petitive advantage. However, changes in minimum wage laws 
have increased costs. And these and other rising costs have 
squeezed profit margins. This led to the recent closing of two 
plants as they became less efficient to operate. Abundant Har-
vest expanded capacity of the remaining two plants  (especially 
warehouse facilities) so they could operate more profitably 
with maximum use of existing processing  equipment. 

 Shortly after Robert’s retirement, Chelsea reviewed the 
company’s situation with her managers. She pointed to nar-
rowing profit margins, debts contracted for new plants and 
equipment, and an increasingly competitive environment. 
Even considering the temporary labor-saving competitive ad-
vantage of the new cooker system, there seemed to be no way 
to improve the status quo unless the firm could sell direct—
as it does in the local market—thereby eliminating the food 
brokers’ 5 percent commission on sales. This was the chosen 
plan, and Don Bartley was given the new sales job. An inside 
salesperson was retained to handle incoming orders and do 
some telemarketing to smaller accounts. 

 Don, the only full-time outside sales rep for the firm, lives 
in Devil’s Valley. Other top managers do some selling but 
not much. Being a nephew of Robert, Don is also a member 
of the board of directors. He is well qualified in technical 
matters and has a college degree in food chemistry. Al-
though Don formerly did call on some important customers 
with the brokers’ sales reps, he is not well known in the in-
dustry or even by Abundant Harvest’s usual customers. 

 It is now five months later. Don is not doing very well. 
He has made several selling trips, placed hundreds of tele-
phone calls, and maintained constant e-mail contacts with 
prospective  customers—all with discouraging results. He is 
unwilling to continue sales efforts on his own. There seem 
to be too many potential customers for one person to 
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reach. And much negotiating, wining, and dining seems to 
be needed—certainly more than he can or wants to do. 

 Don insists that Abundant Harvest hire a sales force to 
continue the present way of operating. Sales are down in 
comparison both to expectations and to the previous 
year’s results. Some regular supermarket chain customers 
have stopped buying—though basic consumer demand 
has not changed. Further, buyers for some supermarket 
chains that might be potential new customers have de-
manded quantity guarantees much larger than Abundant 

Harvest can supply. Expanding supply would be difficult 
in the short run—because the firm typically must contract 
with growers to ensure supplies of the type and quality it 
normally offers. 

 Robert, still the controlling stockholder, has asked for 
a special meeting of the board in two weeks to discuss the 
present  situation. 

 Evaluate Abundant Harvest’s past and current strategy plan-
ning. What should Chelsea Skye-Rice tell Robert Skye? What 
should Abundant Harvest do now? 

 27. Advanced Molding, Inc. 
 Anya Winrow is trying to decide whether to leave her pres-
ent job to buy into another business and be part of top 
management. 

 Anya is now a sales rep for a plastics components manu-
facturer. She calls mostly on large industrial accounts—such 
as refrigerator manufacturers—who might need large quan-
tities of custom-made products like door liners. She is on a 
straight salary of $55,000 per year, plus expenses and a com-
pany car. She expects some salary increases but doesn’t see 
much long-run opportunity with this company. 

 As a result, she is seriously considering changing jobs 
and investing $60,000 in Advanced Molding, Inc., an estab-
lished  Chicago (Illinois) thermoplastic molder (manufac-
turer). Gary Beal, the present owner, is nearing retirement 
and has not trained anyone to take over the business. He 
has agreed to sell the business to Joseph O’Sullivan, a law-
yer, who has invited Anya to invest and become the sales 
manager. Joseph has agreed to match Anya’s current salary 
plus expenses, plus a bonus of 2 percent of profits. How-
ever, she must invest to become part of the new company. 
She will get a 5 percent interest in the business for the nec-
essary $60,000 investment—all of her savings. 

 Advanced Molding, Inc., is well established and last 
year had sales of $3.2 million—but zero profits (after pay-
ing Gary a salary of $90,000). In terms of sales, cost of 
materials was 46 percent; direct labor, 13 percent; indirect 
factory labor, 15 percent; factory overhead, 13 percent; 
and sales overhead and general expenses, 13 percent. The 

company has not been making any profit for several 
years—but it has been continually adding new computer-
controlled machines to replace those made obsolete by 
technological developments. The machinery is well main-
tained and modern, but most of it is similar to that used 
by its many competitors. Most of the machines in the in-
dustry are standard. Special products are made by using 
specially made dies with these machines. 

 Sales have been split about two-thirds custom-molded 
products (that is, made to the specification of other pro-
ducers or merchandising concerns) and the balance pro-
prietary items (such as housewares and game items, like 
poker chips). 

 The housewares are copies of items developed by others 
and indicate neither originality nor style. Gary is in charge of 
selling the proprietary items, which are distributed through 
any available wholesale channels. The custom-molded prod-
ucts are sold through two full-time sales reps—who receive a 
10 percent commission on individual orders up to $30,000 
and then 3 percent above that level—and also by three man-
ufacturers’ reps who get the same commissions. 

 The company seems to be in fairly good financial con-
dition, at least as far as book value is concerned. The 
$60,000 investment will buy almost $88,000 in assets—and 
ongoing operations should pay off the seven-year note 
(see  Table 1). Joseph thinks that with new management 
the company has a good chance to make big profits. He 
expects to make some economies in the production 

Table 1 Advanced Molding, Inc., Statement of Financial Conditions, December 31, 2010

Assets  Liabilities and Net Worth

Cash    .  .  .  .  .  .  .  .  .  .  .  .  .    $     19,500 Liabilities:

Accounts receivable   .  .  .  .    82,500  Accounts payable  . . . . . . . . . . . . . . . . . . . .  $   105,000

Building .  .  .  .  .  .  .  .  .  .  .  .   $337,500   Notes payable—7 years (machinery). . . . . . . .  291,000

 Less: depreciation  .  .  .  .   112,500

   225,000

Machinery   .  .  .  .  .  .  .  .  .  .   2,100,000  Net worth:

 Less: depreciation  .  .  .  .   675,000   Capital stock   . . . . . . . . . . . . . . . . . . . . . . . . 1,350,000

   1,425,000  Retained earnings   . . . . . . . . . . . . . . . . . .  6,000

Total assets .  .  .  .  .  .  .  .  .  .    $1,752,000 Total liabilities and net worth . . . . . . . . . . . . $1,752,000
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 process— because he feels most production operations 
can be improved. He plans to keep custom-molding sales 
at approximately the present $2 million level. His new 
strategy will try to increase the proprietary sales volume 
from $1.2 million to $3 million a year. Anya is expected to 
be a big help here because of her sales experience. This 
will bring the firm up to about capacity level—but it will 
mean adding additional employees and costs. The major 
advantage of expanding sales will be spreading overhead. 

 Some of the products proposed by Joseph for expand-
ing proprietary sales are listed below. 

  New products for consideration:  
 Safety helmets for cyclists 
 Water bottles for cyclists and in-line skaters 
 Waterproof cases for digital cameras 
 Toolboxes 
 Closet organizer/storage boxes for toys 
 Short legs for furniture 

 Carlos Gonzalez, president and marketing manager of 
KCA Precision Tools, is deciding what strategy, or strate-
gies, to pursue. 

 KCA Precision Tools (KCA) is a manufacturer of indus-
trial cutting tools. These tools include such items as lathe 
blades, drill press bits, and various other cutting edges 
used in the operation of large metal cutting, boring, or 
stamping machines. Carlos takes great pride in the fact 
that his company—whose $5.7 million sales in 2010 is 
small by industry standards—is recognized as a producer 
of a top-quality line of cutting tools. 

 Competition in the cutting-tool industry is intense. KCA 
competes not only with the original machine manufactur-
ers, but also with many other larger domestic and foreign 
manufacturers offering cutting tools as one of their many 
different product lines. This has had the effect, over the 
years, of standardizing the price, specifications, and, in 
turn, the quality of the competing products of all manufac-
turers. It has also led to fairly low prices on standard items. 

 About a year ago, Carlos was tiring of the financial 
pressure of competing with larger companies enjoying 
economies of scale. At the same time, he noted that more 
and more potential cutting-tool customers were turning 
to small tool-and-die shops that used computer-controlled 
equipment to meet specialized needs that could not be 
met by the mass production firms. Carlos thought perhaps 
he should consider some basic strategy changes.  Although 
he was unwilling to become strictly a custom producer, he 
thought that the recent trend toward buying customized 
cutting edges suggested new markets might be develop-
ing—markets too small for the large, multi-product line 
companies to serve profitably but large enough to earn a 
good profit for a flexible company of KCA’s size. 

 Carlos hired a marketing research company, MRe-
searchPro, to study the feasibility of serving these markets. 
The initial results were encouraging. It was estimated that 
KCA might increase sales by 65 percent and profits by 
90 percent by serving the emerging markets. The research 

showed that there are many large users of standard cut-
ting tools who buy directly from large cutting-tool manu-
facturers (domestic or foreign) or wholesalers who 
represent these manufacturers. This is the bulk of the 
cutting-tool business (in terms of units sold and sales dol-
lars). But there are also many smaller users all over the 
United States who buy in small but regular quantities. 
And some of these needs are becoming more specialized. 
That is, a special cutting tool may make a machine and/
or worker much more productive, perhaps eliminating 
several steps with time-consuming setups. This is the area 
that the research company sees as potentially attractive. 

 Next, Carlos had the sales manager hire two techni-
cally oriented market researchers (at a total cost of 
$85,000 each per year, including travel expenses) to main-
tain continuous contact with potential cutting-tool cus-
tomers. The researchers were supposed to identify any 
present or future needs that might exist in enough cases 
to make it possible to profitably produce a specialized 
product. The researchers were not to take orders or sell 
KCA’s products to the potential customers. Carlos felt 
that only through this policy could these researchers talk 
to the right people. 

 The initial feedback from the market researchers was 
most encouraging. Many firms (large and small) had spe-
cial needs—although it often was necessary to talk to the 
shop foreman or individual machine operators to find 
these needs. Most operators were making do with the 
tools available. Either they didn’t know customizing was 
possible or doubted that their supervisors would do any-
thing about it if they suggested that a more specialized 
tool could increase productivity. But these operators were 
encouraging because they said that it would be easier to 
persuade supervisors to order specialized tools if the tools 
were already produced and in stock than if they had to be 
custom made. So Carlos decided to continually add high-
quality products to meet the ever-changing, specialized 
needs of users of cutting tools and edges. 

 Step-on garbage cans without liners 
 Exterior house shutters and siding 
 Importing and distributing foreign housewares 

 Advanced Molding faces heavy competition from many 
other similar companies including firms that have out-
sourced production to China and Eastern Europe, where 
labor costs are much lower. Further, most retailers expect 
a wide margin, sometimes 50 to 60 percent of the retail 
selling price. Even so, manufacturing costs are low 
enough so that Advanced Molding can spend some 
money for promotion while still keeping the price com-
petitive. Apparently, many customers are willing to pay for 
novel new products—if they see them in stores. And Anya 
isn’t worried too much by tough competition. She sees 
plenty of that in her present job. And she does like the 
idea of being an “owner and sales manager.” 

 Evaluate Advanced Molding’s situation and Joseph 
O’Sullivan’s strategy. What should Anya Winrow do? Why? 

 28. KCA Precision Tools (KCA) 
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 KCA’s potential customers for specialized tools are lo-
cated all over the United States. The average sale per cus-
tomer is likely to be less than $500, but the sale will be 
repeated several times within a year. Because of the wide-
spread market and the small order size, Carlos doesn’t think 
that selling direct—as is done by small custom shops—is 
practical. At the present time, KCA sells 90 percent of its 
regular output through a large industrial wholesaler—Su-
perior Mill Supply—which serves the area east of the 
 Mississippi River and carries a very complete line of indus-
trial supplies (to “meet every industrial need”). Superior 
carries over 10,000 items. Some sales come from customers 
who know exactly what they want and just place orders di-
rectly by fax or at the firm’s website. But most of the selling 
is by Superior’s sales reps, who work from an electronic cat-
alog on a laptop computer. Superior, although very large 
and well known, is having trouble moving cutting tools. It’s 
losing sales of cutting tools in some cities to newer wholesal-
ers specializing in the cutting tool industry. The new whole-
salers are able to give more technical help to potential 
customers and therefore better service. Superior’s president 
is convinced that the newer, less- experienced concerns will 
either realize that a substantial profit margin can’t be main-
tained along with their aggressive strategies, or they will 
eventually go broke trying to overspecialize. 

 From Carlos’s standpoint, the present wholesaler has 
a  good reputation and has served KCA well in the past. 

 Superior has been of great help in holding down Carlos’s 
inventory costs—by increasing the inventory in Superior’s 35 
branch locations. Although Carlos has received several com-
plaints about the lack of technical assistance given by Supe-
rior’s sales reps—as well as their lack of knowledge about 
KCA’s new special products—he feels that the present whole-
saler is providing the best service it can. All its sales reps have 
been told about the new products at a special training ses-
sion, and new pages have been added to the electronic cata-
log on their laptops. So regarding the complaints, Carlos 
says, “The usual things you hear when you’re in business.” 

 Carlos thinks there are more urgent problems than a few 
complaints. Profits are declining, and sales of the new cut-
ting tools are not nearly as high as forecast—even though all 
research reports indicate that the company’s new products 
meet the intended markets’ needs perfectly. The high costs 
involved in producing small quantities of special products 
and in adding the market research team—together with 
lower than expected sales—have significantly reduced KCA’s 
profits. Carlos is wondering whether it is wise to continue to 
try to cater to the needs of many specific target markets 
when the results are this discouraging. He also is considering 
increasing advertising expenditures including some search 
engine advertising in the hope that customers will pull the 
new products through the channel. 

 Evaluate KCA’s situation and Carlos Gonzalez’s present 
 strategy. What should he do now? 

 29. Quality Iron Castings, Inc. 
 Mallory Rizocki, marketing manager for Quality Iron 
Castings, Inc., is trying to figure out how to explain to her 
boss why a proposed new product line doesn’t make sense 
for them. Mallory is sure it’s wrong for Quality Iron Cast-
ings, but isn’t able to explain why. 

 Quality Iron Castings, Inc., is a producer of malleable 
iron castings for automobile and aircraft manufacturers 
and a variety of other users of castings. Last year’s sales of 
castings amounted to over $70 million. 

 Quality Iron Castings also produces about 30 percent of 
all the original equipment bumper jacks installed in new 
U.S.-made automobiles each year. This is a very price- 
competitive business, but Quality Iron Castings has been 
able to obtain its large market share with frequent personal 
contact between the company’s executives and its custom-
ers—supported by very close cooperation between the 
company’s engineering department and its customers’ buy-
ers. This has been extremely important because the wide 
variety of models and model changes frequently requires 
alterations in the specifications of the bumper jacks. All of 
Quality Iron Castings’ bumper jacks are sold directly to the 
automobile manufacturers. No attempt has been made to 
sell bumper jacks to final consumers through hardware and 
automotive channels—although they are available through 
the manufacturers’ automobile dealers. 

 Tim Kingston, Quality Iron Castings’ production 
 manager, now wants to begin producing hydraulic garage 
jacks for sale through auto-parts wholesalers to auto-parts 

 retailers. Tim saw a variety of hydraulic garage jacks at a re-
cent automotive show and knew immediately that his plant 
could produce these products. This especially interested 
him because of the possibility of using excess capacity. Fur-
ther, he says “jacks are jacks,” and the company would merely 
be broadening its product line by introducing hydraulic ga-
rage jacks. (Note: Hydraulic garage jacks are larger than 
bumper jacks and are intended for use in or around a ga-
rage. They are too big to carry in a car’s trunk.) 

 As Tim became more enthusiastic about the idea, he 
found that Quality Iron Castings’ engineering department 
already had a patented design that appeared to be at least 
comparable to the products now offered on the market. Fur-
ther, Tim says that the company would be able to produce a 
product that is better made than the competitive products 
(i.e., smoother castings)—although he agrees that most cus-
tomers probably wouldn’t notice the difference. The pro-
duction department estimates that the cost of producing a 
hydraulic garage jack comparable to those currently offered 
by competitors would be about $48 per unit. 

 Mallory has just received an e-mail from Jesse Zachary, 
the company president, explaining the production de-
partment’s enthusiasm for broadening Quality Iron Cast-
ings’ present jack line into hydraulic jacks. Jesse seems 
enthusiastic about the idea too, noting that it would be a 
way to make fuller use of the company’s resources and 
increase its sales. Jesse’s e-mail asks for Mallory’s reaction, 
but Jesse already seems sold on the idea. 
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 Given Jesse’s enthusiasm, Mallory isn’t sure how to re-
spond. She’s trying to develop a good explanation of why 
she isn’t excited about the proposal. The firm’s six sales reps 
are already  overworked with their current accounts. And 
Mallory couldn’t possibly promote this new line herself—
she’s already helping other reps make calls and serving as 
sales manager. So it would be necessary to hire someone to 
promote the line. And this sales manager would probably 
have to recruit manufacturers’ agents (who probably will 
want 10 to 15 percent commission on sales) to sell to auto-
motive wholesalers who would stock the jack and sell to the 
auto-parts retailers. The wholesalers will probably expect 
trade discounts of about 20 percent, trade show exhibits, 
some national advertising, and sales promotion help (cata-
log sheets, mailers, and point-of-purchase displays). Further, 
Mallory sees that Quality Iron Castings’ billing and collec-
tion system will have to be expanded because many more 

customers will be involved. It will also be necessary to keep 
track of agent commissions and accounts receivable. 

 Auto-parts retailers are currently selling similar hydrau-
lic garage jacks for about $99. Mallory has learned that 
such retailers typically expect a trade discount of about 35 
percent off of the suggested list price for their auto parts. 

 All things considered, Mallory feels that the proposed 
hydraulic jack line is not very closely related to the com-
pany’s present emphasis. She has already indicated her 
lack of enthusiasm to Tim, but this made little difference 
in Tim’s thinking. Now it’s clear that Mallory will have to 
convince the president or she will soon be responsible for 
selling hydraulic jacks. 

 Contrast Quality Iron Castings, Inc.’s current strategy and 
the proposed strategy. What should Mallory Rizocki say to Jesse 
Zachary to persuade him to change his mind? Or should she just 
plan to sell hydraulic jacks? Explain. 

 30. Walker-Winkle Mills, Ltd.* 
 Valerie Boudreau, marketing manager of Walker- Winkle 
Mills, Ltd.—a Canadian company—is being urged to ap-
prove the creation of a separate marketing plan for 
 Quebec. This would be a major policy change because 
Walker-Winkle Mills’ international parent is trying to move 
toward a global strategy for the whole firm and  Boudreau 
has been supporting Canada-wide planning. 

 Boudreau has been the marketing manager of Walker-
Winkle Mills, Ltd., for the last four years—since she arrived 
from international headquarters in Minneapolis. Walker-
Winkle Mills, Ltd., headquartered in Toronto, is a subsid-
iary of a large U.S.-based consumer packaged food 
company with worldwide sales of more than $2.8 billion in 
2007. Its Canadian sales are just over $450 million, with the 
Quebec and Ontario markets accounting for 69  percent of 
the company’s Canadian sales. 

 The company’s product line includes such items as 
cake mixes, puddings, pie fillings, pancakes, prepared 
foods, and frozen dinners. The company has successfully 
introduced at least six new products every year for the last 
five years. Products from Walker-Winkle Mills are known 
for their high quality and enjoy much brand preference 
throughout Canada, including the Province of Quebec. 

 The company’s sales have risen every year since 
 Boudreau took over as marketing manager. In fact, the 
company’s market share has increased steadily in each of 
the product categories in which it competes. The Quebec 
market has closely followed the national trend except 
that, in the past two years, total sales growth in that mar-
ket began to lag. 

 According to Boudreau, a big advantage of Walker-
Winkle Mills over its competitors is the ability to coordi-
nate all phases of the food business from Toronto. For 
this reason, Boudreau meets at least once a month with 
her product managers—to discuss developments in local 

markets that might affect marketing plans. While each 
manager is free to make suggestions and even to suggest 
major changes, Boudreau has the responsibility of giving 
final approval for all plans. 

 One of the product managers, Jackie Provence, ex-
pressed great concern at the last monthly meeting about 
the poor performance of some of the company’s products 
in the Quebec market. While a broad range of possible rea-
sons—ranging from inflation and the threat of job losses to 
politics—were reviewed to try to explain the situation, 
Provence insisted that it was due to a basic lack of under-
standing of that market. She felt not enough managerial 
time and money had been spent on the Quebec market—in 
part because of the current emphasis on developing all-
Canada plans on the way to having one global strategy. 

 Provence felt the current marketing approach to the 
Quebec market should be reevaluated because an inap-
propriate marketing plan may be responsible for the sales 
slowdown. After all, she said, “80 percent of the market is 
French-speaking. It’s in the best interest of the company 
to treat that market as being separate and distinct from 
the rest of Canada.” 

 Provence supported her position by showing that Que-
bec’s per capita consumption of many product categories 
(in which the firm competes) is above the national aver-
age (see Table 1). Research projects conducted by Walker-
Winkle Mills also support the “separate and distinct” 
argument. Over the years, the firm has found many 
French–English differences in brand attitudes, lifestyles, 
usage rates, and so on. 

 Provence argued that the company should develop a 
unique Quebec marketing plan for some or all of its 
brands. She specifically suggested that the French- 
language advertising plan for a particular brand be devel-
oped independently of the plan for English Canada. 

 Currently, the Toronto agency assigned to the brand 
just translates its English-language ads for the French mar-
ket. Boudreau pointed out that the present  advertising 

*This case was adapted from one written by Professor Roberta 
Tamilia, University of Windsor, Canada.
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 Finally, various issues related to discount policies, pric-
ing structure, sales promotion, and cooperative advertis-
ing were discussed. All of these suggested that things were 
different in Quebec and that future marketing plans 
should reflect these differences to a greater extent than 
they do now. After the meeting, Boudreau stayed in her 
office to think about the situation. Although she agreed 
with the basic idea that the Quebec market was in many 
ways different, she wasn’t sure how far the company 
should go in recognizing this fact. She knew that regional 
differences in food tastes and brand purchases existed not 
only in Quebec but in other parts of Canada as well. But 
people are people, after all, with far more similarities 
than differences, so a Canadian and, eventually, a global 
strategy makes some sense too. 

 Boudreau was afraid that giving special status to one 
region might conflict with top management’s objective of 
achieving standardization whenever possible—one global 
strategy for Canada, on the way to one worldwide global 
strategy. She was also worried about the long-term effect 
of such a policy change on costs, organizational structure, 
and brand image. Still, enough product managers had ex-
pressed their concern over the years about the Quebec 
market to make her wonder if she shouldn’t modify the 
current approach. Perhaps they could experiment with a 
few brands—and just in Quebec. She could cite the lan-
guage difference as the reason for trying Quebec rather 
than any of the other provinces. But Boudreau realizes 
that any change of policy could be seen as the beginning 
of more change, and what would Minneapolis think? 
Could she explain it successfully there? 

 Evaluate Walker-Winkle Mills, Ltd.’s present strategy. What 
should Valerie Boudreau do now? Explain. 

 approach assured Walker-Winkle Mills of a uniform brand 
image across Canada. Provence said she knew what the 
agency is doing, and that straight translation into 
 Canadian-French may not communicate the same brand 
image. The discussion that followed suggested that a dif-
ferent brand image might be needed in the French market 
if the company wanted to stop the brand’s decline in sales. 

 The managers also discussed the food distribution sys-
tem in Quebec. The major supermarket chains have 
their lowest market share in that province. Independents 
are strongest there—the mom-and-pop food stores fast 
disappearing outside Quebec remain alive and well in 
the province. Traditionally, these stores have stocked a 
higher proportion (than supermarkets) of their shelf 
space with national brands, an advantage for Walker- 
Winkle Mills. 

Table 1  Per Capita Consumption Index, Province of 
Quebec (Canada 5 100)*

Cake mixes 107 Soft drinks 126
Pancakes 87 Pie fillings 118
Puddings 114 Frozen dinners 79
Salad dressings 85 Prepared packaged
   foods 83
Molasses 132 Cookies 123

*An index shows the relative consumption as compared to a standard. In this ta-
ble, the standard is all of Canada. The data show that per capita consumption of 
cake mixes is 7% higher in Quebec and pancake consumption 13% lower com-
pared to all of Canada.

 31. Amato Home Health (AHH) 
 Maribeth Amato, executive director of Amato Home 
Health, is trying to clarify her strategies. She’s sure some 
changes are needed, but she’s less sure about how  much 
 change is needed and/or whether it can be handled by 
her people. 

 Amato Home Health (AHH) is a nonprofit organiza-
tion that has been operating—with varying degrees of suc-
cess—for 25 years, offering nursing services in clients’ 
homes. Some of its funding comes from the local United 
Way—to provide emergency nursing services for those 
who can’t afford to pay. The balance of the revenues—
about 90 percent of the $2.2 million annual budget—
comes from charges made directly to the client or to 
third-party payers, including insurance companies, health 
maintenance organizations (HMOs), and the federal gov-
ernment, for Medicare or Medicaid services. 

 Maribeth has been executive director of AHH for two 
years. She has developed a well-functioning organization 
able to meet most requests for service that come from 
local doctors and from the discharge officers at local 
hospitals. Some business also comes by self- referral—the 

client finds the AHH name in the Yellow Pages of the 
local phone directory. 

 The last two years have been a rebuilding time— 
because the previous director had personnel problems. 
This led to a weakening of the agency’s image with the 
local referring agencies. Now the image is more posi-
tive. But Maribeth is not completely satisfied with the 
situation. By definition, Amato Home Health is a non-
profit organization. But it still must cover all its costs: 
payroll, rent payments, phone expenses, and so on, in-
cluding Maribeth’s own salary. She can see that while 
AHH is growing slightly and is now breaking even, it 
doesn’t have much of a cash cushion to fall back on if 
(1) the demand for AHH nursing services declines, 
(2) the government changes its rules about paying for 
AHH’s kind of  nursing services, either cutting back 
what it will pay for or reducing the amount it will pay 
for specific services, or (3) new competitors enter the 
market. In fact, the last possibility concerns Maribeth 
greatly. Some hospitals, squeezed for revenue, are ex-
panding into home health care—especially nursing 
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services as patients are being released earlier from hos-
pitals because of payment limits set by government 
guidelines. For-profit organizations (e.g., Kelly Home 
Care Services) are expanding around the country to 
provide a complete line of home health care services, 
including nursing services of the kind offered by AHH. 
These for-profit organizations appear to be efficiently 
run, offering good service at competitive and some-
times even lower prices than some nonprofit organiza-
tions. And they seem to be doing this at a profit, which 
suggests that it would be possible for these for-profit 
companies to lower their prices if nonprofit organiza-
tions try to compete on price. 

 Maribeth is considering whether she should ask her 
board of directors to let her offer a complete line of home 
health care services—that is, move beyond just nursing 
services into what she calls “care and comfort” services. 

 Currently, AHH is primarily concerned with providing 
professional nursing care in the home. But AHH nurses 
are much too expensive for routine home health care 
 activities—helping fix meals, bathing and dressing pa-
tients, and other care and comfort activities. The full cost 
of a nurse to AHH, including benefits and overhead, is 
about $65 per hour. But a registered nurse is not needed 
for care and comfort services. All that is required is some-
one who is honest, can get along with all kinds of people, 
and is willing to do this kind of work. Generally, any ma-
ture person can be trained fairly quickly to do the job—
following the instructions and under the general 
supervision of a physician, a nurse, or family members. 
The full cost of aides is $9 to $16 per hour for short visits 
and as low as $75 per 24 hours for a live-in aide who has 
room and board supplied by the client. 

 The demand for all kinds of home health care services 
seems to be growing. With more dual-career families and 
more single-parent households, there isn’t anyone in the 
family to take over home health care when the need arises—
due to emergencies or long-term disabilities. Further, hospi-
tals send patients home earlier than in the past. And with 
people living longer, there are more single- survivor family 
situations where there is no one nearby to take care of the 
needs of these older people. But often some family 
 members—or third-party payers such as the government or 
insurers—are willing to pay for some home health care ser-
vices. Maribeth now occasionally recommends other agen-
cies or suggests one or another of three women who have 
been doing care and comfort work on their own, part-time. 
But with growing demand, Maribeth wonders if AHH 
should get into this business, hiring aides as needed. 

 Maribeth is concerned that a new, full-service home 
health care organization may come into her market and 
be a single source for both nursing services  and  less-
skilled home care and comfort services. This has hap-
pened already in two nearby but somewhat larger cities. 
Maribeth fears that this might be more appealing than 
AHH to the local hospitals and other referrers. In other 
words, she can see the possibility of losing nursing ser-
vice business if AHH does not begin to offer a complete 
home health care service. This would cause real prob-
lems for AHH—because overhead costs are more or less 
fixed. A loss in revenue of as little as 10 percent would 

require some cutbacks—perhaps laying off some nurses 
or secretaries, giving up part of the office, and so on. 

 Another reason for expanding beyond nursing 
 services—using paraprofessionals and relatively unskilled 
personnel—is to offer a better service to present custom-
ers  and  make more effective use of the computer systems 
and organization structure that she has developed over 
the last two years. Maribeth estimates that the administra-
tive and office capabilities could handle twice as many cli-
ents without straining the system. It would be necessary to 
add some clerical help—if the expansion were quite large. 
But this increase in overhead would be minor compared 
to the present proportion of total revenue that goes to 
covering overhead. In other words, additional clients or 
more work for some current clients could increase reve-
nue and ensure the survival of AHH, provide a cushion to 
cover the normal fluctuations in demand, and ensure 
more job security for the administrative personnel. 

 Further, Maribeth thinks that if AHH were successful in 
expanding its services—and therefore could generate some 
surplus—it could extend services to those who aren’t now 
able to pay. Maribeth says one of the worst parts of her job 
is refusing service to clients whose third-party benefits have 
run out or for whatever reason can no longer afford to pay. 
She is uncomfortable about having to cut off service, but 
she must schedule her nurses to provide revenue- 
producing services if she’s going to meet the payroll every 
two weeks. By expanding to provide more services, she 
might be able to keep serving more of these nonpaying cli-
ents. This possibility excites Maribeth because her nurse’s 
training has instilled a deep desire to serve people in need, 
whether they can pay or not. This continual pressure to cut 
off service because people can’t pay has been at the root of 
many disagreements and even  arguments between the 
nurses serving the clients and Maribeth, as executive direc-
tor and representative of the board of  directors. 

 Maribeth knows that expanding into care and com-
fort services won’t be easy. Some decisions would be 
needed about relative pay levels for nurses, paraprofes-
sionals, and aides. AHH would also have to set prices for 
these different services and tell current customers and 
referral agencies about the expanded services. 

 These problems aren’t bothering Maribeth too much, 
however—she thinks she can handle them. She is sure that 
care and comfort services are in demand and could be sup-
plied at competitive prices. 

 Her primary concern is whether this is the right 
thing for Amato Home Health—basically a nursing 
 organization—to do. AHH’s whole history has been ori-
ented to supplying  nurses’ services . Nurses are dedicated 
professionals who bring high standards to any job they 
undertake. The question is whether AHH should offer 
less-professional services. Inevitably, some of the aides 
will not be as dedicated as the nurses might like them 
to be. And this could reflect unfavorably on the nurse 
image. At a minimum, she would need to set up some 
sort of training program for the aides. As Maribeth wor-
ries about the future of AHH, and her own future, it 
seems that there are no easy answers. 

 Evaluate AHH’s present strategy. What should Maribeth 
 Amato do? Explain. 
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  32.   Lever, Ltd.*  
  Sung Wu is product manager for Guard Deodorant Soap. 
He was just transferred to Lever, Ltd., a Canadian subsid-
iary of Lever Group, Inc., from world headquarters in 
New York. Sung is anxious to make a good impression be-
cause he is hoping to transfer to Lever’s London office. 
He is working on developing and securing ma  n  agement 
approval of next year’s marketing plan for Guard. His first 
job is submitting a draft marketing plan to Sierra King, his 
recently appointed group product manager, who is re-
sponsible for several such plans from product managers 
like Sung.  

  Sung’s marketing plan is the single most important 
document he will produce on this assignment. This an-
nual marketing plan does three main things:  

  1.   It reviews the brand’s performance in the past year, as-
sesses the competitive situation, and highlights prob-
lems and opportunities for the brand.  

  2.   It spells out marketing strategies and the plan for the 
coming year.  

  3.   Finally, and most importantly, the marketing plan sets 
out the brand’s sales objectives and advertising/pro-
motion budget requirements.  

  In preparing this marketing plan, Sung gathered the 
information in Table 1.  

  Sung was somewhat surprised at the significant re-
gional differences in the bar soap market:  

  1.   The underdevelopment of the deodorant bar seg-
ment in Quebec, with a co  r  responding overdevelop-
ment of the beauty bar segment. But some past 
research   suggested that this is due to cultural 
 factors—English-speaking people have been more 
interested than others in cleaning, deodorizing, and 
disinfecting. A similar pa  t  tern is seen in most 
 European countries, where the adoption of deodor-
ant soaps has been slower than in North America. 
For similar reasons, the perfumed soap share is 
highest in French-speaking Quebec.  

  2.   The overdevelopment of synthetic bars (Zest, Dial) in the 
Prairies (Manit  o  ba/Saskatchewan and Alberta). These 
bars, primarily in the deodorant segment, lather better in 
the hard water of the Prairies. Nonsynthetic bars lather 
very poorly in hard-water areas and leave a soap film.  

  3.   The overdevelopment of the “all-other” segment in 
 Quebec. This segment, consisting of smaller brands, fares 
better in Quebec, where 43 percent of the gr  o  cery trade 
is done by independent stores. Conversely, large chain 
grocery stores dominate in Ontario and the Prairies.  

  Sung’s brand, Guard, is a highly perfumed deodorant 
bar. His business is rel  a  tively weak in the key Ontario 
market. To confirm this share data, Sung calculated con-
sumption of Guard per thousand people in each region 
(see Table 2).  

*Adapted from a case prepared by Daniel Aronchick, who at the 
time of its preparation was marketing manager at Thomas J. Lipton, 
Limited.

Table 1 Past 12-Month Share of Bar Soap Market (percent)

 Maritimes Quebec Ontario Manitoba/Saskatchewan Alberta British Columbia

Deodorant segment    

 Zest 21.3% 14.2% 24.5% 31.2% 30.4% 25.5%

 Dial 10.4 5.1 12.8 16.1 17.2 14.3

 Lifebuoy 4.2 3.1 1.2 6.4 5.8 4.2

 Guard 2.1 5.6 1.0 4.2 4.2 2.1

Beauty bar segment      

 Camay 6.2 12.3 7.0 4.1 4.0 5.1

 Lux 6.1 11.2 7.7 5.0 6.9 5.0

 Dove 5.5 8.0 6.6 6.3 6.2 4.2

Lower-priced bars      

 Ivory 11.2 6.5 12.4 5.3 5.2 9.0

 Sunlight 6.1 3.2 8.2 4.2 4.1 8.0

All others      
 (including stores’ 
 own brands) 26.9 30.8 18.6 17.2 16.0 22.6

Total bar soap market 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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  These differences are especially interesting since per 

capita sales of all bar soap products are roughly equal in 
all provinces.  

  A consumer attitude and usage research study was 
conducted approximately a year ago. This study revealed 
that consumer “top-of-mind” awareness of the Guard 
brand differed greatly across Canada. This was true de-
spite the even—by population—expenditure of advertis-
ing funds in past years. Also, trial of Guard was low in the 
Maritimes, Ontario, and British Columbia (see Table 3).  

  The attitude portion of the research revealed that con-
sumers who had heard of Guard were aware that its deodor-
ant protection came mainly from a high fragrance level. 
This was the main selling point in the copy, and it was well 
communicated by Guard’s advertising. The other important 
finding was that consumers who had tried Guard were satis-
fied with the product. About 70 percent of those trying 
Guard had repurchased the product at least twice.  

  Sung has also discovered that bar soap competition is es-
pecially intense in Ontario. It is Canada’s largest market, and 
many competitors want a share of it. The chain stores are 
also quite aggressive in promotion and pricing—offering 
specials, in-store coupons, and so on. They want to move 
goods. And because of this, two key Ontario chains have put 
Guard on their pending delisting sheets. These chains, 
which control about half the grocery volume in Ontario, are 
dissatisfied with how slowly Guard is moving off the shelves.  

  Now Sung feels he is ready to set a key part of the 
brand’s marketing plan for next year: how to allocate the 
advertising/sales promotion budget by region.  

  Guard’s present advertising/sales promotion budget is 
20 percent of sales. With forecast sales of $4 million, this 
would amount to an $800,000 expenditure. Traditionally 
such funds have been allocated in proportion to popula-
tion (see Table 4).  

  Sung feels he should spend more heavily in Ontario 
where the grocery chain delisting problem exists. Last year, 
36 percent of Guard’s budget was allocated to Ontario, 
which accounted for only 12 percent of Guard’s sales. Sung 
wants to i  n  crease Ontario spending to 48 percent of the total 
budget by taking funds evenly from all other areas. Sung 

 expects this will increase business in the key Ontario   market, 
which has over a third of Canada’s population, because it is a 
big increase and will help Guard “outshout” the many other 
competitors who are promoting heav  i  ly.  

  Sung presented this idea to King, his newly appointed 
group product manager. King strongly disagrees. She has 
also been reviewing Guard’s business and feels that promo-
tion funds have historically been misallocated. It is her 
strong belief that, to use her words, “A brand should spend 
where its business is.” King believes that the first priority in 
allocating funds regionally is to support the areas of strength. 
She suggested to Sung that there may be more business to 
be had in the brand’s strong areas, Quebec and the Prairies, 
than in chasing sales in Ontario. The needs and a  t  titudes 
toward Guard, as well as competitive pressures, may vary a lot 
among the provinces. Therefore, King suggested that spend-
ing for Guard in the coming year be proportional to the 
brand’s sales by region rather than to regional population.  

  Sung is convinced this is wrong, particularly in light of the 
Ontario situation. He asked King how the Ontario market 
should be handled. She said that the conserv  a  tive way to 
build business in Ontario is to invest incremental promotion 
funds. Ho  w  ever, before these incremental funds are in-
vested, a test of this Ontario investment proposition should 
be conducted. King recommended that some of the Ontario 
money should be used to conduct an investment-spending 
market test in a small area or town in Ontario for 12 months. 
This will enable Sung to see if the increme  n  tal spending re-
sults in higher sales and profits—profits large enough to jus-
tify higher spending. In other words, an investment payout 
should be assured before spending any extra money in 
 Ontario. Similarly, King would do the same kind of test in 
 Qu  e  bec—to see if more money should go there.  

  After several e-mails back and forth, Sung feels this ap-
proach would be a waste of time and unduly cautious, 
given the importance of the Ontario market and the likely 
delistings in two key chains.  

 Evaluate the present strategy for Guard and Sung’s and 
King’s proposed strategies. How should the promotion money be 
allocated? Should investment-spending market tests be run first? 
Why? Explain. 

Table 2 Standard Cases of 3-Ounce Bars Consumed per 1,000 People in 12 Months

    Manitoba/  

 Maritimes Quebec Ontario Saskatchewan Alberta British Columbia

Guard 4.1 10.9 1.9 8.1 4.1 6.2

Sales index 66 175 31 131 131 100

Table 3 Usage Results (in percent)

    Manitoba/  

 Maritimes Quebec Ontario Saskatchewan Alberta British Columbia

Respondents aware of Guard 20% 58% 28% 30% 32% 16%

Respondents ever trying Guard 3 18  2 8  6 4
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 33. Kennedy & Gaffney (K&G) 
 The partners of Kennedy & Gaffney are having a serious 
discussion about what the firm should do in the near future. 

 Kennedy & Gaffney (K&G) is a medium-size regional certi-
fied public accounting firm based in Grand Rapids,  Michigan, 
with branch offices in Lansing and Detroit.  Kennedy & Gaff-
ney has nine partners and a professional staff of approxi-
mately 105 accountants. Gross service billings for the fiscal 
year ending June 30, 2010, were $6.9 million. See Table 1, 
which presents financial data for 2010, 2009, and 2008. 

 K&G’s professional services include auditing, tax prep-
aration, bookkeeping, and some general management 
consulting. Its client base includes municipal govern-
ments (cities, villages, and townships), manufacturing 
companies, professional organizations (attorneys, doc-
tors, and dentists), and various other small businesses. A 
good share of revenue comes from the firm’s municipal 
practice. Table 1 details K&G’s gross revenue by service 
area and client industry for 2010, 2009, and 2008. 

 At the monthly partners’ meeting held in July 2010, 
Robert Kennedy, the firm’s managing partner (CEO), ex-
pressed concern about the future of the firm’s municipal 
practice. Robert’s presentation to his partners follows: 

 Although our firm is considered to be a leader in mu-
nicipal  auditing in our geographic area, I am concerned 

that as municipals attempt to cut their operating costs, 
they will solicit competitive bids from other public ac-
counting firms to perform their annual audits. Three of 
the four largest accounting firms in the world have local 
offices in our area. Because they concentrate their prac-
tice in the manufacturing industry—which typically has 
December 31 fiscal year-ends—they have “available” staff 
during the summer months. 

 Therefore, they can afford to low-ball competitive bids 
to keep their staffs busy and benefit from on-the-job 
training provided by municipal clientele. I am concerned 
that we may begin to lose clients in our most established 
and profitable practice area.* 

 Sherry Gaffney, a senior partner in the firm and the 
partner in charge of the firm’s municipal practice, was the 
first to respond to Robert’s concern. 

 Robert, we all recognize the potential threat of being 
underbid for our municipal work by our large account-
ing competitors. However, K&G is a leader in municipal 

Table 4 Allocation of Advertising/Sales Promotion Budget, by Population

    Manitoba/  British 

 Maritimes Quebec Ontario Saskatchewan Alberta Columbia Canada

Percent of population 10% 27% 36% 8% 8% 11% 100% 

Possible allocation of budget 
based on population (in 000s) $80 $216 $288 $64 $64 $88 $800

Percent of Guard business 
at present 7% 51% 12% 11% 11% 8% 100%

*Organizations with December fiscal year-ends require audit 
work to be performed during the fall and in January and February. 
Those with June 30 fiscal year-ends require auditing during the 
summer months.

Table 1 Fiscal Year Ending June 30

 2010 2009 2008

Gross billings $6,900,000 $6,400,000 $5,800,000

Gross billings by service area:   

 Auditing 3,100,000 3,200,000 2,750,000

 Tax preparation 1,990,000 1,830,000 1,780,000

 Bookkeeping 1,090,000 745,000 660,000

 Other 720,000 625,000 610,000

Gross billings by client industry:   

 Municipal 3,214,000 3,300,000 2,908,000

 Manufacturing 2,089,000 1,880,000 1,706,000

 Professional 1,355,000 1,140,000 1,108,000

 Other 242,000 80,000 78,000
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auditing in Michigan, and we have much more local ex-
perience than our competitors. Furthermore, it is a fact 
that we offer a superior level of service to our clients—
which goes beyond the services normally expected dur-
ing an audit to include consulting on financial and other 
operating issues. Many of our less sophisticated clients 
depend on our nonaudit consulting assistance. There-
fore, I believe, we have been successful in differentiating 
our services from our competitors. In many recent situa-
tions, K&G was selected over a field of as many as 
10 competitors even though our proposed prices were 
much higher than those of our competitors. 

 The partners at the meeting agreed with Sherry’s 
comments. Yet even though K&G had many success sto-
ries regarding their ability to retain their municipal 
 clients—despite being underbid—they had lost three 
large municipal clients during the past year. Sherry was 
asked to comment on the loss of those clients. She ex-
plained that the lost clients are larger municipalities 
with a lot of in-house financial expertise and therefore 
less dependent on K&G’s consulting assistance. As a re-
sult, K&G’s service differentiation went largely unno-
ticed. Sherry explained that the larger, more 
sophisticated municipals regard audits as a necessary 
evil and usually select the low-cost reputable bidder. 

 Robert then requested ideas and discussion from the 
other partners at the meeting. One partner, Rosa Basilio, 
suggested that K&G should protect itself by diversifying. Spe-
cifically, she felt a substantial practice development effort 
should be directed toward manufacturing. She reasoned 
that since manufacturing work would occur during K&G’s 
off-season, K&G could afford to price very low to gain new 
manufacturing clients. This strategy would also help to coun-
ter (and possibly discourage) low-ball pricing for municipals 
by the three large accounting firms mentioned earlier. 

 Another partner, Wade Huntoon, suggested that “if we 
have consulting skills, we ought to promote them more, 
instead of hoping that the clients will notice and come to 
appreciate us. Further, maybe we ought to be more ag-
gressive in calling on smaller potential clients.” 

 Another partner, Stan Walsh, agreed with Wade, but 
wanted to go further. He suggested that they recognize 
that there are at least two types of municipal customers 

and that two (at least) different strategies be  implemented, 
including lower prices for auditing only for larger munici-
pal customers and/or higher prices for smaller customers 
who are buying consulting too. This caused a big uproar 
from some who said this would lead to price cutting of 
professional services, and K&G didn’t want to be price 
cutters: “One price for all is the professional way.” 

 However, another partner, Isabel Ventura, agreed with 
Stan and suggested they go even further—pricing con-
sulting services separately. In fact, she suggested that the 
partners consider setting up a separate department for 
consulting—like the large accounting firms have done: 
“This can be a very profitable business. But it is a differ-
ent kind of business and eventually may require different 
kinds of people and a different organization. For now, 
however, it may be desirable to appoint a manager for 
consulting services—with a budget—to be sure it gets 
proper attention.” This suggestion too caused serious dis-
agreement. Partners pointed out that having a separate 
consulting arm had led to major conflicts, especially in 
some larger accounting firms. The initial problems were 
internal. The consultants often brought in more profit 
than the auditors, but the auditors controlled the part-
nership and the successful consultants didn’t always feel 
that they got their share of the rewards. There had also 
been serious external problems and charges of unethical 
behavior based on the concern that big accounting firms 
had a conflict of interest when they did audits on pub-
licly traded companies that they in turn relied on for 
consulting income. Because of problems in this area, the 
Securities and Exchange Commission created new guide-
lines that have changed how the big four accounting 
firms handle consulting. On the other hand, several part-
ners argued that this was really an opportunity for K&G 
because their firm handled very few companies listed 
with the SEC, and the conflict of interest issues didn’t 
even apply with municipal clients. 

 Robert thanked everyone for their comments and en-
couraged them to debate these issues in smaller groups 
and to share ideas by e-mail before coming to a one-day 
retreat (in two weeks) to continue this discussion and 
come to some conclusions. 

 Evaluate K&G’s situation. What strategy(ies) should the 
partners select? Why? 

 34. Chess Aluminum Worldwide (CAW)* 
 Mickey Zhang, newly hired VP of marketing for Chess Alu-
minum Worldwide (CAW), is reviewing the firm’s interna-
tional distribution arrangements because they don’t seem 
to be very well thought out. He is not sure if anything is 
wrong, but he feels that the company should follow a 
global strategy rather than continuing its current policies. 

 CAW is based in Atlanta, Georgia, and produces fin-
ished aluminum products, such as aluminum ladders, 

 umbrella-type clothes racks, scaffolding, and patio tables 
and chairs that fold flat. Sales in 2010 reached $25 million, 
primarily to U.S. customers. 

 In 2006, CAW decided to try selling in select foreign 
markets. The sales manager, Jacqueline Windsor, believed 
the growing affluence of European workers would help 
the company’s products gain market acceptance quickly. 

 Jacqueline’s first step in investigating foreign markets 
was to join a trade mission to Europe, a tour organized by 
the U.S. Department of Commerce. This trade mission 
visited Italy, Germany, Denmark, Holland, France, and 

*Adapted from a case written by Professor Hardy, University of 
Western Ontario, Canada.
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England. During this trip, Jacqueline was officially intro-
duced to leading buyers for department store chains, im-
port houses, wholesalers, and buying groups. The 
two-week trip convinced Jacqueline that there was ample 
buying power to make exporting a profitable opportunity. 

 On her return to Atlanta, Jacqueline’s next step was to 
obtain credit references for the firms she considered 
 potential distributors. To those who were judged credit-
worthy, she sent letters expressing interest and samples, 
brochures, prices, and other relevant information. 

 The first orders were from a French wholesaler. Sales in 
this market totaled $70,000 in 2007. Similar success was 
achieved in Germany and England. Italy, on the other hand, 
did not produce any sales. Jacqueline felt the semi-luxury 
nature of the company’s products and the lower incomes in 
Italy encouraged a “making do” attitude rather than pur-
chase of goods and services that would make life easier. 

 In the United States, CAW distributes through fairly ag-
gressive and well-organized merchant hardware distributors 
and buying groups, such as cooperative and voluntary hard-
ware chains, which have taken over much of the strategy 
planning for cooperating producers and retailers. In its for-
eign markets, however, there is no recognizable pattern. 
Channel systems vary from country to country. To avoid 
channel conflict, CAW has only one account in each country. 
The chosen distributor is the exclusive distributor. 

 In France, CAW distributes through a wholesaler based in 
Paris. This wholesaler has five salespeople covering the coun-
try. The firm specializes in small housewares and has con-
tacts with leading buying groups, wholesalers, and 
department stores. Jacqueline is impressed with the firm’s 
aggressiveness and knowledge of merchandising techniques. 

 In Germany, CAW sells to a Hamburg-based buying group 
for hardware wholesalers throughout the country. Jacque-
line felt this group would provide excellent coverage of the 
market because of its extensive distribution network. 

 In Denmark, CAW’s line is sold to a buying group repre-
senting a chain of hardware retailers. This group recently 
expanded to include retailers in Sweden, Finland, and 
Norway. Together this group purchases goods for about 
500 hardware retailers. The buying power of Scandinavians 
is quite high, and it is expected that CAW’s products will 
prove very successful there. 

 In the United Kingdom, CAW uses an importer- 
distributor, who both buys on his own account and acts as 
a sales agent. The distributor approached CAW after find-
ing the company from an online search. This firm sells to 
department stores and hardware wholesalers. This firm 
has not done very well overall, but it has done very well 
with CAW’s line of patio tables and chairs. 

 Australia is handled by an importer that operates a chain 
of discount houses. It heard about CAW from a U.K. contact. 
After extensive e-mailing, this firm discovered it could land 
aluminum patio furniture in Melbourne at prices competitive 
with Chinese imports. So it started ordering because it wanted 
to cut prices in a high-priced garden furniture  market. 

 The Argentina market is handled by an American who 
lives in Buenos Aires but came to the United States in 
search of new lines. CAW attributes success in Argentina 
to the efforts of this aggressive and capable agent. He has 
built a sizable trade in aluminum ladders. 

 In Trinidad and Jamaica, CAW’s products are handled 
by traders who carry such diversified lines as insurance, 
apples, plums, and fish. They have been successful in 
 selling aluminum ladders. This business grew out of inqui-
ries sent to the U.S.  Department of Commerce and in 
 researching its website (www.commerce.gov), which 
 Jacqueline followed up by phone. 

 Jacqueline’s export policies for CAW are as follows: 

 1.  Product:  No product modifications will be made in sell-
ing to foreign customers. This may be considered later 
after a substantial sales volume develops. 

 2.  Place:  New distributors will be contacted through for-
eign trade shows. Jacqueline considers large distribu-
tors desirable. She feels, however, that they are not as 
receptive as smaller distributors to a new, unestab-
lished product line. Therefore, she prefers to appoint 
small distributors. Larger distributors may be ap-
pointed after the company has gained a strong con-
sumer franchise in a country. 

 3.  Promotion:  The firm does no advertising in foreign mar-
kets. Brochures and sales literature already being used in 
the United States are supplied to foreign distributors, 
who are encouraged to adapt them or create new materi-
als as required. CAW will continue to promote its prod-
ucts by participating in overseas trade shows. These are 
handled by the sales manager. All inquiries are forwarded 
to the firm’s distributor in that country. 

 4.  Price:  The company does not publish suggested list 
prices. Distributors add their own markup to their 
landed costs. Supply prices will be kept as low as possible. 
This is accomplished by ( a ) removing advertising ex-
penses and other strictly domestic overhead charges 
from price calculations, ( b ) finding the most economical 
packages for shipping (smallest volume per unit), and 
( c ) bargaining with carriers to obtain the lowest shipping 
rates possible. 

 5.  Financing:  CAW sees no need to provide financial help to 
distributors. The company views its major contribution as 
providing good products at the lowest possible prices. 

 6.  Marketing and planning assistance:  Jacqueline feels that for-
eign distributors know their own markets best. Therefore, 
they are best equipped to plan for themselves. 

 7.  Selection of foreign markets:  The evaluation of foreign 
market opportunities for the company’s products is 
based primarily on disposable income and lifestyle 
patterns. For example, Jacqueline fails to see any 
market in North Africa for CAW’s products, which 
she thinks are of a semi-luxury nature. She thinks 
that cheaper products such as wood ladders (often 
homemade) are preferred to prefabricated alumi-
num ladders in regions such as North Africa and 
Southern Europe.  Argentina, on the other hand, she 
thinks is a more highly industrialized market with 
luxury tastes. Thus, Jacqueline sees CAW’s products 
as better suited for more highly industrialized and af-
fluent societies. 

 Evaluate CAW’s present foreign markets strategies. Should it 
develop a global strategy? What strategy or strategies should 
Mickey Zhang (the new VP of marketing) develop? Explain. 
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  35.   Rizzuto’s     Pizzeria  
  Cassidy Newman,     manager of the Rizzuto’s     Pizzeria 

store in Flint, Michigan, is trying to develop a plan for the 
“sick” store she just took over.  

  Rizzuto’s     Pizzeria is an owner-managed pizza take-out and 
delivery business with three stores located in Ann Arbor, 
Southfield, and Flint, Michigan. Rizzuto’s     business   comes 
from telephone, fax, or walk-in orders. Each Rizzuto’s     store 
prepares its own pizzas. In addition to pizzas, Rizzuto’s     also 
sells and delivers a limited selection of soft drinks.  

  Rizzuto’s Ann Arbor store has been very successful. 
Much of the store’s success may be due to being close to 
the University of Michigan campus. Most of these st  u  dents 
live within 5 miles of Rizzuto’s     Ann Arbor store.  

  The Southfield store has been moderately successful. 
It serves mostly res  i  dential customers in the Southfield 
area, a largely residential suburb of Detroit. R  e  cently, 
the store advertised—using direct-mail flyers—to several 
office buildings within 3 miles of the store. The flyers 
described Rizzuto’s     willingness and ability to cater large 
orders for office parties, business luncheons, and so on. 
The promotion was quite successful. With this new pro-
gram and Rizzuto’s     solid residential base of customers in 
Southfield, improved profitability at the Southfield loca-
tion seems a  s  sured.  

  Rizzuto’s     Flint location has had mixed results during the 
last three years. The Flint store has been obtaining only 
about half of its orders from residential delivery requests. 
Cassidy, the Flint store’s new manager, believes the problem 
with res  i  dential pizza delivery in Flint is due to the location 
of residential neighborhoods in the area. Flint has several 
large industrial plants (mostly auto industry related) l  o  cated 
throughout the city. Small, mostly factory-worker neighbor-
hoods are distr  i  buted in between the various plant sites. As a 
result, Rizzuto’s     store location can serve only two or three of 
these neighborhoods on one delivery run. Competition is 

also relevant. Rizzuto’s     has several aggressive competitors 
who advertise heavily, distribute cents-off coupons, and offer 
2-for-1 deals. This aggressive competition is probably why 
Rizzuto’s     residential sales leveled off in the last year or so. 
And this competitive pressure seems likely to continue as 
some of this competition comes from aggressive national 
chains that are fighting for market share and squeezing li  t  tle 
firms like Rizzuto’s. For now, anyway, Cassidy feels she knows 
how to meet this compet  i  tion and hold on to the present 
residential sales level.  

  Most of the Flint store’s upside potential seems to be in 
serving the large i  n  dustrial plants. Many of these plants 
work two or three shifts, five days a week. Du  r  ing each 
work shift, workers are allowed one half-hour lunch 
break—which usually occurs at 11   a.m . , 8   p.m . , or 2:30   a.m . , 
depending on the shift.  

  Customers can order by phone, fax, e-mail, or at the 
Rizzuto’s     website. About 30 minutes before a scheduled 
lunch break Rizzuto’s     can expect an order for seve  r  al (5 
to 10) pizzas for a work group. Rizzuto’s     may receive many 
orders of this size from the same plant (i.e., from differ-
ent groups of workers). The plant business is very profit-
able for several reasons. First, a large number of pizzas 
can be delivered at the same time to the same location, 
saving transportation costs.  

  Second, plant orders usually involve many different 
toppings (double cheese, pepperoni, mushrooms, ham-
burger) on each pizza. This results in $11 to $14 rev  e  nue 
per pizza. The delivery drivers also like delivering plant 
orders because the tips are usually $1 to $2 per pizza.  

  Despite the profitability of the plant orders, several fac-
tors make it difficult to serve the plant market. Rizzuto’s   
  store is located 5 to 8 minutes from most of the plant sites, 
so Rizzuto’s     staff must prepare the orders within 20 to 25 
minutes after it receives the telephone order. Often, 

Table 1 Practical Capacities and Sales Potential of Current Equipment and Personnel

 11 A.M. 8 P.M. 2:30 A.M. Daily

 Break Break Break Totals

Current capacity (pizzas) 48 48 48 144

Average selling price per unit $    12.50 $     12.50 $    12.50 $       12.50

 Sales potential $600 $600 $600 $1,800

Variable cost (approximately 40 percent of selling price)* 240 240 240 720

Contribution margin of pizzas 360 360 360 1,080

Beverage sales (2 medium-sized beverages per pizza  72 72 72 216
ordered at 75¢ a piece)†

Cost of beverages (30% per beverage) 22 22 22 66

Contribution margin of beverages      50      50       50       150

Total contribution of pizza and beverages $ 410 $ 410 $ 410 $1,230

* The variable cost estimate of 40% of sales includes variable costs of delivery to plant locations.
†Amounts shown are not physical capacities (there is almost unlimited physical capacity), but potential sales volume is constrained by number of  pizzas that can be sold.
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 inadequate staff and/or oven capacity means it   is impossi-
ble to get all the orders heated at the same time.  

  Generally, plant workers will wait as long as 10 minutes 
past the start of their lunch break before ordering from 
various vending trucks that arrive at the plant sites during 
lunch breaks. (Currently, no other pizza delivery stores 
are in good positions to serve the plant locations and have 
chosen not to compete.) But there have been a few in-
stances when workers refused to pay for pizzas that were 
only five minutes late! Worse yet, if the same work group 
gets a couple of late orders, they are lost as future custom-
ers. Cassidy believes that the inconsistent profitability of 
the Flint store is partly the result of such lost customers.  

  In an effort to rebuild the plant delivery business, Cassidy 
is considering var  i  ous methods to ensure prompt customer 
delivery. She thinks that potential demand during lunch 
breaks is significantly above Rizzuto’s     present capacity. 
 Cassidy also knows that if she tries to satisfy all phone or fax 
orders on some peak days, she won’t be able to provide 
prompt service and may lose more plant customers.  

  Cassidy has outlined three alternatives that may win 
back some of the plant business for the Flint store. She 
has developed these alternatives to discuss with Rizzuto’s   
  owner. Each alternative is briefly described below:  

  Alternative 1:   Determine practical capacities during 
peak volume periods using e  x  isting equipment and 
 personnel. Accept orders only up to that capacity and po-
litely decline orders beyond. This approach will ensure 
prompt customer service and high product quality. It will 
also minimize losses resulting from customers’ rejection 
of late deliveries. Financial analysis of this alternative—
shown in Table 1—indicates that a potential daily contri-
bution to profit of $1,230 could result if this alternative is 
impl  e  mented successfully. This would be profit before 
promotion costs, overhead, and net profit (or loss).   Note:   
Any alternative will require several thousand dollars to 

 reinform potential plant customers that Rizzuto’s     has im-
proved its service and “wants your business.”  

  Alternative 2:   Buy additional equipment (one oven 
and one delivery car) and hire additional staff to handle 
peak loads. This approach would ensure timely customer 
delivery and high product quality as well as provide addi-
tional capacity to handle unmet demand. Table 2 is a con-
servative estimate of potential daily demand for plant 
orders compared to current capacity and proposed in-
creased capacity. Table 3 gives the cost of acquiring the 
additional equipment and relevant information related to 
depreciation and fixed costs.  

  Using this alternative, the following additional pizza deliv-
ery and preparation personnel costs would be required:  

  Cost Total
 Hours per Additional
 Required Hour Daily Cost

Delivery personnel 6 6  $36.00

Preparation 
personnel 8 6    48.00
   $84.00

  The addition of even more equipment and personnel 
to handle all unmet d  e  mand was not considered in this 
alternative because the current store is not large enough.  

  Alternative 3:   Add additional equipment and person-
nel as described in alternative 2, but move to a new loca-
tion that would reduce delivery lead times to 2 to 5 
m  i  nutes. This move would probably allow Rizzuto’s     to 
handle all unmet demand—because the reduction in de-
livery time will provide for additional oven time. In fact, 
  Rizzuto’s     might have excess capacity using this  approach.  

  A suitable store is available near about the same num-
ber of residential cu  s  tomers (including many of the 
store’s current residential customers). The available store 
is slightly larger than needed. And the rent is higher. Rel-
evant cost information on the proposed store follows:  

Additional rental expense of $1,600 per
proposed store over current store year

Cost of moving to new store $16,000
(one-time cost)

Table 2  Capacity and Demand for Plant 
Customer Market

 Estimated Current  Proposed

 Daily Daily Daily

 Demand Capacity Capacity

Pizza units 
(1 pizza) 320 144 300

Table 3 Cost of Required Additional Assets

  Estimated  Salvage Annual  

 Cost Useful Life Value Depreciation* Daily Depreciation†

Delivery car 
 (equipped with pizza warmer) $11,000 5 years $1,000 $2,000 $5.71

Pizza oven $20,000 8 years $2,000 $2,250 $6.43

*Annual depreciation is calculated on a straight-line basis.
†Daily depreciation assumes a 350-day (plant production) year. All variable expenses related to each piece of equipment (e.g., utilities, gas, oil) are included in the vari-
able cost of a pizza.
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*Erik Hardy did the research for an earlier version of this case.

 36. Skyline Homebuilders* 
 Skip Patterson, who seven years ago founded Skyline 
Homebuilders in Asheville, North Carolina, is excited 
that he’ll complete his first LEED-certified “green” home 
this month. The LEED (Leadership in Energy and Envi-
ronmental Design) rating means that the home uses 
30 percent less energy and 20 percent less water than a 
conventional house; construction waste going into land-
fills must also be reduced. The house will be the model 
home to showcase Skip’s new development, which in-
cludes four more homes that he hopes to complete in the 
next six months. 

 Although Skip is excited, he is also nervous. Rising in-
terest rates and an uncertain economy have reduced de-
mand in the local housing market. People who do buy a 
home are more price-sensitive. That’s a problem because 
building a green house usually increases construction 
costs—but customers are not always aware of the benefits 
that come with the higher price tag. So Skip has to figure 
out how to find home buyers that are willing to pay a pre-
mium for his “green” homes. 

 Prior to building this home, Skip tried to make envi-
ronmentally responsible building choices that didn’t in-
crease his costs. However, two years ago while at the 
National Association of Home Builders’ convention in 
Orlando, Florida, Skip visited a booth that described 
LEED Certification and it appealed to him. He also met a 
number of new suppliers who were offering sustainable 
building materials. When Skip returned from the conven-
tion in Orlando, Skyline Homebuilders salesperson Karen 
Toller told him that more home buyers were asking about 
environmental and energy-saving features. Skip thought 
the time was right to commit to building at least a few 
homes that met higher environmental standards. 

 Skip kept his eye out for a good piece of property for 
his project. Before long he found a 3-acre parcel of land 
about 15 minutes from downtown Asheville. The land had 
a nice mix of hardwood trees and a small stream, but 
lacked the panoramic mountain views expected by high-
end home buyers in the area. Nevertheless, Skip thought 

the property would be ideal for a small neighborhood of 
moderate-size green homes. He purchased the land—and 
his first green project was under way. 

 Skip worked closely with a local architect, Katie Kelly, 
who had won several awards from the Green Building 
Council for her innovative designs. Katie proposed that 
each home follow a theme based on a classic Appala-
chian farmhouse design that would blend well with the 
rural surroundings and fit the concept of clustered devel-
opment. Clustered development allows a builder to in-
crease the number of home sites allowed if land is set 
aside for open space. For example, regulations usually 
required at least one acre for a rural home site. However, 
in a clustered development, the county would allow Skip 
to build five homes on 1.5 acres of his land if he dedi-
cated the remaining 1.5 acres as open space controlled 
by a conservation easement. 

 Initially, Skip thought the additional two home sites 
and preservation of open space would be a huge benefit 
for his project. However, to get the development permit, 
he had to provide the county with a special land survey 
and biological inventory of the site. This extra survey work 
cost Skip $25,000 more than was normal. 

 Skip is behind schedule with construction because 
working with new types of materials has slowed him down. 
In some cases his workers even had to be trained by fac-
tory representatives on the proper installation of materi-
als. In addition, many of the materials in a LEED 
home—such as low-E windows, blown foam insulation, a 
high-efficiency furnace and water heater, and Energy Star 
appliances—have premium prices. As a result, Skip’s 
LEED-certified homes cost about 10 percent more than a 
conventionally built home of the same size. 

 However, LEED homes do offer buyers a number of 
benefits. Toxin-free building materials help combat in-
door air pollution—and green homes are less likely to 
have problems with mold or mildew. Energy and water 
savings for the homes Skip is building should be $2,000 to 
$3,000 per year. Plus buyers can feel good that their 
homes produce fewer greenhouse gases, reduce depen-
dence on fossil fuels, and send less construction waste to 
the local landfill. 

  Cassidy presented the three alternatives to Rizzuto’s   
  owner, Marcelo Rizzuto. Ma  r  celo was pleased that Cassidy 
had done her homework. He decided that Cassidy should 
make the final decision on what to do (in part because 
she had a profit-sharing agreement with Marcelo) and of-
fered the following comments and concerns:  

  1.   Marcelo agreed that the plant market was extremely 
sensitive to delivery ti  m  ing. Product quality and pric-
ing, although important, were of less importance.  

  2.   He agreed that plant demand estimates were conserva-
tive. “In fact, they may be 10 to 30 percent low.”  

  3.   Marcelo expressed concern that under alternative 2, 

and especially under a  l  ternative 3, much of the store’s 
capacity would go unused over 80 percent of the time.  

  4.   He was also concerned that Rizzuto’s store had a bad 
reputation with plant customers because the prior 
store manager was not sensitive to timely plant del  i  very. 
So Marcelo suggested that Cassidy develop a promo-
tion plan to improve Ri  z  zuto’s reputation in the plants 
and be sure that everyone knows that Rizzuto’s has im-
proved its delivery service.  

  Evaluate Cassidy’s possible strategies for the Flint store’s plant 
market. What should Cassidy do? Why? Suggest possible promo-
tion plans for your preferred strategy.  
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 Skip wonders what needs to be done to tell customers 
about the benefits of green building. Some other builders 
are advertising in local media and developing brochures 
to leave in a rack outside of their homes—but Skip 
has  not needed to do that before. He wonders if he 
might  be able to generate some inexpensive publicity 
by working with the local newspaper; it has run several 
feature stories about the environment but none about 
green building. He also thinks he needs to do more to 
convince real estate agents about the benefits of green 
housing. One idea is to ask someone at the Green 
 Building Council or possibly his architect to put on a 
 seminar, but Skip doesn’t know if real estate agents will 
show up. He also wonders if putting signs in his model 
home to point out the environmental benefits might 
be helpful. 

 When Skip started his project, he thought his green 
homes would sell themselves, but now he wonders if he isn’t 
ahead of his time. 

  What do you think of Skip Patterson’s marketing strategy so 
far? What promotion objectives should Skip set for his marketing 
strategy? What are the advantages and disadvantages of target-
ing communications at consumers as compared to real e  s  tate 
agents? What would you recommend as a promotion blend?  

 Skip priced the five homes he is building at $250,000 to 
$300,000—about 10 percent more than similar non-LEED 
certified homes in the area. So far, the homes are getting a 
few looks, but none has sold and he hasn’t had an offer. 
The feedback that Karen Toller hears is that people like 
the homes, but think that the price seems to be high; they 
like the general idea of owning a green home and saving 
money on energy, but they don’t focus on the benefits. 
Perhaps that is because real estate agents in the area have 
little experience with green building and are used to talk-
ing about value in terms of “cost per square foot.” 

 Karen Toller works full-time as a real estate agent—
and Skyline Homebuilders is one of her clients. She re-
ceives a 1 percent sales commission for every Skyline 
home that is sold. She typically writes the listing that all 
real estate agents can read on the Multiple Listing Service 
(MLS) website and also handles the contract to complete 
a sale. However, with no movement on Skip’s new houses 
and with prime spring selling season coming up fast, Skip 
has asked Karen to meet with him to discuss ways to spark 
more interest in his development. Skip wants a plan that 
will bring people out to see his new homes and 
 development—and a way to ensure that they are aware of 
the benefits he is offering. 
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  Guide to the Use of Computer-Aided Problems  

 Marketing managers are problem solvers who must make many decisions. Solving 

problems and making good decisions usually involves analysis of marketing 

 information. Such information is often expressed in numbers—like costs, revenues, 

prices, and number of customers or salespeople. Most marketing managers use a 

computer to keep track of the numbers and speed through calculations. The 

computer can also make it easier to look at a problem from many different 

 angles—for example, to see how a change in the sales forecast might impact 

 expected sales revenue, costs, and profit. 

 The computer can only take a manager so far. The manager is the one who 

puts it all together—and it still takes skill to decide what the information means. 

The computer-aided problems at the end of the chapters in this text were de-

veloped by the authors to help you develop this skill. To work on the problems, 

you use the computer-aided problem (CAP) software that is available at the 

text’s online learning center. 

 The problems are short descriptions of decisions faced by marketing manag-

ers. Each description includes information to help make the decision. With each 

problem there are several questions for you to answer. 

 Although you will use the computer program to do an analysis, most prob-

lems ask you to indicate what decision you would make and why. Thus, in these 

problems—as in the marketing manager’s job—the computer is just a tool to help 

you make better decisions. 

 Computer-Aided 
Problems 
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 Each problem focuses on one or more of the marketing 
decision areas discussed in the corresponding chapter. The 
earlier problems require less marketing knowledge and are 
simpler in terms of the analysis involved. The later problems 
build on the principles already covered in the text. The 
problems can be used in many ways. And the same problem 
can be analyzed several times for different purposes. 
 Although it is not necessary to do all of the problems or to 
do them in a particular order, you will probably want to start 
with the first problem. This practice problem is simpler 
than the others. In fact, you could do the calculations quite 
easily without a computer. But this problem will help you 
see how the program works and how it can help you solve 
the more complicated problems that come later. 

 Spreadsheet Analysis of Marketing Problems 
  Marketing managers often use spreadsheet analysis to eval-
uate their alternatives—and the program for the computer-
aided problems does computerized spreadsheet analysis. 
In spreadsheet analysis, costs, revenue, and other data re-
lated to a marketing problem are organized into a data 
table—a spreadsheet. The sprea  d  sheet analysis allows you 
to change the value of one or more of the variables in the 
data table—to see how each change affects the value of 
other variables. This is possible because the relationships 
among the v  a  riables are already programmed into the 
computer. You do not need to do any programming. Let’s 
look at an overly simple example.  

 You are a marketing manager interested in the total 
revenue that will result from a particular marketing strat-
egy. You are considering selling your product at $10.00 
per unit. You expect to sell 100 units. In our CAP analysis, 
this problem might be shown in a (very simple) spread-
sheet that looks like this: 

Variable Value

Selling price $10.00

Units sold 100

Total revenue $1,000.00

 There is only one basic relationship in this spread-
sheet: Total revenue is equal to the selling price multi-
plied by the number of units sold. If that relationship has 
been programmed into the computer (as it is in these 
problems), you can change the selling price or the num-
ber of units you expect to sell, and the program will auto-
matically compute the new value for total revenue. 

 Now you can ask questions like: What if I raise the 
price to $10.40 and still sell 100 units? What will happen 
to total revenue? To get the answer, all you have to do is 
enter the new price in the spreadsheet, and the program 
will compute the total revenue for you. 

 You may also want to do many “what-if” analyses—for 
example, to see how total revenue changes over a range of 
prices. Spreadsheet analysis allows you to do this quickly 
and easily. For instance, if you want to see what happens 
to total revenue as you vary the price between some 
 minimum value (say, $8.00) and a maximum value (say, 

$12.00), the program will provide the results table for a 
what-if analysis showing total revenue for 11 different 
prices in the range from $8.00 to $12.00. 

 In problems like these—with easy numbers and simple 
relationships between the variables—the spreadsheet 
does not save you much work. You can do the calculations 
in your head. But with more complicated problems, the 
spreadsheet makes it very convenient to more carefully ana-
lyze different alternatives or situations. 

  Using the Program  
  You don’t have to know about computers or using a 
spreadsheet to use the computer-aided problems pr  o-
  gram. It was designed to be easy to learn and use. The 
Help button will give you more detailed information if 
you need it. But it’s best to just try things out to see how it 
works. A mistake won’t hurt anything.  

 You’re likely to find that it’s quicker and easier to just 
use the program than it is to read the instructions. So you 
may want to go ahead and use the software at the online 
learning center to try the practice problem now. It takes 
just a few minutes and there’s nothing to it. 

  The Spreadsheet Is Easy to Use  
  The spreadsheet software is very easy to use and specifi-
cally designed for the computer-aided problems. It is 
 developed in Flash, so using this will be the same as using 
a browser to surf the Internet. However, if you want more 
general information, you can review the Help file.  

 As with other browser-based Flash programs, you typically 
use a mouse to move around in the program and select op-
tions. When you move the mouse, the cursor (which appears 
on your screen as an arrow) also moves. If you move the 
mouse so that the cursor is over one of the options on the 
screen and quickly press and release the left button on 
the mouse, the program will perform the action associated 
with that option. This process of using the mouse to position 
the cursor and then quickly pressing and releasing the left 
button is called “clicking” or “selecting.” In these instructions, 
we’ll refer to this often. For example, we’ll say things like 
“click the Results button” or “select a problem from the list.” 

 Let’s use the first problem to illustrate how the pro-
gram works. 

  Start by Selecting a Problem  

  When you go to the online learning center website, the 
first screen displayed is a home page with the title of the 
book and various options. Click on the label that says 
CAPs (short for computer-aided problems).  

 The computer-aided problem page will appear. Click 
the problem you want to work (in this case, select the first 
one, “Revenue, Cost, and Profit Relationships”). 

  Note:  When you first select a problem, be patient while 
the program loads. It may take a minute or so. Once the 
program has loaded, calculations are immediate. 

 Once you select a problem, the problem description 
window appears. This is simply a convenient reminder of 
the problem description found in this text. (The assign-
ment questions for each problem are in this book, so it’s 
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useful to have your book with you at the computer when 
you’re working on a problem.) 

 To the left of the box in which the problem descrip-
tion appears, you will see buttons labeled Description, 
Spreadsheet, Results, Graph, and Calculator. After 
you’ve reviewed the problem description, click the 
Spreadsheet button. 

 Each spreadsheet consists of one or two columns of 
numbers. Each column and row is labeled. Look at the 
row and column labels carefully to see what variable is 
represented by the value (number) in the spreadsheet. 
Study the layout of the spreadsheet, and get a feel for how 
it organizes the information from the problem descrip-
tion. The spreadsheet displays the starting values for the 
problem. Keep in mind that sometimes the problem de-
scription does not provide as much detail about the start-
ing values as is provided in the spreadsheet. 

 You will see that some of the values in the spreadsheet 
appear in a highlighted edit box. These are usually values 
related to the decision variables in the problem you are 
solving. You can change any value (number) that appears 
in one of these boxes. When you make a change, the rest 
of the values (numbers) in that column are recalculated 
to show how a change in the value of that one variable 
affects the others. Think about how the numbers relate 
to each other. 

 Making changes in values is easy. When the spread-
sheet first appears, your cursor appears as a free-floating 
arrow; however, when you pass the cursor over the box for 
the value that you want to change, the cursor changes to 
the shape of an I-beam. When you click on the value in 
that box, you can change it. Or to move the cursor to a 
value in a different box, just click on that box. 

 When you have selected the box with the value (num-
ber) you want to change, there are different ways to type 
in your new number. A good approach is to position the 
I-beam cursor before the first digit, and while depressing 
the mouse button, drag the cursor across all of the digits 
in the number. This will highlight the entire number. 
Then simply type in the new number and the old one 
will be replaced. Alternatively, you can use other keys to 
edit the number. For example, you can use the back-
space key to erase digits to the left of the I-beam cursor; 
similarly, you can use the Del key to erase digits to the 
right of the cursor. Or you can use the arrow keys to 
move the cursor to the point where you want to change 
part of a number. Then you just type in your change. You 
may want to experiment to see which of these editing 
 approaches you like the best. 

 When you have finished typing the new number, press 
the Enter key and the other values in the spreadsheet will 
be recalculated to show the effect of your new value. 

 When you are typing numbers into the edit boxes, 
you’ll probably find it most convenient to type the num-
bers and the decimal point with the keys on the main 
part of the keyboard (rather than those on the cursor 
control pad). For example, a price of 1,000 dollars and 
50 cents would be typed as 1000.50 or just 1000.5— using 
the number keys on the top row of the keyboard and 
the period key for the decimal point.  Do not type in the 
dollar sign or the commas to indicate thousands.  Be careful 

not to type the letters o or l (lowercase L) instead of the 
numbers 0 or 1. 

 Typing percent values is a possible point of confusion, 
since there are different ways to think about a percent. 
For example, “ten and a half” percent might be repre-
sented by 10.5 or .105. To avoid confusion, the program 
always expects you to enter percents using the first ap-
proach, which is the way percents are discussed in the 
problems. Thus, if you want to enter the value for ten and 
a half percent, you would type 10.5. 

 To help prevent errors, each problem is programmed 
with a set of permitted values for each boxed field. It may 
be useful to explain what we mean by “permitted values.” 
For example, if you accidentally type a letter when the 
computer program expects a number, the entry will turn 
red and what you typed will not be accepted. Further, the 
program won’t allow you to enter a new value for a vari-
able that is outside of a permitted range of values. 

 For example, if you try to type 210.00 as the price of a 
product, the entry will turn red. (It doesn’t make sense to 
set the price as a negative number!) If you make an error, 
check what range of values is permitted—and then retype 
a new number that is in the permitted range, and press 
the Enter key to recompute the spreadsheet. When you 
have entered a permitted value, the value will no longer 
appear in red. 

 Remember that a value on the spreadsheet stays 
changed until you change it again. Some of the questions 
that accompany the problems ask you to evaluate results 
associated with different sets of values. It’s good practice 
to check that you have entered all the correct values on a 
spreadsheet before interpreting the results. 

 In addition to changing values (numbers) on the 
spreadsheet itself, there are other options on the spread-
sheet menu bar. Click the Description button to go back 
and review the problem description—or you can use the 
drop-down list again to select another problem. 

  Adding Your Comments and Printing  

  After you have done an analysis, you may want to print a 
copy of your results (especially if you are expected to 
hand in your answers to the questions that accompany 
the computer-aided problem). In fact, the print fe  a  ture 
gives you the opportunity to type your name and answers 
right on the sheet that is printed. To use this feature, just 
click the printer icon while the spreadsheet is displayed 
with the results you want to print.   A new window will open 
with a printable version of your   analysis. You will also see 
an edit box area where you can type   in your comments. 
Each comment can be up to 300 characters,   and that 
should be plenty of space for you to type your answers to 
a question. Sometimes you will want to print more than 
one spreadsheet (each with its own comments) to answer 
the different questions.  

 Once you are satisfied with any comments you have 
added, you are ready to print your results. Of course, to 
be able to print you will need to have a printer properly 
hooked up to your computer and configured for Win-
dows.  Before you select the Print button, make sure that the 
printer is turned on and loaded with paper!  
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 labeled at the top to identify the column and row from 
the spreadsheet. The row portion of the label is a short 
version of the label from the spreadsheet. The results are 
based on the values that were in the spreadsheet when 
you selected the Results button, except for the value you 
selected to vary. 

 After the results table is displayed, you have the op-
tion to type in your own minimum value and maximum 
value in the edit boxes below the results table. To do 
that, just use the same approach you used to enter new 
values in the spreadsheet. When you enter a new mini-
mum or maximum, the results table will be updated 
based on the new range of values between the minimum 
and maximum you entered. 

 At this point you will want to study the results of your 
analysis. You can also print a copy of the results table by 
clicking the Print button. The button bar also shows other 
possibilities. For example, if you select the Spreadsheet 
button, the spreadsheet will reappear. The radio buttons 
will still show the values you selected in the previous analy-
sis. From there you can make additional changes in the 
values in the spreadsheet, check the results table for a 
new what-if analysis, or select another problem to work. 
Or you can look at (and print) a graph of values in the 
results table for the what-if analysis. 

  Viewing a Graph of Your Results  

  You can create a graph of values in the results table by 
clicking the Graph button. The horizontal axis for the 
graph will be the variable in the first column of the dis-
play. The vertical axis on the left side is based on the first 
variable you selected to display in the results table. The 
vertical axis on the right side of the graph is for the sec-
ond variable. There will be a line on the graph that cor-
responds to each axis.  

  What to Do Next  

  The next section gives additional tips on the program. 
You will probably want to look through it after you have 
done some work with the practice problem. For now, how-
ever, you’re probably tired of reading i  n  structions. So 
work a problem or two. It’s easier and faster to use the 
program than to read about it. Give it a try, and don’t be 
afraid to experiment. If you have problems, remember 
that the Help button is available when you need it.  

  Some Tips on Using the CAP Program  

  Resetting the Spreadsheet to the Initial Values  

  The initial spreadsheet for each problem gives the “start-
ing values” for the problem. While working a pro  b  lem, 
you will often change one or more of the starting 
 values to a new number. A changed value stays in e  f  fect, 
unless you change it again. This is a handy feature. But 
after you make several changes, you may not be able to 
 remember the starting values. There is a simple solu-
tion—you can click the button to return to the home 
page, then click the CAPs label again, and reselect 
the problem you want. The spreadsheet will appear with 
the  original set of starting values.  

  Results of a What-if Analysis  

  The “Show what-if analysis” button makes it easy for you 
to study in more detail the effect of changing the value of 
a particular variable. It systematically changes the value 
of one variable (which you select) and di  s  plays the effect 
that variable has on two other variables. You could do the 
same thing manually on the spreadsheet—by entering a 
value for a variable, checking the effect on other variables, 
and then repeating the process over and over again. But 
the manual approach is time-consuming and requires 
you to keep track of the results after each change. A what-
if analysis does all this very quickly and presents the 
 results table summary; you can also print or graph the 
results table if you wish.  

 Now let’s take a step-by-step look at how you can get 
the exact what-if analysis that you want. The first step is to 
decide what variable (value) you want to vary and what 
result values you want to see in the results table. 

 You select the variables for your analysis by simply click-
ing the circle (“radio button”) beside the number of inter-
est. Click the radio button beside the value of the variable 
in an edit box that you want to vary. The radio button for 
the selected value is filled in. You can only select one vari-
able to vary at a time. So if you want to vary some other 
variable, simply click on your new selection. 

 When you select a value to vary, the program computes a 
default “suggested” minimum value and maximum value 
for the range over which that variable may vary. The mini-
mum value is usually 20 percent smaller than the value 
shown on the spreadsheet, and the maximum value is 
20 percent larger. These default values are used as the mini-
mum and maximum values to compute the results table for 
a what-if analysis (when you click the Results button). 

 You can also select the two variables that you want to 
display in the results table of the what-if analysis. Typically, 
you will want to display the results (computed values) for 
variables that will be affected by the variable you select to 
vary. Remember the example we used earlier. If you had 
specified that price was going to vary, you might want to 
display total revenue—to see how it changes at different 
price levels. 

 You select a variable to display in the same way that you 
select the variable you are going to vary. Simply click on 
the radio button beside a number on the spreadsheet that 
is not in an edit box. Then use this approach to select a 
second variable to be displayed in the results table. If you 
change your mind, you can click on the radio button for 
another variable. When you have completed this step, you 
will see a solid radio button next to the variable you chose 
to vary and solid radio buttons next to the two variables 
that you want to display. 

 Now you can let the computer take over. Click the but-
ton to show the what-if analysis and it will appear. Each 
row in the first column of the results table will show a dif-
ferent value for the variable you wanted to vary. The mini-
mum value will be in the first row. The maximum value 
will be in the bottom row. Evenly spaced values between 
the minimum and maximum will be in the middle rows. 
The other columns show the calculated results for the 
 values you selected to display. Each column of values is 
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calculations. It would be easy for the computer to keep 
track of all of the detail in its calculations—but that would 
make it harder for you to check the results yourself. If you 
check the results on a spreadsheet (perhaps with the cal-
culator provided) and find that your numbers are close 
but do not match exactly, it is probably because you are 
making different decisions about rounding than were pro-
grammed into the spreadsheet. 

 The software was designed and tested to be easy to use 
and error free. In fact, it is programmed to help prevent 
the user from making typing errors. But it is impossible to 
anticipate every possible combination of numbers you 
might enter—and some combinations of numbers can 
cause problems. For example, a certain combination of 
numbers might result in an instruction for the computer to 
divide a number by zero, which is a mathematical impossi-
bility. When a problem of this sort occurs, the word ERROR 
will appear in the spreadsheet (or in the results table for 
the what-if analysis) instead of a number. If this happens, 
you should recheck the numbers in the spreadsheet and 
redo the analysis—to make certain that the numbers you 
typed in were what you intended. That should straighten 
out the problem in almost every case. Yet with any com-
puter program there can be a hidden bug that only sur-
faces in unusual situations or on certain computers. Thus, 
if you think you have found a bug, we would like to know so 
that we can track down the source of the difficulty.  

  Checking the Computer’s Calculations  

  Some values appear in the spreadsheet as whole num-
bers, and others appear with one or more digits to the 
right of a decimal point. For example, dollar values usu-
ally have two digits to the right of the decimal point, in-
dicating how many cents are involved. A value indicating, 
say, number of customers, however, will appear as a 
whole number.  

 When you are doing arithmetic by hand, or with a cal-
culator, you sometimes have to make decisions about how 
much detail is necessary. For example, if you divide 13 by 
3 the answer is 4.33, 4.333, 4.3333, or perhaps 4.33333, 
depending on how important it is to be precise. Usually 
we round off the number to keep things manageable. 
 Similarly, computers usually display results after rounding 
off the numbers. This has the potential to create confu-
sion and seeming inaccuracy when many calculations are 
involved. If the computer uses a lot of detail in its 
 calculations and then displays intermediate results after 
rounding off, the numbers may appear to be inconsistent. 
To illustrate this, let’s extend the example. If you multiply 
4.33 times 2640, you get 11431.20. But if you multiply 
4.333 by 2640, you get 11439.12. To make it easier for you 
to check relationships between the values on a spread-
sheet, the CAP software does not use a lot of hidden detail 
in calculations. If it rounds off a number to display it in the 
spreadsheet, the rounded number is used in subsequent 
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  Glossary  

  Accessories     Short-lived capital items—tools and equipment 
used in production or office activities.  
  Accumulating     Collecting products from many small producers.  
  Administered channel systems     Various channel members 
 informally agree to cooperate with each other.  
  Administered prices     Consciously set prices aimed at reaching 
the firm’s objectives.  
  Adoption curve     Shows when different groups accept ideas.  
  Adoption process     The steps individuals go through on the 
way to accepting or rejecting a new idea.  
  Advertising     Any   paid   form of nonpersonal presentation of 
ideas, goods, or services by an identified spo  n  sor.  
  Advertising agencies     Specialists in planning and handling 
mass-selling details for advertisers.  
  Advertising allowances     Price reductions to firms in the 
 channel to encourage them to advertise or othe  r  wise 
 promote the firm’s products locally.  
  Advertising managers     Managers of their company’s mass-   selling 
effort in television, newspapers, mag  a  zines, and other media.  
  Agent wholesalers     Wholesalers who do not own (take title to) 
the products they sell.  
  AIDA model     Consists of four promotion jobs: (1) to get 
   Attention,   (2) to hold   Interest,   (3) to arouse   Desire,   and (4) to 
obtain   Action.  
  Allowance     (accounting term) Occurs when a customer is 
not  satisfied with a purchase for some reason and the seller 
gives a price reduction on the original invoice (bill), but the 
customer keeps the goods or services.  
  Allowances     Reductions in price given to final consumers, 
 customers, or channel members for doing som  e  thing or ac-
cepting less of something.  
  Assorting     Putting together a variety of products to give a 
target market what it wants.  
  Attitude     A person’s point of view toward something.  
  Auction companies     Agent wholesalers that provide a place 
where buyers and sellers can come together and complete a 
transaction.  
  Automatic vending     Selling and delivering products through 
vending machines.  
  Average cost (per unit)     The total cost divided by the related 
quantity.  
  Average-cost pricing     Adding a reasonable markup to the 
 average cost of a product.  
  Average fixed cost (per unit)     The total fixed cost divided by 
the related quantity.  
  Average variable cost (per unit)     The total variable cost 
 divided by the related quantity.  

  Baby boomers    People born between 1946 and 1964. 
  Bait pricing     Setting some very low prices to attract custom-
ers but trying to sell more expensive models or brands once 
the customer is in the store.  

  Balance sheet     An accounting statement that shows a compa-
ny’s assets, liabilities, and net worth.  
  Basic list prices     The prices that final customers or users are 
 normally asked to pay for products.  
  Basic sales tasks     Order-getting, order-taking,   and   supporting.  
  Battle of the brands     The competition between dealer 
brands and manufacturer brands.  
  Belief     A person’s opinion about something.  
  Bid pricing     Offering a specific price for each possible 
job rather than setting a price that applies for all 
customers.  
  Big data   Data sets too large and complex to work with 
 typical database management tools.
  Brand equity     The value of a brand’s overall strength in the 
market.  
  Brand familiarity     How well customers recognize and accept 
a company’s brand.  
  Brand insistence     Customers insist on a firm’s branded 
 product and are willing to search for it.  
  Brand managers     Manage specific products, often taking 
over the jobs formerly handled by an advertising manager—
sometimes called   product managers.  
  Brand name     A word, letter, or a group of words or letters.  
  Brand nonrecognition     Final customers don’t recognize a 
brand at all—even though intermediaries may use the brand 
name for identification and inventory control.  
  Brand preference     Target customers usually choose the brand 
over other brands, perhaps because of habit or favorable past 
experience.  
  Brand recognition     Customers remember the brand.  
  Brand rejection     Potential customers won’t buy a brand—unless 
its image is changed.  
  Branding     The use of a name, term, symbol, or design—or a 
 combination of these—to identify a product.  
  Break-even analysis     An approach to determine whether the 
firm will be able to break even—that is, cover   all its costs—
with a particular price.  
  Break-even point (BEP)     The sales quantity where the firm’s 
 total cost will just equal its total revenue.  
  Breakthrough opportunities     Opportunities that help 
 innovators develop hard-to-copy marketing strategies that 
will be very profitable for a long time.  
  Brokers     Agent wholesalers who specialize in bringing  buyers 
and sellers together.  
  Bulk-breaking     Dividing larger quantities into smaller 
 quantities as products get closer to the final market.  
  Business and organizational customers     Any buyers who buy 
for resale or to produce other goods and se  r  vices.  
  Business products     Products meant for use in producing 
other products.  
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  Complementary product pricing     Setting prices on several 
 related products as a group.  
  Components     Processed expense items that become part of a 
 finished product.  
  Concept testing     Getting reactions from customers about 
how well a new-product idea fits their needs.  
  Confidence intervals     The range on either side of an esti-
mate from a sample that is likely to contain the true value 
for the whole population.  
  Consultative selling approach     A type of sales presentation
in which the salesperson develops a good unde  r  standing 
of the  individual customer’s needs before trying to close 
the sale.  
  Consumer panel     A group of consumers who provide 
 information on a continuing basis.  
  Consumer Product Safety Act     A 1972 law that set up the 
Consumer Product Safety Commission to encou  r  age 
more  awareness of safety in product design and better 
 quality control.  
  Consumer products     Products meant for the final consumer.  
  Consumer surplus     The difference to consumers between 
the value of a purchase and the price they pay.  
  Containerization     Grouping individual items into an eco-
nomical shipping quantity and sealing them in pr  o  tective 
containers for transit to the final destination.  
  Continuous improvement     A commitment to constantly 
make things better one step at a time.  
  Contractual channel systems     Various channel members 
agree by contract to cooperate with each other.  
  Convenience (food) stores     A convenience-oriented varia-
tion of the conventional limited-line food stores.  
  Convenience products     Products a consumer needs but isn’t 
willing to spend much time or effort shopping for.  

  Cooperative advertising     Producers sharing in the cost of 
ads with wholesalers or retailers.  
  Cooperative chains     Retailer-sponsored groups, formed by 
 independent retailers, that run their own buying organiza-
tions and conduct joint promotion efforts.  

  Copy thrust     What the words and illustrations of an ad 
should communicate.  
  Corporate chain     A firm that owns and manages more than 
one store—and often it’s many.  
  Corporate channel systems     Corporate ownership all along 
the channel.  
  Corrective advertising     Ads to correct deceptive advertising.  
  Cost of sales     Total value (at cost) of the sales during the 
period.  
  Cues     Products, signs, ads, and other stimuli in the environ-
ment.  

  Cultural and social environment     Affects how and why people 
live and behave as they do.  
  Culture     The whole set of beliefs, attitudes, and ways 
of  doing things of a reasonably homogeneous set of 
people.  
  Cumulative quantity discounts     Reductions in price for 
larger purchases over a given period, such as a year.  

  Buying center     All the people who participate in or influence 
a purchase.  
  Buying function     Looking for and evaluating goods and 
services.  

  Capital item     A long-lasting product that can be used and 
 depreciated for many years.  
  Cash-and-carry wholesalers     Like service wholesalers, except 
that the customer must pay cash.  
  Cash discounts     Reductions in the price to encourage buyers 
to pay their bills quickly.  
  Catalog wholesalers     Sell out of catalogs that may be 
 distributed widely to smaller industrial customers or  retailers 
that might not be called on by other wholesalers.  
  Channel captain     A manager who helps direct the activities 
of a whole channel and tries to avoid, or solve, channel 
 conflicts.  
  Channel of distribution     Any series of firms or individuals 
who participate in the flow of products from pr  o  ducer to 
 final user or consumer.  
  Close     The salesperson’s request for an order.  
  Clustering techniques     Approaches used to try to find 
 similar patterns within sets of data.  
  Collaborators     Firms that provide one or more of the 
 marketing functions other than buying or selling.  
  Combination export manager     A blend of manufacturers’ 
agent and selling agent—handling the entire export func-
tion for several producers of similar but noncompeting lines.  
  Combined target market approach     Combining two or more 
submarkets into one larger target market as a b  a  sis for one 
strategy.  
  Combiners     Firms that try to increase the size of their target 
 markets by combining two or more segments.  
  Command economy     Government officials decide what and 
how much is to be produced and distributed by whom, 
when, to whom, and why.  
  Communication process     A source trying to reach a receiver 
with a message.  
  Comparative advertising     Advertising that makes specific 
brand comparisons using actual product names.  
  Competitive advantage     A firm has a marketing mix that the 
target market sees as better than a competitor’s mix.  
  Competitive advertising     Advertising that tries to develop 
 selective demand for a specific brand rather than a product 
category.  
  Competitive bids     Terms of sale offered by different suppli-
ers in response to the buyer’s purchase specific  a  tions.  
  Competitive environment     The number and types of com-
peti  tors the marketing manager must face and how they may 
 behave.  
  Competitive rivals     A firm’s closest competitors.  
  Competitor analysis     An organized approach for evaluating 
the strengths and weaknesses of current or p  o  tential com-
petitors’  marketing strategies.  
Competitor matrix A table depicting the results of a 
 competitor analysis.
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  Discount houses     Stores that sell hard goods (cameras, 
TVs,  appliances) at substantial price cuts to custo  m  ers who 
go to  discounter’s low-rent store, pay cash, and take care of 
any service or repair problems the  m  selves.  
  Discounts     Reductions from list price given by a seller to 
buyers, who either give up some marketing fun  c  tion or 
 provide the  function themselves.  
  Discrepancy of assortment     The difference between the lines 
a typical producer makes and the assortment final consum-
ers or users want.  
  Discrepancy of quantity     The difference between the 
quantity of products it is economical for a producer to make 
and the  quantity final users or consumers normally want.  
  Discretionary income     What is left of disposable income after 
paying for necessities.  
  Dissonance     Tension caused by uncertainty about the right-
ness of a decision.  
  Distribution center     A special kind of warehouse designed to 
speed the flow of goods and avoid unnece  s  sary storing costs.  
  Diversification     Moving into totally different lines of business—
perhaps entirely unfamiliar products, ma  r  kets, or even levels 
in the production-marketing system.  
  Door-to-door selling     Going directly to the consumer’s home.  
  Drive     A strong stimulus that encourages action to reduce a 
need.  
  Drop-shippers     Wholesalers that own (take title to) the 
 products   they sell but do not actually handle, stock, or 
 deliver them.  
  Dumping     Pricing a product sold in a foreign market below 
the cost of producing it or at a price lower than in its 
 domestic market.  

  Early adopters     The second group in the adoption curve to 
adopt a new product; these people are usually well respected 
by their peers and often are opinion leaders    .  
  Early majority     A group in the adoption curve that avoids 
risk and waits to consider a new idea until many early 
 adopters try it and like it    .  
  E-commerce     Exchanges between individuals or 
 organizations  —and activities that facilitate those 
 e  x  changes—based on applications of information technology.  
  Economic environment    Refers to macro-economic factors 
 including national income, economic growth, and inflation 
that  affect patterns of consumer and business spending. 
  Economic buyers     People who know all the facts and logically 
compare choices to get the greatest satisfa  c  tion from spend-
ing their time and money.  
  Economic needs     Needs concerned with making the best 
use of a consumer’s time and money—as the co  n  sumer 
judges it.  
  Economic system     The way an economy organizes to use 
scarce resources to produce goods and services and distrib-
ute them for consumption by various people and groups in 
the society.  
  Economies of scale     As a company produces larger numbers 
of a particular product, the cost of each unit of the product 
goes down.  

  Customer equity     The expected earnings stream (profitabil-
ity)of a firm’s current and prospective customers over some 
period of time.  

  Customer lifetime value     Total stream of purchases that a 
 customer could contribute to the company over the length 
of the relationship.

  Customer relationship management (CRM)     An approach 
where the seller fine-tunes the marketing effort with infor-
mation from a detailed customer database.  

  Customer satisfaction     The extent to which a firm fulfills a 
consumer’s needs, desires, and expectations.  

  Customer service     A personal communication between a 
seller and a customer who wants the seller to r  e  solve a 
 problem with a purchase; often the key to building  repeat 
business.  

  Customer service level     How rapidly and dependably a firm 
can deliver what customers want.  

  Customer service reps     Supporting salespeople who work 
with customers to resolve problems that arise with a pur-
chase, usually  after the purchase has been made.  

  Customer value     The difference between the benefits a 
 customer sees from a market offering and the costs of 
 obtaining those benefits.  

  Data warehouse     A place where databases are stored so that 
they are available when needed.  

  Dealer brands     Brands created by intermediaries— 
sometimes  referred to as   private brands.  

  Decision support system (DSS)     A computer program that 
makes it easy for marketing managers to get and use infor-
mation   as they are making decisions.  

  Decoding     The receiver in the communication process trans-
lating the message.  

  Demand-backward pricing     Setting an acceptable final con-
sumer price and working backward to what a pr  o  ducer can 
charge.  

  Demand curve     A graph of the relationship between price 
and quantity demanded in a market, assuming all other 
things stay the same.  

  Department stores     Larger stores that are organized 
into many separate departments and offer many product 
lines.  

  Derived demand     Demand for business products derives 
from the demand for final consumer products.  

  Determining dimensions     The dimensions that actually affect 
the customer’s purchase of a   specific   product or brand in a 
   product-market.  

  Differentiation     The marketing mix is distinct from and bet-
ter than what’s available from a competitor.  

  Direct investment     A parent firm has a division (or owns a 
 separate subsidiary firm) in a foreign market.  

  Direct marketing     Direct communication between a seller 
and an individual customer using a promotion method 
other than face-to-face personal selling.  

  Direct competitive advertising     Competitive advertising that 
aims for immediate buying action.  
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  Federal Trade Commission (FTC)     Federal government 
agency that polices antimonopoly laws.  
  Financing     Provides the necessary cash and credit to produce, 
transport, store, promote, sell, and buy pro  d  ucts.  
  Fixed-cost (FC) contribution per unit     The selling price per 
unit minus the variable cost per unit.  
  Flexible-price policy     Offering the same product and quanti-
ties to different customers at different prices.  
  F.O.B.     A transportation term meaning free on board some 
vehicle at some point.  
  Focus group interview     An interview of 6 to 10 people in an 
informal group setting.  
  Foreign Corrupt Practices Act     A law passed by the 
U.S.  Congress in 1977 that prohibits U.S. firms from paying 
bribes to foreign officials.  
  Franchise operation     A franchisor develops a good market-
ing strategy, and the retail franchise holders carry out the 
strategy in their own units.  
  Freight-absorption pricing     Absorbing freight cost so that a 
firm’s delivered price meets the nearest compet  i  tor’s.  
  Full-line pricing     Setting prices for a whole line of products.  

  General merchandise wholesalers     Service wholesalers 
that carry a wide variety of nonperishable items such as 
hardware,  electrical supplies, furniture, drugs, cosmetics, 
and automobile equipment.  
  General stores     Early retailers who carried anything they 
could sell in reasonable volume.  
  Generation X (Gen X)    People born between 1965 and 1977. 
  Generation Y (Gen Y)    People born between 1978 and 1994. 
 Also called Millennials.
  Generation Z     People born since 1995.
  Generic market     A market with   broadly   similar needs—and 
sellers offering various and   often diverse   ways of satisfying 
those needs.  
  Generic products     Products that have no brand at all other 
than identification of their contents and the man  u  facturer or 
intermediary.  
  Gross domestic product (GDP)     The total market value 
of all goods and services provided in a country’s econ-
omy in a year by both residents and nonresidents of that 
country.  
  Gross margin (gross profit)     The money left to cover 
the  expenses of selling the products and operating the 
 business.  
  Gross national income (GNI)     A measure that is similar to 
GDP, but GNI does not include income earned by foreign-
ers who own resources in that nation.
  Gross sales     The total amount charged to all customers dur-
ing some time period.  

  Heterogeneous shopping products     Shopping products 
the customer sees as different and wants to inspect for qual-
ity and  suitability.  
  Homogeneous shopping products     Shopping products 
the customer sees as basically the same and wants at the 
 lowest price.  

  Elastic demand     If prices are dropped, the quantity demanded 
will stretch enough to increase total revenue.  
  Elastic supply     The quantity supplied does stretch more if 
the price is raised.  
  Electronic data interchange (EDI)     An approach that puts 
 information in a standardized format easily shared between 
different computer systems.  
  Emergency products     Products that are purchased immedi-
ately when the need is great  .  
  Empowerment     Giving employees the authority to correct a 
problem without first checking with manag  e  ment.  
  Empty nesters     People whose children are grown and who 
are now able to spend their money in other ways.  
  Encoding     The source in the communication process decid-
ing what it wants to say and translating it into words or 
symbols that will have the same meaning to the receiver.  
  Equilibrium point     The quantity and the price sellers are will-
ing to offer are equal to the quantity and price that buyers 
are willing to accept.  
  Everyday low pricing     Setting a low list price rather than 
 relying on frequent sales, discounts, or allowances.  
  Exclusive distribution     Selling through only one intermedi-
ary in a particular geographic area.  
  Expectation     An outcome or event that a person anticipates 
or looks forward to.  
  Expense item     A product whose total cost is treated as a 
business expense in the period it’s purchased.  
  Expenses     All the remaining costs that are subtracted from 
the gross margin to get the net profit.  
  Experimental method     A research approach in which research-
ers compare the responses of two or more groups that are 
similar  except on the characteristic being tested.  
  Export agents     Manufacturers’ agents who specialize in export 
trade.  
  Export brokers     Brokers who specialize in bringing together 
 buyers and sellers from different countries.  
  Exporting     Selling some of what the firm produces to foreign 
 markets.  
  Extensive problem solving     The type of problem solving 
 consumers use for a completely new or important need—
when they put much effort into deciding how to satisfy it.  

  Factor     A variable that shows the relation of some other vari-
able to the item being forecast.  
  Factor method     An approach to forecast sales by finding a 
relation between the company’s sales and some other factor 
(or factors).  
  Fad     An idea that is fashionable only to certain groups who 
are  enthusiastic about it—but these groups are so fickle that 
a fad is even more short-lived than a regular fashion.  
  Family brand     A brand name that is used for several products.  
  Farm products     Products grown by farmers, such as oranges, 
sugar cane, and cattle.  
  Fashion     Currently accepted or popular style.  
  Federal Fair Packaging and Labeling Act     A 1966 law requir-
ing that consumer goods be clearly labeled in easy-to- 
understand terms.  
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  Jury of executive opinion     Forecasting by combining the 
 opinions of experienced executives, perhaps from market-
ing,  production, finance, purchasing, and top management.  
  Just-in-time delivery     Reliably getting products there   just   
 before the customer needs them.  

  Laggards     Prefer to do things the way they have been done 
in the past and are very suspicious of new ideas; sometimes 
called    nonadopters  —see   adoption curve.  
  Lanham Act     A 1946 law that spells out what kinds of marks 
(including brand names) can be protected and the exact 
method of protecting them.  
  Late majority     A group of adopters who are cautious about 
new ideas—see   adoption curve.  
  Law of diminishing demand     If the price of a product is raised, 
a smaller quantity will be demanded—and if the price of a 
product is lowered, a greater quantity will be  demanded.  
  Leader pricing     Setting some very low prices—real bargains—
to get customers into retail stores.  
  Learning     A change in a person’s thought processes caused 
by prior experience.  
  Licensed brand     A well-known brand that sellers pay a fee 
to use.  
  Licensing     Selling the right to use some process, trademark, 
patent, or other right for a fee or royalty.  
  Lifestyle analysis     The analysis of a person’s day-to-day pat-
tern of living as expressed in that person’s   A  c  tivities,   I  nter-
ests, and   O  pinions—sometimes referred to as   AIOs   or 
psychographics.  
  Limited-function wholesalers     Merchant wholesalers that 
 provide only   some   wholesaling functions.  
  Limited-line stores     Stores that specialize in certain lines 
of  related products rather than a wide assortment— 
sometimes called   single-line stores.  
  Limited problem solving     When a consumer is willing to put 
some   effort into deciding the best way to sati  s  fy a need.  
  Logistics     The transporting, storing, and handling of goods in 
ways that match target customers’ needs with a firm’s market-
ing mix—both within individual firms and along a channel of 
 distribution (i.e., another name for   physical distribution  ).  
  Low-involvement purchases     Purchases that have little 
 importance or relevance for the customer.  

  Macro-marketing     A social process that directs an economy’s 
flow of goods and services from producers to consumers in a 
way that effectively matches supply and demand and accom-
plishes the objectives of society.  
  Magnuson-Moss Act     A 1975 law requiring that producers 
provide a clearly written warranty if they choose   to offer any 
warranty.  
  Major accounts sales force     Salespeople who sell directly to 
large accounts such as major retail chain stores.  
  Management contracting     The seller provides only management 
skills—others own the production and di  s  tribution facilities.  
  Manufacturer brands     Brands created by producers.  
  Manufacturers’ agents     Agent wholesalers who sell similar 
products for several noncompeting producers for a commis-
sion on what is actually sold.  

  Hypermarkets     Very large stores that try to carry not only 
food and drug items but all goods and services that the con-
sumer  purchases   routinely   (also called   supercenters).  
  Hypotheses     Educated guesses about the relationships be-
tween things or about what will happen in the f  u  ture.  

  Ideal market exposure     When a product is available widely 
enough to satisfy target customers’ needs but not exceed 
them.  
  Implementation     Putting marketing plans into operation.  
  Import agents     Manufacturers’ agents who specialize in im-
port trade.  
  Import brokers     Brokers who specialize in bringing together 
 buyers and sellers from different countries.  
  Impulse products     Products that are bought quickly as   
unplanned   purchases because of a strongly felt need.  
  Indirect competitive advertising     Competitive advertising 
that points out product advantages—to affect future bu  y  ing 
decisions.  
  Individual brands     Separate brand names used for each 
 product.  
  Individual product     A particular product within a 
 product line.  
  Inelastic demand     Although the quantity demanded increases 
if the price is decreased, the quantity d  e  manded will not 
stretch enough to avoid a decrease in total revenue.  
  Inelastic supply     The quantity supplied does not stretch 
much (if at all) if the price is raised.  
  Innovation     The development and spread of new ideas, 
goods, and services.  
  Innovators     The first group to adopt new products    .  
  Installations     Important capital items such as buildings, land 
rights, and major equipment.  
  Institutional advertising     Advertising that tries to promote an 
organization’s image, reputation, or ideas r  a  ther than a 
 specific product.  
  Integrated marketing communications     The intentional 
 coordination of every communication from a firm to a 
target  customer to convey a consistent and complete 
 message.  
  Intensive distribution     Selling a product through all responsi-
ble and suitable wholesalers or retailers who will stock or sell 
the product.  
  Intermediary     Someone who specializes in trade rather than 
 production.  
  Intranet     A system for linking computers within a company.  
  Introductory price dealing     Temporary price cuts to 
speed new products into a market and get customers 
to try them.  
  Inventory     The amount of goods being stored.  
  ISO 9000     A way for a supplier to document its quality pro-
cedures according to internationally recognized standards.  

  Job description     A written statement of what a salesperson is 
 expected to do.  
  Joint venture     In international marketing, a domestic firm 
 entering into a partnership with a foreign firm.  
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 improve short-run policy planning and to try to integrate the 
firm’s activities.  

  Marketing ethics     The moral standards that guide marketing 
 decisions and actions.  

  Marketing information system (MIS)     An organized way of 
continually gathering, accessing, and analyzing informa-
tion that marketing managers need to make ongoing 
 decisions.  

  Marketing management process     The process of (1)   planning   
marketing activities, (2) directing the   impl  e  mentation   of the 
plans, and (3)   controlling   these plans.  

  Marketing mix     The controllable variables that the company 
puts together to satisfy a target group.  

  Marketing model     A statement of relationships among 
 marketing variables.  

  Marketing orientation     Trying to carry out the marketing 
concept.  

  Marketing plan     A written statement of a marketing 
 strategy   and   the time-related details for carrying out the 
  strategy.  

  Marketing program     Blends all of the firm’s marketing plans 
into one big plan.  

  Marketing research     Procedures to develop and analyze 
new  information to help marketing managers make 
 decisions.  

  Marketing research process     A five-step application of 
the  scientific method that includes (1) defining the 
 problem, (2) analyzing the situation, (3) getting problem-
specific data, (4) interpreting the data, and (5) sol  v  ing the 
problem.  

  Marketing strategy     Specifies a target market and a related 
 marketing mix.  

  Markup     A dollar amount added to the cost of products to 
get the selling price.  

  Markup chain     The sequence of markups firms use at different 
levels in a channel—determining the price structure in the 
whole channel.  

  Markup (percent)     The percentage of selling price that is 
added to the cost to get the selling price.  

  Mass marketing     The typical production-oriented ap-
proach that vaguely aims at everyone with the same 
 marketing mix.  

  Mass-merchandisers     Large, self-service stores with many 
 departments that emphasize soft goods (hous  e  wares, cloth-
ing, and fabrics) and staples (like health and beauty aids) 
and selling on lower margins to get faster turnover.  
  Mass-merchandising concept     The idea that retailers should 
offer low prices to get faster turnover and grea  t  er sales vol-
ume by appealing to larger numbers.  
  Mass selling     Communicating with large numbers of poten-
tial customers at the same time.  
  Merchant wholesalers     Wholesalers who own (take title to) 
the products they sell.  
  Message channel     The carrier of the message.  
  Micro-macro dilemma     What is good for some producers and 
consumers may not be good for society as a whole.  

  Manufacturers’ sales branches     Separate warehouses that 
 producers set up away from their factories.  
  Marginal analysis     Evaluating the change in total revenue 
and total cost from selling one more unit to find the most 
profitable price and quantity.  
  Markdown     A retail price reduction that is required 
 because    customers won’t buy some item at the originally 
marked-up price.  
  Markdown ratio     A tool used by many retailers to measure 
the efficiency of various departments and their whole 
business.  
  Market     A group of potential customers with similar needs 
who are willing to exchange something of value with sellers 
offering  various goods or services—that is, ways of satisfying 
those needs.  
  Market development     Trying to increase sales by selling 
 present products in new markets.  
  Market-directed economy     The individual decisions of the 
many producers and consumers make the macro-level 
 decisions for the whole economy.  
  Market growth     A stage of the product life cycle when 
 industry sales grow fast—but industry profits rise and then 
start falling.  
  Market information function     The collection, analysis, and 
distribution of all the information needed to plan, carry out, 
and control marketing activities.  
  Market introduction     A stage of the product life cycle when 
sales are low as a new idea is first introduced to a market.  
  Market maturity     A stage of the product life cycle when 
 industry sales level off and competition gets toug  h  er.  
  Market penetration     Trying to increase sales of a firm’s 
 present products in its present markets—probably through a 
more aggressive marketing mix.  
  Market potential     What a whole market segment might buy.  
  Market research online community (MROC)     An online 
group of participants who are joined together by a common 
interest, and who participate in ongoing research.
  Market segment     A relatively homogeneous group of 
 customers who will respond to a marketing mix in a 
 similar way.  
  Market segmentation     A two-step process of (1)   naming   
broad product-markets and (2)   segmenting   these broad 
 product-markets in order to select target markets and 
 develop suitable marketing mixes.  
  Marketing     The performance of activities that seek to accom-
plish an organization’s objectives by anticipa  t  ing customer 
or client needs and directing a flow of need-satisfying goods 
and services from  producer to customer or client.  
  Marketing company era     A time when, in addition to short-
run marketing planning, marketing people deve  l  op long-
range plans—sometimes five or more years ahead—and the 
whole company effort is guided by the marketing concept.  
  Marketing concept     The idea that an organization should 
aim   all   its efforts at satisfying its   customers  —at a   profit.  
  Marketing dashboard     Displaying up-to-the-minute market-
ing data in an easy-to-read format.  
  Marketing department era     A time when all marketing activi-
ties are brought under the control of one d  e  partment to 
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  North American Industry Classification System (NAICS) 

codes     Codes used to identify groups of firms in similar lines 
of business.  

  Odd-even pricing     Setting prices that end in certain  numbers.  
  Oligopoly     A special market situation that develops when 
a  market has (1) essentially homogeneous pro  d  ucts, 
(2) relatively few sellers, and (3) fairly inelastic industry 
 demand curves.  
  One-price policy     Offering the same price to all customers 
who purchase products under essentially the same conditions 
and in the same quantities.  
  Operating ratios     Ratios of items on the operating statement 
to net sales.  
  Operating statement     A simple summary of the financial 
 results of a company’s operations over a specified period of 
time.  
  Operational decisions     Short-run decisions to help implement 
strategies.  
  Opinion leader     A person who influences others.  
  Order getters     Salespeople concerned with establishing 
 relationships with new customers and developing new 
 business.  
  Order-getting     Seeking possible buyers with a well-organized 
sales presentation designed to sell a good, se  r  vice, or idea.  
  Order takers     Salespeople who sell to regular or established 
 customers, complete most sales transactions, and maintain 
 relationships with their customers.  
  Order-taking     The routine completion of sales made regularly 
to target customers.  
  Outsource     When the buying organization chooses to 
 contract with an outside firm to produce goods or se  r  vices 
rather than  producing them internally.  

  Packaging     Promoting, protecting, and enhancing the product.  

  Penetration pricing policy     Trying to sell the whole market at 
one low price.  

  Perception     How we gather and interpret information from 
the world around us.  

  Personal needs     An individual’s need for personal satisfaction 
unrelated to what others think or do.  
  Personal selling     Direct spoken communication between 
   sellers and potential customers, usually in person but 
 sometimes   over the telephone or even via a video conference 
over the Internet.  
  Phony list prices     Misleading prices that customers are 
shown to suggest that the price they are to pay has been 
 discounted from list.  
  Physical distribution (PD)     The transporting, storing, and 
 handling of goods in ways that match target cu  s  tomers’ 
needs with a firm’s marketing mix—both within individual 
firms and along a channel of distribution (i.e., another 
name for   logistics  ).  
  Physical distribution (PD) concept     All transporting, storing, 
and product-handling activities of a business and a whole 
channel system should be coordinated as one system that 

  Mission statement     Sets out the organization’s basic purpose 
for being.  
  Missionary salespeople     Supporting salespeople who 
work for producers by calling on intermediaries and 
their customers.  
  Modified rebuy     The in-between process where some review 
of the buying situation is done—though not as much as in 
new-task buying or as little as in straight rebuys.  
  Monopolistic competition     A market situation that develops 
when a market has (1) different (heterogeneous) products 
and   (2) sellers who feel they do have some competition in 
this market.  
  Multichannel distribution     When a producer uses several 
competing channels to reach the same target ma  r  ket—
perhaps  using several intermediaries in addition to selling 
 directly.  
  Multiple buying influence     Several people share in making a 
purchase decision—perhaps even top manag  e  ment.  
  Multiple target market approach     Segmenting the market 
and choosing two or more segments, then treating each as a 
separate target market needing a different marketing mix.  

  Nationalism     An emphasis on a country’s interests before 
 everything else.  

  Natural products     Products that occur in nature—such as 
 timber, iron ore, oil, and coal.  

  Needs     The basic forces that motivate a person to do some-
thing.  

  Negotiated contract buying     Agreeing to a contract that 
 allows for changes in the purchase arrangements.  

  Negotiated price     A price that is set based on bargaining 
 between the buyer and seller.  

  Net     An invoice term meaning that payment for the face value 
of the invoice is due immediately—also see   cash discounts.  

  Net profit     What the company earns from its operations dur-
ing a particular period.  

  Net sales     The actual sales dollars the company receives.  

  New product     A product that is new   in any way   for the com-
pany concerned.  

  New-task buying     When an organization has a new need and 
the buyer wants a great deal of information.  

  New unsought products     Products offering really new ideas 
that potential customers don’t know about yet.  

  Noise     Any distraction that reduces the effectiveness of the 
 communication process.  

  Nonadopters     Prefer to do things the way they have been 
done in the past and are very suspicious of new ideas; some-
times called    laggards  —see   adoption curve.  

  Noncumulative quantity discounts     Reductions in price when 
a customer purchases a larger quantity on an   individual 
 order.  

  Nonprice competition     Aggressive action on one or more of 
the Ps other than Price.  

  North American Free Trade Agreement (NAFTA)     Lays out a 
plan to reshape the rules of trade among the United States, 
 Canada, and Mexico.  
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  Production     Actually   making   goods or   performing   services.  

  Production era     A time when a company focuses on production 
of a few specific products—perhaps because few of these 
 products are available in the market.  

  Production orientation     Making whatever products are easy 
to produce and   then   trying to sell them.  

  Professional services     Specialized services that support a 
firm’s operations.  

  Profit maximization objective     An objective to get as much 
profit as possible.  

  Promotion     Communicating information between seller and 
 potential buyer or others in the channel to infl  u  ence 
 attitudes and behavior.  

  Prospecting     Following all the leads in the target market to 
 identify potential customers.  

  Prototype     An early sample or model built to test a concept.

  Psychographics     The analysis of a person’s day-to-day pat-
tern of living as expressed in that person’s   A  ctiv  i  ties,   I  nter-
ests, and    O  pinions—sometimes referred to as   AIOs   or 
  lifestyle analysis.  

  Psychological pricing     Setting prices that have special appeal 
to target customers.  

  Public relations     Communication with noncustomers—
including labor, public interest groups, stockholders, and 
the government.  

  Public warehouses     Independent storing facilities.  

  Publicity     Any   unpaid   form of nonpersonal presentation of 
ideas, goods, or services.  

  Pulling     Using promotion to get consumers to ask intermedi-
aries for the product.  

  Purchase discount     A reduction of the original invoice 
amount for some business reason.  

  Purchasing managers     Buying specialists for their employers.  

  Purchasing specifications     A written (or electronic) descrip-
tion of what the firm wants to buy.  

  Pure competition     A market situation that develops when a 
 market has (1) homogeneous (similar) products, (2) many 
buyers and sellers who have full knowledge of the market, 
and (3) ease of entry for buyers and se  l  lers.  

  Pure subsistence economy     Each family unit produces 
 everything it consumes.  

  Push money (or prize money) allowances     Allowances (some-
times called   PMs   or   spiffs  ) given to retailers by manufactur-
ers or wholesalers to pass on to the retailers’ salesclerks for 
aggressively selling certain items.  

  Pushing     Using normal promotion effort—personal selling, 
 advertising, and sales promotion—to help sell the whole 
marketing mix to possible channel members.  

  Qualifying dimensions     The dimensions that are relevant to 
 including a customer type in a product-market.  
  Qualitative research     Seeks in-depth, open-ended responses, 
not yes or no answers.  
  Quality     A product’s ability to satisfy a customer’s needs or 
 requirements.  

seeks to minimize the cost of distrib  u  tion for a given 
 customer service level.  
  Physiological needs     Biological needs such as the need for 
food, drink, rest, and sex.  
  Piggyback service     Loading truck trailers or flatbed trailers 
 carrying containers on railcars to provide both speed and 
flexibility.  
  Pioneering advertising     Advertising that tries to develop 
 primary demand for a product category rather than demand 
for a  specific brand.  
  Place     Making goods and services available in the right 
quantities and locations—when customers want them.  
  Population     In marketing research, the total group you are 
 interested in.  
  Positioning     An approach that refers to how customers think 
about proposed or present brands in a market.  
  Prepared sales presentation       A memorized presentation 
that is not adapted to each individual customer.  
  Prestige pricing     Setting a rather high price to suggest high 
quality or high status.  
  Price     The amount of money that is charged for “some-
thing” of value.  
  Price discrimination     Injuring competition by selling the 
same products to different buyers at different pri  c  es.  
  Price fixing     Competitors illegally getting together to raise, 
lower, or stabilize prices.  
  Price lining     Setting a few price levels for a product line and 
then marking all items at these prices.  
  Primary data     Information specifically collected to solve a 
current problem.  
  Primary demand     Demand for the general product idea, not 
just the company’s own brand.  
  Private brands     Brands created by intermediaries—sometimes 
 referred to as   dealer brands.  
  Private warehouses     Storing facilities owned or leased by 
 companies for their own use.  
  Product     The need-satisfying offering of a firm.  
  Product advertising     Advertising that tries to sell a specific 
 product.  
  Product assortment     The set of all product lines and individual 
products that a firm sells.  
  Product-bundle pricing     Setting one price for a set of products.  
  Product development     Offering new or improved products 
for present markets.  
  Product liability     The legal obligation of sellers to pay 
damages to individuals who are injured by defective or 
 unsafe products.  
  Product life cycle     The stages a new-product idea goes 
through from beginning to end.  
  Product line     A set of individual products that are closely  related.  
  Product managers     Manage specific products, often taking 
over the jobs formerly handled by an advertising manager—
sometimes called   brand managers.  
  Product-market     A market with very similar needs—and 
 sellers offering various   close substitute   ways of s  a  tisfying 
those needs.  
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  Sales era     A time when a company emphasizes selling 
 because of increased competition.  
  Sales forecast     An estimate of how much an industry or firm 
hopes to sell to a market segment.  
  Sales managers     Managers concerned with managing personal 
selling.  
  Sales-oriented objective     An objective to get some level of 
unit sales, dollar sales, or share of market—without 
 referring to profit.  
  Sales presentation     A salesperson’s effort to make a sale or 
 address a customer’s problem.  
  Sales promotion     Those promotion activities—other than adver-
tising,   publicity, and personal selling—that stimulate interest, 
trial, or purchase by final customers or others in the channel.  
  Sales promotion managers     Managers of their company’s 
sales promotion effort.  
  Sales quota     The specific sales or profit objective a 
 salesperson is expected to achieve.  
  Sales territory     A geographic area that is the responsibility 
of one salesperson or several working together.  
  Sample     A part of the relevant population.  
  Scientific method     A decision-making approach that focuses 
on being objective and orderly in   testing   ideas before 
 accepting them.  
  Scrambled merchandising     Retailers carrying any product 
lines that they think they can sell profitably.  
  Seasonal discounts     Discounts offered to encourage buyers 
to buy earlier than present demand requires.  
  Secondary data     Information that has been collected or 
 published already.  
  Segmenters     Aim at one or more homogeneous segments and 
try to develop a different marketing mix for each segment.  
  Segmenting     An aggregating process that clusters people 
with similar needs into a market segment.  
  Selective demand     Demand for a company’s own brand 
rather than a product category.  
  Selective distribution     Selling through only those intermedi-
aries who will give the product special attention.  
  Selective exposure     Our eyes and minds seek out and notice 
only information that interests us.  
  Selective perception     People screen out or modify ideas, 
 messages, and information that conflict with pr  e  viously 
learned  attitudes and beliefs.  
  Selective retention     People remember only what they want 
to remember.  
  Selling agents     Agent wholesalers who take over the whole 
 marketing job of producers, not just the selling function.  
  Selling formula approach     A sales presentation that starts with 
a prepared presentation outline—much like the prepared 
approach—  and leads the customer through some logical 
steps to a final close.  
  Selling function     Promoting the product.  
  Senior citizens     People over 65.  
  Service mark     Those words, symbols, or marks that are 
 legally registered for use by a single company to refer to a 
service offering.  

  Quantitative research     Seeks structured responses that can 
be summarized in numbers—like percentages, averages, or 
other  statistics.  
  Quantity discounts     Discounts offered to encourage custom-
ers to buy in larger amounts.  

  Rack jobbers     Merchant wholesalers that specialize in hard- 
to-handle assortments of products that a retailer doesn’t 
want to manage—and they often display the products on 
their own wire racks.  
  Raw materials     Unprocessed expense items—such as logs, 
iron ore, and wheat—that are moved to the next production 
process with little handling.  
  Rebates     Refunds to consumers after a purchase.  
  Receiver     The target of a message in the communication 
process, usually a potential customer.  
  Reference group     The people to whom an individual looks 
when forming attitudes about a particular topic.  
  Reference price     The price a consumer expects to pay.  
  Regrouping activities     Adjusting the quantities or assortments 
of products handled at each level in a cha  n  nel of distribution.  
  Regularly unsought products     Products that stay unsought 
but not unbought forever.  
  Reinforcement     Occurs in the learning process when the 
 consumer’s response is followed by satisfaction—that is, re-
duction in the drive.  
  Reminder advertising     Advertising to keep the product’s 
name before the public.  
  Requisition     A request to buy something.  
  Research proposal     A plan that specifies what marketing 
 research information will be obtained and how.  
  Response     An effort to satisfy a drive.  
  Response rate     The percent of people contacted in a 
 research sample who complete the questionnaire.  
  Retailing     All of the activities involved in the sale of products 
to  final consumers.  
  Return     When a customer sends back purchased products.  
  Return on assets (ROA)     The ratio of net profit (after taxes) 
to the assets used to make the net profit—multiplied by 100 
to get rid of decimals.  
  Return on investment (ROI)     Ratio of net profit (after taxes) 
to the investment used to make the net profit—multiplied 
by 100 to get rid of decimals.  
  Reverse channels     Channels used to retrieve products that 
 customers no longer want.  
  Risk taking     Bearing the uncertainties that are part of the 
 marketing process.  
  Robinson-Patman Act     A 1936 law that makes illegal any 
price discrimination if it injures competition.  
  Routinized response behavior     When consumers regularly 
 select a particular way of satisfying a need when it occurs.  

  Safety needs     Needs concerned with protection and physical 
well-being.  
  Sale price     A temporary discount from the list price.  
  Sales decline     A stage of the product life cycle when new 
 products replace the old.  
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  Substitutes     Products that offer the buyer a choice.  

  Supercenters (hypercenters)     Very large stores that try to 
carry not only food and drug items, but all goods and ser-
vices that the  consumer  purchases routinely (also called 
   hypermarkets  ).  

  Supermarkets     Large stores specializing in groceries—with 
 self-service and wide assortments.  
  Supplies     Expense items that do not become part of a 
 finished product.  

  Supply chain     The complete set of firms and facilities and 
logistics activities that are involved in procuring materials, 
transforming them into intermediate and finished 
 products, and distributing them to customers.  

  Supply curve     The quantity of products that will be supplied 
at various possible prices.  

  Supporting salespeople     Salespeople who help the 
 order- oriented salespeople but don’t try to get orders 
themselves.  

  Sustainable competitive advantage     A marketing mix that 
customers see as better than a competitor’s mix and cannot 
be quickly or easily copied.

  Sustainability     The idea that it’s important to meet present 
needs without compromising the ability of future genera-
tions to meet their own needs.  

  S.W.O.T. analysis     Identifies and lists the firm’s strengths and 
weaknesses and its opportunities and threats.  

  Target market     A fairly homogeneous (similar) group of 
 customers to whom a company wishes to appeal.  
  Target marketing     A marketing mix is tailored to fit some 
 specific target customers.  
  Target return objective     A specific level of profit as an  objective.  
  Task method     An approach to developing a budget—basing 
the budget on the job to be done.  
  Team selling     Different sales reps working together on a 
 specific account.  
  Technical specialists     Supporting salespeople who provide 
 technical assistance to order-oriented salespeople.  
  Technology     The application of science to convert an 
 economy’s   resources to output.  
  Telemarketing     Using the telephone to call on customers or 
 prospects.  
  Total cost     The sum of total fixed and total variable costs.  
  Total cost approach     Evaluating each possible PD system and 
identifying   all   of the costs of each alternative.  
  Total fixed cost     The sum of those costs that are fixed in 
 total—  no matter how much is produced.  
  Total quality management (TQM)     The philosophy that 
 everyon  e in the organization is concerned about quality, 
throughout all of the firm’s activities, to better serve 
 customer needs.  
  Total variable cost     The sum of those changing expenses that 
are closely related to output—such as expenses for parts, 
wages,  packaging materials, outgoing freight, and sales 
 commissions.  
Trade (functional) discount A list price reduction given to 
channel members for the job they are going to do.

  Service wholesalers     Merchant wholesalers that provide all 
the wholesaling functions.  
  Shopping products     Products that a customer feels are 
worth the time and effort to compare with competing 
products.  
  Simple trade era     A time when families traded or sold their 
 surplus output to local distributors.  
  Single-line (or general-line) wholesalers     Service wholesalers 
that carry a narrower line of merchandise than general 
 merchandise wholesalers.  
  Single-line stores     Stores that specialize in certain lines of 
related products rather than a wide assortment—sometimes 
called   limited-line stores.  
  Single target market approach     Segmenting the market and 
picking one of the homogeneous segments as the firm’s 
 target market.  
  Situation analysis     An informal study of what information is 
 already available in the problem area.  
  Skimming price policy     Trying to sell the top of the market—
the top of the demand curve—at a high price before aiming 
at more price-sensitive customers.  
  Social class     A group of people who have approximately 
equal  social position as viewed by others in the s  o  ciety.  
  Social needs     Needs concerned with love, friendship, status, and 
esteem—things that involve a person’s int  e  raction with others.  
  Social responsibility     A firm’s obligation to improve its 
positive effects on society and reduce its negative effects.  
  Sorting     Separating products into grades and qualities de-
sired by different target markets.  
  Source     The sender of a message.  
  Specialty products     Consumer products that the customer 
really wants and makes a special effort to find.  
  Specialty shop     A type of conventional limited-line store—
usually small and with a distinct personality.  
  Specialty wholesalers     Service wholesalers that carry a very 
 narrow range of products and offer more info  r  mation and 
service than other service wholesalers.  
  Standardization and grading     Sorting products according to 
size and quality.  
  Staples     Products that are bought often, routinely, and 
 without much thought.  
  Statistical packages     Easy-to-use computer programs that 
 analyze data.  
  Status quo objectives     “Don’t-rock-the-  pricing  -boat” 
 objectives. 
   Stocking allowances     Allowances given to wholesalers or 
retailers to get shelf space for a product—sometimes called
   slotting allowances.  
  Stockturn rate     The number of times the average inventory 
is sold during a year.  
  Storing     The marketing function of holding goods.  
  Storing function     Holding goods until customers need them.  
  Straight rebuy     A routine repurchase that may have been 
made many times before.  
  Strategic (management) planning     The managerial process 
of developing and maintaining a match between an 
 organization’s  resources and its market opportunities.  
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  Value pricing     Setting a fair price level for a marketing 
mix that really gives the target market superior cu  s  tomer 
value.  
  Vendor analysis     Formal rating of suppliers on all relevant 
 areas of performance.  
  Vertical integration     Acquiring firms at different levels of 
channel activity.  
  Vertical marketing systems     Channel systems in which the 
whole channel focuses on the same target market at the end 
of the channel.  
  Voluntary chains     Wholesaler-sponsored groups that work 
with independent retailers.  

  Wants     Needs that are learned during a person’s life.  
  Warranty     What the seller promises about its product.  
  Wheel of retailing theory     New types of retailers enter the 
market as low-status, low-margin, low-price ope  r  ators and 
then, if successful, evolve into more conventional retailers 
offering more  services with higher o  p  erating costs and 
higher prices.  
  Wheeler Lea Amendment     Law that bans unfair or deceptive 
acts in commerce.  
  Wholesalers     Firms whose main function is providing   whole-
saling activities.  
  Wholesaling     The   activities   of those persons or establishments 
that sell to retailers and other merchants, or to industrial, 
 institutional, and commercial users, but who do not sell in 
large amounts to final consumers.  

  Zone pricing     Making an average freight charge to all buyers 
within specific geographic areas.  

  Trade-in allowance     A price reduction given for used 
 products when similar new products are bought.  
  Trademark     Those words, symbols, or marks that are legally 
 registered for use by a single company.  
  Traditional channel systems     A channel in which the various 
channel members make little or no effort to cooperate with 
each other.  
  Transporting     The marketing function of moving goods.  
  Transporting function     The movement of goods from one 
place to another.  
  Trend extension     Extends past experience to predict the future.  
  Truck wholesalers     Wholesalers that specialize in delivering 
products that they stock in their own trucks.  
  Trust    The confidence a person has in the promises or 
 actions of another person, brand, or company. 
  Triple bottom line     A measure of long-term success that 
 includes an organization’s economic, social, and 
 environmental outcomes.
  2/10, net 30     Allows a 2 percent discount off the face value of 
the invoice if the invoice is paid within 10 days.  

  Unfair trade practice acts     Put a lower limit on prices, 
 especially at the wholesale and retail levels.  
  Uniform delivered pricing     Making an average freight charge 
to all buyers.  
  Universal functions of marketing     Buying, selling, transporting, 
storing, standardizing and grading, finan  c  ing, risk taking, and 
market information.  
  Unsought products     Products that potential customers don’t 
yet want or know they can buy.  

  Validity     The extent to which data measure what they are 
 intended to measure.  
  Value in use pricing     Setting prices that will capture some of 
what customers will save by substituting the firm’s product 
for the one currently being used.  
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